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BUDGET REQUESTS OF THE CUSTOMS SERVICE,
INTERNATIONAL TRADE COMMISSION, AND
THE U.S. TRADE REPRESENTATIVE’S OFFICE

MONDAY, MARCH 12, 1984

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:33 p.m. in room
SD-215, Dirksen Senate Office Building, Hon. John C. Danforth
(chairman) presiding.

Present: Senators Danforth, Chafee, Heinz, Bentsen, and Matsu-

naga.
a[%‘he press release announcing the hearing and Senator Heinz'
and Senator Bentsen's statements follow:]

[Prees release from the U.S. Senate, Committee on Finance, Subcommittee on International Trade, Feb. 10, 1984)

SuBCOMMITTEE ON INTERNATIONAL TRADE Sers HEARING ON BUDGET REQUESTS OF
THE CuUSTOMS SERVICE, INTERNATIONAL TRADE CoMMissiON, AND THE U.S. TrADE
REPRESENTATIVE'S OFFICE

Senator John C. Danforth (R., Mo.), Chairman of the Subcommittee on Interna-
tional Trade of the Committee on Finance, today announced that the Subcommittee
would hold a hearing on Monday, March 12, 1984, on the requests for authorizations
of appropriations for fiscal year 1985 of the U.S. International Trade Commission,
the U.S. Customs Service, and the Office of the U.S. Trade Representative.

The hearing will commence at 2:30 p.m. in Room SD-215 of the Dirksen Senate
Office Building.

STATEMENT OF SENATOR JOHN HEINZ

This hearing gives us an opportunity to address the insufficient resources avail-
able to the Customs Service for the entorcement of U.S. trade laws and internation-
al trade agreements. For some time now, the situation in America’s major ports has
been characterized by a decreasing pool of Customs personnel, particularly import
specialists, and an increasing volume of imports. The predictable result of these di-
verging trends has been a serious compromise of U.S. trade law at a time when
there is increasing pressure of foreign suppliers to gain access to the U.S. market.
Staff reductions have also resulted in large revenue losses. While merchandise im-
ports increased by 22% in 1983, total collections from tariff and trade activities de-
clined by $195 million.

A prominent, if unfortunate, result of these trends is the massive amount of steel
import fraud currently being committed primarily by large overseas trading houses.
An investigation conducted by the House Energy and Commerce Oversight Subcom-
mittee, as well as m¥ own work, has shown that efforts of the Customs Service to
combat commercial fraud are not sufficient. In addition to general austerity cut-
backs, the Customs Service has been shifting its manpower priorities away from
trade law enforcement to such problem areas as narcotics and contraband smuﬁ;
gling. Those resources which have been directed toward fraud, primarily throug
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the Commercial Fraud Center, commonly called Operation Tripwire. have fallen
short of what is needed to properly enforce trade regulations and prosecute viola-
tors.

In my view, it is imperative that additional resources be allocated specifically for
the purpose of combating fraudulent imports. In addition to increasing the effective-
ness of the Customs Service in enforcing our trade laws, such an increase will yield
revenues far in excess of funds spent. Generally speaking each additional dollar
spent in Customs operations fyields an average of $18 in revenue. Moreover, because
of the widespread nature of fraud and the potential for the collection of substantial

nalties from violators, resources devoted to fraud are even more cost beneficial.

ndeed, lasﬂ:f'ear Operation Tripwire returned $150.00 for each one dollar spent (not
including salaries). In FY 83, for example, an increase of $70,000 in enforcement re-
sources yielded $31 million in collectes duties and fines from violations. Similarly,
the additional resources devoted to commercial fraud this fiscal year of $105,000 has
thus far yielded $15 million in collected revenues with a promise of further su
through the end of the year. -

Unfortunately, there is overwhelming evidence that these increases are insuffi-
cient to deter fraud. Mr. White also revealed in his testimony that Operation Trip-
wire has recently undertaken four new cases involving new types of fraud from new
sourg:e;‘.i Obviously, the problem demands a more vigorous response that heretofore
received.

It is my recommendation that increased resources be allocated to combat this
problem which is damaging sectors already reeling from unfair trade practices of
the past. In addition to an increase in funding to the Customs Service, stipulation
should be made as to the levels of import specialists which should be maintained in
America’s ports as well as the commodities to which their attention should be di-
rected. This Committee as well as the full Senate have approved amendments I
have proposed to increase Custoins’ resources for import fraud detection and en-
forcement. I intend to offer such amendments again this year.

STATEMENT BY SENATOR LLOYD BENTSEN

Mr. Chairman, this morning we are considering legislation to authorize three
trade agencies for fiscal year 1985, the U.S. Trade Representative (USTR), the U.S.
International Trade Commission (ITC), and the U.S. Customs Service. I am most
concerned about the proposed budget for the U.S. Customs Service, and I want,
therefore, to confine my opening statement to that submission.

If this customs budget is to be believed, then the Service will cut expenditures by
$23 million and eliminate about 7 percent of its workforce, yet still collect revenues
at a faster rate than in the past, give speedier processing and better defend our bor-
ders against illicit importations and exportations. It appears that it helps to read
this budget through rose-colored glasses.

The realities are that even using the Customs Service estimates, the value of im-
portations will increase by 9 percent in FY 1985, to over $323 billion. Customs itself
predicts that the fines, penalties, and forfeitures caseload will increase by up to 40
percent in that period. Air passenger workload will increase 17 percent from FY
1983 to FY 1985 and Customs will process somethinf over 300 million individuals.

However, their productivity is already declining. In terms of ‘‘dollars collected”
per dollar appropriated, the Customs Service return has fallen $2.00 since 1979. In
1979, we were getting $19.05 per every dollar appropriated to the Customs Service.
Last year it was $17.01. Four hundred personnel positions were removed last year in
the appropriations process, Mr. Chairman. This decrease is most disturbing given
the fact that the Customs Service i8 one of the few Federal agencies which brings in
revenue to the Government. Therefore, it seems that we must act to increase per-
sonnel numbers in order to retain adequate revenue.

Most important, Mr. Chairman, of the 954 itions to be eliminated in this FY
1985 budget proposal, 625 will be on the front line of the Customs process. These are
the inspectors who inspect the people and cargo and the import specialists who in-
spect the paper flow that accompanies importation. They constitute the two critical
links in the customs process. We now inspect less than one percent of the cargo im-
ported into the United States. Four hundred fifteen fewer inspectors on the line
means we will inspect even less.

This is also the front line of customs enforcement. I am told inspectors make 70
percent of all customs arrests, 70 percent of all hashish seizures. The popular image
of the inspector peaceably reading passports and making chalk marks on baggage is
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just not the case: two of them have been killed in the line of duty in the last five
years, one in Texas.

On the %aper side, we now audit less than 50 percent of the import documents
submitted by customs brokers and other importers. These forms are the tax returns
of the customs process, and 210 fewer import specialists mean that many fewer re-
turns are audited.

I understand and agree with the basic premise that the Service should use com-
puters to improve the qualit{ of the selectivity it uses. But you can take these
things to extremes. The job of Customs is increasing faster than these productivity
improvements can keep up. I have seen estimates that improvements in productivi-
ty can absorb a 3 percent workload increase, not the 9 to 17 percent workload in-
crease we expect.

Moreover, the computers themselves, particularly the automated commercial
system which is the heart of the tariff and trade system being developed by the Cus-
toms Service, has only just come on line. I do not think this is the time to be cutting
people. If anything we should be adding personnel. We added IRS auditors last year
to improve the Internal Revenue take at the suggestion of the administration. I
vsveonQer why the administration thinks the situation is any different in the Customs

rvice.

In addition, the Service proposes cuts in the enforcement side of its operations. As
1 have said, the inspector force is the front line of the enforcement effort, es well as
the duty collection effort. But in addition to losing those 415 inspectors, the Service
proposes to cut its laboratories, its marine patrol officers and vessels, and its region-
al patrol staff. It proposes to reduce the size of Operations Exodus, which is sup-
posed to control elicit exports of high technology equipment to our Communist ad-
versaries by almost half. So we are not robbing Peter to aray Paul; We are robbing
both of them. Both the enforcement and the commercial activities of the Service
will be reduced under this budget.

The real impact of this budget will be felt in towns and cities along our border
with Mexico. These areas have historically been among the worst-off in the country,
but their problems have been escalated to a national tragedy in recent years by the
economic troubles in Mexico.

The flow of trade across the border, the lifeblood of this region, has dwindled. The
ﬁroposed cutbacks in customs personnel at border crossing points would reduce the

ow even further, forcing thosee citizens of Mexico who can still afford to buy in the
U.S. to submit to lengthy delays. Because of the lack of customs personnel, there
will be fewer lanes at border crossing points, like Laredo which handles more pas-
sengers each day than JFK Airport in New York, open to process persons wishing to
vigit the United States.

I fail to understand how an administration which professes to be concerned about
the economic tragedy along the border with Mexico can add to the woes of that area
by bgroposmg additional cuts in customs.

oreover, the commercial public will be ill served by these personnel cuts.
Moving import specialists out of the local ports and into regional and district offices
may appear to be efficient, but what does the businessman do who wants to know
how to classify products he is about to import? A long distance telephone call will
not always suffice, and he should not be forced to bet millions of dollars of import
fees on the guesses of a customs broker. Moving the import specialists out of his
local area means increased costs, lost time, and uncertainty.
th_So. Mr. Chairman, I am very concerned by this budget. And let me say two other

ings:

First, we were not able to get an authorization bill enacted last year. I believe
that since this problem of reductions in force seems to be coming up every year, we
oufht to consider this budget closely and when we have agreed on an authorization
bill, work together to try to get it enacted so that we can get some control over this
agency.

Second, you and I sent a letter to the Commissioner a few weeks ago asking for
port-by-port and district-by-district implications of these personnel cuts. I ask unani-
mous consent that a copy of that letter be placed in the record of this hearing. I do
not have an answer to that letter yet, but I hope one will be forthcoming during this
hearing. I can tell you that in the border areas of Texas, which are suffering an
economic depression, the Customs Service is one of the most important programs of
the Federal Government.

Mr. Chairman, in closing, I am most concerned about this pro budget. The
Customs Service budget is not helpful, it is not realistic and 1 will do everything in
my power to change it.

Senator DANFORTH. Bob, it is good to have you back.
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STATEMENT OF AMBASSADOR ROBERT E. LIGHTHIZER, DEPUTY
U.S. TRADE REPRESENTATIVE

Ambassador LiGHTHIZER. Thank you, Mr. Chairman.

Mr. Chairman, I am pleased to appear before the subcommittee
to present our resource needs for fiscal year 1985. With me is John
Giacomini, who is the Director of our Office of Management, and
E?fug_ Newkirk, our Assistant U.S. Trade Representative for GATT

airs.

I would like to present to the committee a brief summary of our
resource needs and submit a longer, more detailed statement for
the record. Then, we can address any specific questions you or the
members of the subcommittee may have on the budget or on the
harmonized code.

As you know, we have pending two supplemental budget requests
for fiscal year 1984. The first is a $128,000 supplemental to cover
the legislated pay raise and medicare costs. And the second is a
$511,000 supplemental to finance the initial stages of the harmo-
nized code negotiations.

Our fiscal 1985 request is $14,179,000. This is a $2,680,000 in-
crease over the 1984 base. Nearly 60 percent of this increase is to
finance our efforts to negotiate the harmonized code. These costs
include the transfer of personnel to Geneva, renting office space
and equipment, printing, and computer programming. The other 40
percent of the increase is to meet operational needs and to pay un-
controllable costs such as rent, utilities, and general price level ad-
justments. Indeed, about half of this extra amount is due to the
rent increase alone. -

As you can see, the harmonized code will require a substantial
utilization of our resources in 1985. In light of this fact, I would
like to discuss what is involved. In the 1974 Trade Act, we were
required to participate in the development of internationally
agreed tariff nomenclature—the harmonized code system. USTR
will lead these negotiations, which we expect to formally begin in
Geneva in 1985.

Negotiating the code is an enarmously complex undertaking in-
volving interagency coordination, soliciting private sector advice,
intensive international negotiations, and of course, thorough con-
sultations with the Congress. We have broken our work into four
phases. Line-by-line review of the ITC’s proposed conversion of the
U.S. tariff schedules, data preparation to support negotiations and
review of foreign country conversions, international negotiations,
and congressional approval. Our timetable calls for the completion
of the first phase by the end of this year, and we hope to complete
negotiations in 1985. This new tariff schedule is to take effect on
January 1, 1987.

Mr. Chairman, we have a considerable amount of work ahead of
us, and we hope the committee can act affirmatively on our budget
requést. If you or other members of the committee have any ques-
tions, I would be glad to address them or have Mr. Giacomini or
Mr. Newkirk supply answers. Thank you, Mr. Chairman

Senator DANFORTH. Thank you very much.

[Ambassador Lighthizer’s prepared statement follows:]
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TesTiMoNY OF ROBERT E. LiGHTHIZER, DEPUTY U.S. TRADE REPREBENTATIVE

Mr. Chairman, I am pleased to appear before you to present our resource needs
for fiscal year 1985 and to respond to your question. With me is the Director of our
Office of Management, John Giacomini, our assistant United States Trade Repre-
sentative for GATT affairs, Doug Newkirk, and our assistant United States Trade
Representative for Congressional Affairs, Bill Maroni.

ince last year, we have had several organizational changes which I believe most
of you are aware of: We now have two deputies in Washington, Ambassador Michael
B. Smith who is responsible for bilateral and multilateral activities; | am responsi-
ble for sectoral activities. Ambassador Peter Murphy now heads our Geneva Office
while Richard Imus is our new chief textile negotiator.

The President’s budget and the resource request which we submitted to you con-
tain several items which I would like to explain briefly.

Our current fiscal year 1984 appropriation does not include two supplemental re-
quests. One is for a pay supplemental of $128,000 to cover the recent raise legislated
by Congress and medicare costs. The other suprlemental request of $511,000 would
ﬁrovide funds essential for the initial stages o Freparing for U.S. adoption of the

armonized code system or HCS. I believe most of you are acquainted with the goals
of the HCS—a new international tariff nomenclature which will facilitate interna-
tional trade transactions. Wides; ~ead adoption of the H\'S will reduce the cost of
reporting for U.S. producers, promote uniformity and certainty in customs classifica-
tion, and increase the accuracy of trade statistical reporting systems.

It is an enormous, complex undertaking, and invoives interagency coordination as
well as intensive negotiations and planning with other nations. The four phases of
the administration’s work p am are: line-by-line review of the ITC's proposed
conversion of US. tariff schedules, data preparation to support negotiations and
review of foreign country conversions, negotiations in Geneva and largely through
the GATT, and congressional agproval followed by implementation.

We have been dealing with this issue since 1970. The 1974 Trade Act required our
full participation in the development of the nomenclature since the HCS will be
treated as an international trade agreement. The USTR will lead the negotiations,
which we expect to formally begin in Geneva in 1985, and handle the details in-
volved in arriving at an agreement under the auspices of the GATT.

Our timetable calls for completion of the U.S. conversion and review of foreign
conversions by the end of this year. We hope to complete the Geneva negotiations
during 1985 so that we can use all of 1986 to prepare ourselves for an implementa-
tion date of January 1, 1987.

To date, we are meeting our schedule. We have held public hearings on the tariff
conversion process in several cities and have established data base contacts in the
GATT s0 that the review of foreign country conversions will be coordinated with the
overall effort of our line-by-line review, mentioned above, which began in January.
Other agencies which are cooperating in the HCS project are the International
Trade Commission, the Department of State, Commerce including the Bureau of the
Census, Agriculture, Treasury including the U.S. Customs Service, and Labor. All
are committing resources to the program. Currently we have individuals on detail to ~
USTR. We would be &leased to provide you with our HCS timetable.

For fiscal year 1985, the actual increase over the 1984 base is $2,680,000. Of the
total request, $1,534,000 is for the harmonized code, for expenses at the peak of
scheduled activities. Several significant items will be the transfer of personnel to
Geneva, rental of office space and equipment, printing and reproduction of HCS ma-
tericls, and computer equipment programming tasks to provide a strong informa-
tion base for international negotiations. The remainder of the request is esigned to
maintain an operating level similar to fiscal year 1984, and to accommodate general
price level adjustments plus uncontrollable increases for essential expenses such as
communications, rent, and printing. _.

Beginning in fiscal {ear 1983, we were allowed to operate under one ceiling of 133
permanent positions for a full time equivalent emPloyment or “FTE” of 133 work-
years. This gave us the flexibility to use our “FTE"” in a manner which best suited
our needs and to create greater stability among essential staff by converting select-
ed positions to permanent status. For fiscal year 1984, we have 137 FTE's, and for
fiscal year 1985 we are requesting one additional “FTE" for a total of 138. This will
provide for a position to cover the development of the HCS computer program.

I would like to update you on funds which you provided us for fi year 1984,
earmarked for word p:ocessing equipment and for followup projects on a special
study we did in 1982 to provide guidance on how we can develop the best U.S. trade
negotiators. For the word processing equipment, we are in the final evaluation
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stages of vendors’ proposals. The funding will be used for microcomputers and relat-
ed training and maintenance, and for e?uipment needed to network into existing
computer facilities. The funds provided for career development will be utilized to
formulate in-depth assessments of the job-related needs of a selected group of mid-
level professionals and to identify appropriate courses and seminars to enhance
their bac und and knowledge for trade negotiations.

To supplement our permanent staff and to hold down personnel costs, we are con-
tinuing our successful, volunteer university intern program. Last fiscal year we had
more than 280 applicants; we accepted 45 from seventeen different universities. We
conduct this program on an informal basis to hold down costs, and the need for ad-
ditional staff to run a formal grogram. This effort saved us salaries and related
costs of more than $120,000. Other savings were effected by acquiring details on a
nonreimbursable basis, by participating in an interagency ‘‘program pool” for spe-
cialized computer program needs, and by closely monitoring travel.

We are using every means possible to increase productivity and managerial effec-
tiveness with the resources we have been given. We are continuing to exercise tight
control over expenditures especially for overtime, travel, and procurement, with our
senior staff playing a direct role in this daily process. We have also complied fully
with the requirements of the Federal Manager's Financial Integrity Act of 1982 by
submitting positive reports both to the President and to the Congress on internal
accounting and administrative controls.

Mr. Chairman, we believe that our request is a very reasonable one and reflects
budget constraints even with continually rising workloads. Any reduction of our re-
source request will seriously affect our capability to do the job assigned to us. With
the requested resources we will be able to implement our schedule for the harmo-
nized code system and to pursue the commitment of the administration and the
Congress to economic growth and a strong economy.

1 would be pleased to respond to your questions.

Thank you.

Senator DANFORTH. I do have a couple of questions.

The first one on the harmonized code—this is, as Federal matters
go, relatively small as a cost item, but it is fair to say, isn’t it, that
it is going to be somewhat complicated and controversial?

Ambassador LIGHTHIZER. Yes, Mr. Chairman. We think it will be
very complicated, but hopefully not too controversial.

Senator DANFORTH. As | understand it, it is not intended to make
any substantive changes—it is simply a redefinition.

Ambassador LiGHTHIZER. That is correct, Mr. Chairman.

Senator DANFORTH. | guess my question is—is this trip neces-
sary? Do you view this as an important matter that we should be
ptt';oceeding with? Are we so far along now that we have to be doing
1t? '

Ambassador LIGHTHIZER. It is our view and, of course, the view of
the Congress over the last 10 years that putting the entire world
on the same system will facilitate trade, and economic advantages
will flow to the U.S. economy from the resultant increase in trade.
So, we still have that view. We think it will be helpful.

Senator DANFORTH. We had hearings a week or so ago on the
proposed new Department of Trade, and one of the comments that
was made by some of the witnesses at that time was that USTR
now has 130 or so people, and I see you only want an increase of
one additional person, up to a total of 138. At least one point of
view was that it should be even smaller than that, that USTR
should not be a place where people have great expertise or narrow
knowledge on a limited subject, but it should be a place for general-
ists, for true brokers of different interest groups, and that some-
thing is lost when the USTR’s personnel becomes more and more
specialized. Is that point well taken or not? In your judgment.
should you have more people, less people, or is 138 just right’
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Ambassador LicHTHIZER. First, Mr. Chairman, I agree with the
sentiment expressed—that USTR should not be in a position of de-
veloping or maintaining great amounts of expertise that merely du-
plicate what other agencies do. Now, I am sure you won’t be sur-
prised by my feeling that 138 is about the right number. There is
some minimum amount of expertise that you need. There are times
when you have to pick up the phone and call someone in your own
shop who is at least following reasonably closely some current
matter. And. when you have the responsibility for a wide variety of
issues—like we do—it requires a certain amount of staff just to co-
ordinate the work of the other agencies. So, our view is that 138 is
about the right number.

We have spent time, I should tell you, at the senior staff level
talking about this point. There have been some very bright com-
mentators who have suggested that we could get by with fewer
people. My own sense, after a year, is that that would be very diffi-
cult. But, this is something that is under constant review. The gen-
eral idea that we shouldn’t duBlécate a lot of expertise at the Com-
merce, State, or Agriculture Departments is certainly something
that we subscribe to.

Senator DANFORTH. Now, if Senator Long were here, he would
Rrobably ask you about your selection and training of people and

ow you get really first-rate negotiators, how you attract them,
how you train them, and how you keep them. you think that
USTR is doing what it should in making sure that we have a crack
team of very able, well-trained people who know how to go about
the business of negotiations?

I know one thing that has impressed me when I have gone to
Geneva and talked to both arms negotiators and trade negotiators
is that oftentimes the people with whom we are negotiating have
been there for years, and they are chosen and retained for a long
period of time because of their knowledge and their ability. Are we
doing what we should in that connection?

Ambassador LiGHTHIZER. Mr. Chairman, I know that this is
something that Senator Long and a number of other members of
the committee have expressed interest in and concern about over
the last several years. Now, we are making an effort to try to im-
prove the training of our negotiators. To some extent, the differ-
ence in age and experience between the U.S. negotiators and those
of other countries 18 a product of the general system. I can speak
with some experience on that, having negotiated the U.S.-U.S.S.R.
Long-Term Grain Agreement with a Russian negotiator who'd been
negotiating for his government since some time soon after 1 was
born, as near as I could tell. He was very able. But, it would be
velg' unlikely for an American to be in the same position when he
is 65 years old. I think some of it is just the difference in our
system, but this is something that we have focused on.

Senator Long asked us and the committee asked us to do a feasi-
bility study of what kind of a curriculum we could put together to
improve our status in this area—which we did in 1982. We are now
in the process of utilizing part of our appropriation in 1984 to de-
velop an appropriate curriculum for our nﬁotiators to follow to en-
hance their background and knowledge. This is a very important
part of training people and having the best possible negotiators on
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behalf of the United States that we can have. Hopefully, by the be-
ginning of 1985 we will have that kind of program as a require-
ment for our negotiators. It probably won’t change the fundamen-
tal age differential, but it will be a major step forward and some-
thing that we feel very strongly about.

Senator DANFORTH. I don’t think that age is necessarily the crite-
rion for anything, but I am heartened to know two things. One is
that USTR does not view itself as being a burgeoning bureaucracy
and that you are going to try to keep it small and keep it just as
generalized as possible.

Second, I am pleased that you are going to try to make it really a
crack corps of people who are able to work out deals, negotiate ar-
ran,gements with other countries. That, to me, is the beauty of the
USTR, and I am gratified to know that you are on this track.

Ambassador LiGHTHIZER. Thank you, Mr. Chairman.

Senator DANFPORTH. Senator Heinz?

Senator HeiNz. Mr. Chairman, I don’t have any questions except
this one. I would just like to get this on the record from Mr.
Lighthizer. If the Congress were to agree to the President’s propos-
al to create a Department of International Trade and Investment,
would that result in a budget saving where the activities of the
U.S. Trade Representative is concerned?

Ambassador LIGHTHIZER. I just don’t know the answer to that
question, Senator.

Senator Heinz. Would you anticipate any lessening of your re-
sponsibilities in such a combined Department?

Ambassador LiGHTHIZER. My understanding oi the plan the
President has submitted incorporate the Office of U.S. Trade Rep-
resentative into the new department. And I guess my own sense is
that our functions are not now superfluous. Presumably, there
would be some overlap that could be eliminated, but it would be
very difficult for me to quantify it. I think that the President's pro-
posal contemplates keeping this office active, so I would have to
assume that this savings would be small, but I really don’t know
the answer to the question, Senator.

Senator HEiNz. Thank you.

Senator DANFORTH. Senator Bentsen?

Senator BENTSEN. Mr. Chairman, I share the concerns about the
revolving door that apfears to be in operation over at the USTR.
Time and time again, | see some very gf'ight and very able people
on the staff of the USTR, and then along comes the private sector
and hires them away. When we had Malcolm Baldridge before us
here recently, I went into that in some depth, trying to find out
what he is talkinf1 about doing if a new Department of Trade was
established, and there was no clarity as to what program was to be
put in place for training and retention. Those of us who have at-
tended a number of those negotiations—whether it be Geneva or
otherwise—have seen time and time again just what Bob Light-
hizer is talking about—someone on the other side of the table who
knew where all the bodies were buried.

When our representative brought up a case, they then brought
up something that was decided several years earlier, and why it
turned out the way it did. And it was very difficult for our negotia-
tor to contradict that or know the facts not having been there at
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the time. So, I, too, would like to emphasize that if there is a way
that we can structure thie to try to retain as much as we can—
some of these very bright and able people that come into that
role—I certainly want to support it in every way I can.

Ambassador LicHTHIZER. Thank you, Senator.

Senator DANFORTH. Senator Matsunaga?

Senator MATSUNAGA. Thank you, Mr. Chairman. Mr. Ambassa-
dor, and it is good to be able to call you that, Bob.

Ambassador LicHTHIZER. Thank you, Senator.

Senator MATSUNAGA. | remember that you served as a member
of the staff of this committee, and since I usually don’t have the
opportunity, I want to thank you for your kind expressions of con-
cern when | was taken ill recently.

I have taken a great interest, along with the Governor of Hawaii
and others, in the exchange of high technology between Japan and
the United States. Japan has expressed interest through the
Consul General in Honolulu. I wish you would pursue this because
I think it has come to a point where the Japanese realize that the
have ‘got to give and not only take. And one of the areas in whic
they feel that they can give is in high technolcgy, such as in deep
sea mining using robots, and in the area of ocean science, as in
ocean thermal energy conversion.

I think we can greatly benefit from the trade in technological
ideas, and much as we would hate to admit it, I think we have
lagged in this area, and we can learn from others as well. The
State of Hawaii has already established a center for high technolo-
gy—the Pacific International Center for High Technology Research
in May of this year—we are planning on a symposium to which all
of the Pacific nations will be invited.

Japan is waiting for expressions of some interest at the national
level. While they have expressed keen interest to State officials in
contributing to the program in Hawaii, they, the Japanese, feel
that they ought to be dealing on a nation-to-nation level and not a
nation-to-State level. So, I would appreciate it if you would look
into this and maybe some expression of interest from your office
might help in expediting the development of this center.

Ambassador LiGHTHIZER. We will certainly do that. We agree
completely that there are enormous benefits that would flow to our
economy from technology exchanges with the Japanese particular-
ly, but with others also. And we will certainly follow up on that
and work with your staff to express at the Federal level our sup-
port for and an interest in this program.

Senator MATSUNAGA. Thank you very much.

Ambassador LicHTHIZER. Thank you, Senator.

Senator DANFORTH. Thank you, Mr. Ambassador.

Ambassador Li1GHTHIZER. Thank you, Mr. Chairman.

Senator DANFORTH. Next, we have Commissioner von Raab.

STATEMENT OF HON. WILLIAM VON RAAB, COMMISSIONER OF
CUSTOMS

Mr. voN RaaB. Thank you very much, Mr. Chairman, for this op-
portunity to appear before you and members of your committee. I
will take this opportunity to introduce the gentlemen who are with
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me. On my immediate right is Mr. Alfred De Angelus, Deputy
Commissioner. To his right is Mr. George Corcoran, Jr., our Assist-
ant Commissioner for Enforcement. To his right is Mr. Eugene
Mach, our Assistant Commissioner for Inspection and Control. To
my left is Mr. William Russell, our Comptroller. And to his left is
Mr. Robert Schaffer, our Assistant Commissioner for Commercial
Operations.

We appreciate this opportunity to appear before you today to
present the fiscal year 1985 authorization request of the U.S. Cus-
toms Service. We are requesting $602,405,000 and 12,369 direct av-
erage positions. This total includes $585,335,000 for our regular ap-
propriation and $17,070,000 for operation and maintenance of cus-
toms air program.

I have a longer statement that I would, with your permission,
submit for the record and present a shorter statement.

Senator DANFORTH. Yes, sir.

Mr. voN Raas. In line with President Reagan’s efforts to lower
the cost of our Government, our fiscal year 1985 authorization re-
quest is $23,499,000 less than our requested level for fiscal year
1984. In our fiscal year 1985 request we have included $16,994,000
for program enhancements and other initiatives. These are primar-
ily for ongoing automation programs and for protecting the com-
munications of our law enforcement officers. Also included is
$35,134,000 for increases necessary to maintain current operating
levels and program reductions and nonrecurring expenses of
$75,627,000. As we stated on previous occasions, Customs continues
to adhere to President Reagan’s program for strengthened law en-
forcement and better management of Government resources. Ac-
cordingly, Customs objectives are to implement the following: In-
crease staff productivity by developing and implementing automat-
ed systems wherever possible, in all merchandise, revenue collec-
tion, and enforcement processing; reduce administrative inefficien-
cies by consolidating functions and organizations, eliminating du-
plicative activities and unneeded paperwork and forms, and simpli-
fying internal and external processing {)rocedures; and improve
overall enforcement efforts against all illegal activities for which
Customs is responsible.

In fiscal year 1985, Customs is continuing on a high priority basis
to press forward on long-awaited and much needed reform of com-
mercial practices. In essence, how we implement the tariff laws
and how we process the vast quantities of imported merchandise.
In meeting our goals in commercial processing, we are gushing for-
ward determinedly with centralization, automation, and streamlin-
in%of all applicable operations.

he initiatives in this budget emphasize the development and im-
plementation of the customs automated commercial system, which
is the key program in this effort. Phase I of system development
was completed in December 1983, and it was already operational
nationwide on February 1, 1984. This system, when fully imple-
mented, will revolutionize the way ple do business with Cus-
toms. It will speed up processing anget?educe operational costs for
both Customs and the international trade community.

Simplification of forms, paperwork, and procedures will reinforce
automation and help to speed up the cargo clearance process. We
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have underway a major project to consolidate our data processing
functions into a single computer environment. We believe it will
eventually permit us to dramatically improve customs import proc-
essing and implement new methods of collecting duties.

With regard to drug enforcement, fiscal 1983 was a banner year.
The President’'s drug strategy is working, and the amounts of
heroin and cocaine seized last year set new records. Heroin seizures
reached 594 pounds, up 105 percent over the previous year. These
results largely reflect intensified inspections at airports, especially
in cargo, as well as the development of improved inspectional tech-
niques. Similar results have been achieved with regard to cocaine
smuggling. I am proud to commend customs enforcement groups -
for the outstanding results produced during the past 3 years. In
1982, we seized 11,150 pounds of cocaine, an increase of more than
200 percent above the previous year, and in fiscal year 1983, sei-
zures reached 19,602 pounds, more than 400 percent above 1981
and 76 percent over the previous record year of 1982.

In terms of disruption of organized smuggling groups, we have
taken off the streets $5.3 billion of cocaine sales and prevented
these criminals from pocketing the profits. Mr. Chairman, I must
underscore that this success would not have been so great without
the strong encouragement we have received from President Reagan
and the personal involvement of the Vice President. Customs ef-
forts against drug smugglers have been only a part of our law en-
forcement program. President Reagan has also called on us to shut
the open door through which the Soviet Union is stealing Ameri-
can technology. The Customs Service has responded, on a priority
basis, with the highly successful program we call Operation
Exodus. This past year has seen us further perfect our investigat-
ing methods and bring more violators of U.S. export laws to justice.

Recently, we concluded a rather spectacular investigation, which
received worldwide media coverage, of an illegal technology trans-
fer with the return from Germany and Sweden of two large ship-
ments of highly advanced computers that would have given Soviet
weapons a technological boost the West just cannot afford. Al-
though we are reducing our budget and our work force, Customs
remains committed to a strong enforcement posture to improved
cost effectiveness, and to better serve the American public through
a more modern Customs Service.

Mr. Chairman, this concludes my introductory statement. I
would be happ{cto answer your questions and those of other mem-
bers of your subcommittee.

Senator DANFORTH. Thank you very much.

[Mr. von Raab’s prepared statement follows:]
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U.S. CUSTOMS SERVICE
STATEMENT OF WILLIAM VON RAAB
COMMISSIONER OF CUSTOMS
FOR PRESENTATION BEFORE THE SENATE PINANCE COMMITTEE,

SUBCOMMITTEE ON INTERNATIONAL TRADE

Mr. Chairman and Members of the Committee, we appreciate thiﬁ
opportunity to appear before you today'to present the U.S.
Customs Service FPY 1985 authorization request of $602,405,000 and
12,369 direct average positions. Included in this total are
$585,3315,000 for "Salaries and Expenses® and $17,070,000 for
*operations and maintenance® for the air program,

Customs overall FY 1985 authorization request represents a
net decrease of $23,499,000 from the funds requested in FPY 1984,
Included in the FY 1985 consolidated authorization request is
$16,994,000 for program enhancements and other initiatives,
primarily for ongoing aqto-ation programs as well as for
protecting the communications of our law gntorcenent officers,
$35,134,000, for increases necessary to maintain current
operating levels, and management efficiencies and non-recurring
expenses of $75,627,000.

The efficiencies to be achieved in PY 1985, represent
improvements in commercial and enforcement activities as well as
updated approaches for achieving Customs mission. These

programs, when fully developed and implemented, will improve
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productivity, streamline program operations, and enhance
organizational and functional efficiency, and abolish duplicative
activities. Many of the efficiencies result from our efforts to
convert labor intensive functions to more automated processing.
In total, these actions will permit tlhie reduction of 923 direct
positions and 954 average positions. -

MAJOR ACCOMPLISHMENTS

The Customs Service, once the main source of federal monies,
still continues today to collect significant revenues as well as
to assume the responsibility for interdicting drugs and other

..__contraband attempting to illegally enter the country. Although
the primary objective of the Tariff Act is the protection of
American industry, revenue collections from its enforcement
produced $9.9 billion in FY 1983, representing a return of more
than $17 for every appropriated dollar spent by Customs in
carrying out its responsibilities.

As usual, Customs also had a busy year processing a heavy
volume of traffic and trade generated by a growing international
economy. The dedicated Customs workforce cleared some 283

~million persons, 5.3 million merchandise entries, up 13%, and
kiore than $246 billion in cargo entering the country. In
addition, about 90 million vehicles, vessels, and aircraft were
6;323;;267- Projections for FY 1985 indicate renewed growth and a

continuing heavy workload in the future.

35-541 0 84 ~~ 2
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As I stated on previous occasions, Customs will adhere to
President Reagan's precepts of strengthened law enforcement and
better management of government resources. Accordingly, Customs
objectives are to implement the following:

* Improve the overall enforcement efforts

to combat those illegal activities that
fall within Customs jurisdiction by the
introduction of updated techniques;

¢ Increase staff productivity by developing and

implementing automated systems, wherever
possible, in all merchandise, revenue
collection, and enforcenent_proceesing: and

d Reduce administrative inefficlencies by

consolidating functions and organizations,
eliminating duplicative activities and
unneeded paperwork and forms, and simplifying
internal and external processing procedures.

Customs efforts ditected.touard strengthening law enforcement
programs produced significant results in FY 1983, Admittedly,
_s-uggllnﬁ continues as a signtflcant national problem. We are
still confronted with an illegal industry of billions of dollars
and contl;ual smuggling along all of our borders.

But I do have good news to report, Throzah the combined
efforts of Customs and the Coast Guard marihuana and hashish
seizures have been declining, probably reflecting some diminished

usage and reduced smuggling. In contrast, Customs heroin and
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cocaine interceptions have set new records. Heroin seizures in
FY 1983 reached 594 pounds, up 105% from the previous year. The
results largely reflect intensified inspections at airports,
especially cargo, and the use of improved inspectional
techniques.

With regard to the cocaine situation, I am proud to commend
Customs enforcement groups for the outstanding results produced *
during the past three years.' In FY 1982, we seized 11,150 pounds
of cocaine, an increase of more thanr 2008 above the previous
year. Now, in FY 1983, the seizures has reached 19,602 pounds,
more than 400% above FY 1981 and 76% over PY 1982. 1In terms of
disruption of organized smuggling groups, we have taken off the
streets $5.3 billion of cocaine sales and prevented these
criminals from pocketing the profits.

Whenever we present this statistical record of our
accomplishments, the Esual retort is that it probably reflects
increased cocaine smuggling. Admittedly, this is a factor. But
also during this period Customs cocaine seizures have in fact
jumped far more rapidly by a wide margin than the amount of
cocaine estimated to be coming across our borders has increased.
This is a significant improvement over earlier periods and one

that should put a noticeable dent in the "take" of the smuggler. _

These results, of course, largely reflect Secretary Regan's
goal for Customs of raising law enforcement to our hjighest
priority. The nation faces two major and dangerous problems at

its borders. The first is massive drug smuggling, which has been
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with us for at least a generation and is now one of our major
industies, This past year Customs successfuliy continued its
enforcement efforts in the South Florida area where the major
share of illegal narcotics activity is centered. Here also, huge
sums of drug-related currency enter and leave the country daily
to finance this deadly international traffic. At the same time,
we were involved in the implementation of the Vice President :
directed NNBIS program along all our borders. Customs iz the
lead agency in several important areas along the border. Also,
Customs has joined Mexican Customs in a unified anti-smuggling
effort along the Southwest border.

The second problem involves critical technology illegally
leaving the country. 1In line with President Reagan's call to
block the illegal transfer of critical and high-technology
equipment to Bastern-bloc countries, Customs has continued
Operation EXODUS, a highly effective detection and investié;tive
effort at major ports throughout the country. To achieve this
goal, Customs has developed new approaches for surveillances;
improved cargo inspections directed at uncovering these illegal
equipment shipments, and improved intelligence efforts related to
shipments and potential violators. These actions will improve
results in FY 1984 and also produce substantial savings in this
program in PY 1985. )

”The enforcement effort is now well on its way to achieving

its objectives, and it will be strengthened as needed. While
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enforcement is a top priority, today's Customs Service goals also
include facilitation, and the reduction of the costs to the
public and 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, piece
of baggage, or cargo shipment must be searched. Since the vast
majority of Customs transactions involve law abiding persons and®
firms, Customs officers will be 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 is now turning its attention on a high priority basis
to the long-awaited and much needed reform of commercial
practices; in essence, how we implement the tariff laws and how
we précess the vast quantity of imported merchandise. 1In meeting
our goals in commercial processing, we are pushing forward
determinedly with ®centralization,® “automation® and
"streamlining® of all applicable operatiohs. Centralization is a
key to the new system. It is, in fact, almost upon us now, since
only 20 locations process 70 percent of all formal entries.
Although entries will continue to be filed at the ports as
before, we intend to introduce a more selective review process.

A noticeably faster turnaround is anticipated at most locations.
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Furthermore, centralization has several additional advantages.
Automation is most cost-effective where large volume processing
is concerned. Also, appraisement will be more uniform, records
duplication will be minimized and, of course, administrative
overhead will be reduced.

Simplification of forms, paperwork, and procedures will
reinforce automation and help to speed up the cargo clearance
process. We have underway a major project to consolidate our
data processing functions into a single computer environment., We
feel that this will eventually permit us to dramatically improve
Customs import processing and to implement new methods of
collecting duties.

At the heart of the automation effort, is the Automated
Commercial System (ACS), for which programming was begun in July
1983, By the first of December, Customs was running a parallel
operation in New Orleans. Today, in New Orleans, we TNave 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 of the Brokers. VAII revenue
collected by Customs is processed through ACS, as is the
preparation of a daily broker statement. Supplementary systems
for processing Pines, Penalties, and Porfeitures (FP&F) and
Bonded Warehouse Inventory (BWICS) are algo completed. The
latter is already operational nationally and the former is being

pilot tested in two locations. In summary, ACS, comprises ten

-



19

separate stand alone modules specifically directed to each of the
major activities under the commercial system. Today, many of
these systems are under development. When fully developed and
implemented the system will provide improved management informa-
- tion, more efficient resource use, and increased responsiveness
to the business community.

PY 1985 Plans oo

The program accomplishments and activities described will
continue to have a high priority in FY 1984. Also, we anticipate
equally good results in both the enforcement and commercial
areas. In PY 1985, Customs is planning major enhancements in ACS
and its telecommunication system as well as providing itg
enforcement units with secure radio privacy. To acco-plish these
objectives, we are requesting a program increase of $16,994,000

million in our PY 1985 budget.
Automated Commercial Systems

The $8.8 million requested will allow Customs to continue to
expedite development and implementation of the full-scale system
needed to raise productivity and continue efficient service as
the workload grows. - When EOIpleted, ACS will support full selec~-
tivity, determining which imports should be intensively exa-lngd
and those entries with potential classification changes and
increased revenue. This enhancement will pay for itself in cost

savings for Customs and the broker community. We are requesting
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$6.2 million for regional EDP equipment for linking field
operations and the national computevr. The remaining $2.6 million
;; needed for equipment to raise the capacity of the systen,
additional terminals, and automated interface capabilities.

Integrated Data Telecommunications Network

Currently, Customs has two independent telecommunications
systems: one which supports the 1reasury 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 largely incompatible. In addition, both use technology
that is now obsolete, While the updating of both systems will
incorporate the latest technology, Customs will also consolidate
both networks thereby reducing redundancy costs and improving
operations. The $2.5 million requested will be used for the
purchase of necessary modern telecommunications equipment such as
mini-computers, packet switching equipment, telecommunication
circuits and earth station~antennas.

Radio Voice Privacy

Customs nationwide Radio VHF system is used extensively by
enforcement personnel during convoys, surveillances, and for com~

‘municating with each other during enforcement missions. Th;
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eJ/ysten is an absolute necessity for Customs personnel 6perating
in remote or dangerous areas, as it often represents their only
means of calling for assistance. However, we have strong
indications that unauthorized monitoring of Customs radio
communications is occurring, placing officers' lives and the
success of operations in jeopardy. The $5,694,000 million
requested will be used to implement an initial radio voice
privacy system and for the purchase of mobile and portable
radios, base stations, repeaters and encoders.

Proposed Efficiencies in PY 1985 -

In order to meet the cost of these new initiatives, Customs
is proposing several measures to provide savings in FY 1985 in
its BXODUS, Air Interdiction, and passenger processing programs.
These savings were derived from management efftcie&cles developed
as part of the enforcement effort.

As part of our introduction of new approaches and implementa-
tion of more efficient operations in FY 1985, we are proposing to
take advantage of DOD capabilities in improving the operations
and management of the Air Program. By PY 1985, the Customs air
fleet will include a growing proportion of military aircraft.
while these aircraft provide improved capabilities in detoctioﬁ:“
interception and tracking, they also require more specialized
logistics than the regular civilian types previously used by

Customs. In order to maintain a high utilization rate and state
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of readiness, Customs will require the highly technical skills
already available to DOD. Undoubtedly, DOD logistics has the
capability of maintaining these aircraft and providing the unique
equipment needed for rapid repairs and maintenance.

Therefore, the Treasury Department is negotiating with DOD to
accept the operational and maintenance responsibility for the
military aircraft used in the Customs air fleet. We believe DOD ¢
support for these functions will provide the required logistics
needed for the most efficient and effective use of the aircraft,
As a result, we anticipate increased utilization, greater
operational readiness and improved detection and interceptions.
If these results can be achieved, it will insure more effective
interdiction along the entire southern border as well as
providing efficiencies of $11,000,000. At this time, we cannot
provide specific information on the increased DOD logistics
support since negotiations are continuing, but your Subcommittee
will be kept fully informed.

Additional efficiencies and savings will accrue from the
BXODUS program, our proposed statutory amendment of the Airways
and Airport Development Act, and selective management actions to
upgrade administrative support. As indicated earlier, we have
implemented several new approaches to the difficult enforcement
of critical technology illegally exported to the Soviet Union and
its allies. We anticipate that these innovations will be fully
operational in FY 1985 and should permit us to reduce EXODUS
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costs by $5,0 million. Another $7.0 million can be saved by
returning the full costs of airport passenger processing on
Sundays and Holidays to those receiving the benefits; namely, the
domestic and foreign carriers. Since 1977, when the statute was
amended by the Congress, inspectors have cost the Government
about $40 million, and are now running at more than $7.0 million
per year. Finally, we will be implementing across-the-board
management initiatives related to personnel and administrative
staffing, procurement, printing, and publications and audio
visuals totalling $5.4 million and 145 average positions.

We have gone into considerable detail on the projected
improvements in Customs commercial operations and our PY 1985
proposals because of their enforcement importance, your interest,
and the long-term needs of the international business community.
This budget continues our efforts to reduce the overall cost of
government business. Customs management plans are to replace
inefficient operations by sound management practices and
systems. Excessive overhead, as well as duplicative and marginal
operations, have been specifically targeted for elimination,
partially to meet the reduced resource levels reflected in this
budget. We are continuing to study other proposals to achieve
resource savings and improve operational performance; and other

means to increase entry processing efficiency.
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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 and expedite processing of
persons and goods will continue in FY 1985, Our objective,
considering resource constraints, {s to achieve a balance:
econonmical proceﬁslng while still maintaining full service.

To meet the challenge of a growing workload, we are, in the
normal course of our inspections, automating and implementing
increased selectivity in the handling.of imported merchandise and
in passenger processing. - In cargo processing, every step, from
manifesting to duty collection, will be subjected to improved
time-saving and less resource-intensive procedures. With regard
to enforcement, selectivity continues as the significant means of
increasing efficiency. Our special teams of inspectors, equipped
with detector dogs and the best possible intelligence we can
supply, are concentrating on high risk cargo. These teams have
already established significant cost-benefit ratios with note-
worthy narcotics seizures from cargo and baggage. We intend to
expand their use, expertise, and improve the equipment available

to them,

Passenger Processing

As in previous years, Customs processed about 290 million
persons entering the United States, of which almost 30 million

were air passengers. Although air passengers constitute only



25

about 10 percent of the total number of persons entering the
country, they require a higher than proportionate share of
Customs resources because of the limited facilities and the heavy
crowding during processing. The problem is particularly acute
because flight arrivals at airports are concentrated within
certain time periods and the expansion of facilities to meet the
growing workload has lagged.

To meet these greater demands and insure that its workload is
efficiently facilitated, while full enforcement is maintained,
Customs has developed new processing approaches. We areo
tailoring our processing systems to the physical configuration
and threat level of each airport. Whatever form of processing is
most effective in a particular airport, that is the system we
will install., We anticipate implementation of a Red/Green
processing system at many of our major airports. Our basic
operating assumption is that the vast majority of passengers are
honest and will select the appropriate inspection needed.

The enforcement aspects of passenger processing are being
reinforced by training inspectors in new observational tech-
niques, development of valf-through narcotic detection devices,
passport ;}oaders,' and other similar innovations., Moreover,
these new techniques will be very useful in carrying out our
special responsibility of handling security and visitor
processing for the Summer Olympic Games this year at Los

Angeles,



Olympics

Customs is prepared to facilitate and protect the many
foreign visitors expected to attend and participate in the Summer
Olympic Games in Los Angeles. It assuredly will be a great event
and Customs intends to do its part in seeing to it that no
untoward activities disrupt the Games. Customs will be
implementing an integrated operation for passenger and cargo -
processing, including security and law enforcement, inspectors,
patrol officers, and special agents. All foreign visitors and
participants, as well as their equipment, will ﬁe proce;sed by
Customs through various ports of entry. It is projected that the
majority of visitors and equipment will arrive at Los Angeles
International Airport, although other major ports of entry will
surely be impacted. )

Customs will insure that the additional workload does not
result in facilitation or security problems at Los Angeles, or
any other port. The security threat to the arriving visitors,
participants and inspection personnel is heightened because of
international terrorism. It is estimated that Los Angeles will
experience an additional l§L20 percent workload during the nor-
mally heavy summer tourist season. In addition, we expect
J.F.K., 8an Prancisco, Chicago, Miami, Honolulu and Rouston
airports to experience increased passenger traffic.

Cargo Processing
Selectivity procedures are most adaptable to cargo

processing. In order to speed the flow of merchandise, we are
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_____expanding existing cargo selectivity and introducing automation
to cargo processing systems., Several systems which have been
specifically designed to facilitate the flow of cargo while
maintaining an effective enforcement are discussed below.

In cargo processing, the most significant innovation has been
the expanded and énhanced Automated Cargo Clearance and
Bnforcement Processing Technique (ACCEPT) system. Rigourous -~
system testing showed that regulatory and enforcement efforts
could be improved and cargo expedited by intensively examining
only selected shipments identified by automated intelligence as
high risk. Customs ACCEPT is now in operation at major ports,
and the entire processing and inspection is guided by a
central-site computer. At the same time, a manual vorgion of the
system, previously developed for use at small to medium-sized
ports, will be installed at additional locations. The
enforcement aspects of ACCEPT were 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.
In addition, a number of other initiatives are being pursued

until the entire cargo system is fully streamlined.



Contraband Bnforcement Teams

Contraband Enforcement Teams (CET) are reinforcing the
traditional inspectional operations. These Teams gath;r and
disseminate intelligence, perform input document review, and
analyze and search suspect cargo. Whenever violations are
detected, merchandise, drugs, contraband, and items 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. In FPY 1983,
the CET teams, as part of Operation Eagles, worked closely with
Mexican Customs along t@e Southwest border to control the growing
smuggling problem.

TARIPF AND TRADE PROGRAM

Tariff and Trade is responsible for appraisement,
classification, duty assessment and collection on entries of
imported merchandise, as mandated in the Tariff Act of 1930, Re-
lated and equally 1-§ortant functions include verification of
import statistics; administering national trade¢ policy by
monitoring quotas, steel import restrictions, ;atious trade
agreements; as well as enforcing merchandise admissibility for
over 40 other Pederal agencies and 400 related laws.

We are improving the complete range of tariff and trade
operations and are continuing an indepth review of the current
merchandise processing system. Our goal is to reduce the burden
on the importer, especially his costs of doing business with

Customs, while insuring that Customs maintains required services
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even with increased merchandise imports. I am pleased to report
that development projects begun last year will be operational
early in FY 1984. A brief description of these innovations is
included in the following sections to provide you with some
insight into the challenge faced by Customs. -

Automation and Centralized Appraisement

Centralizing merchandise appraisement in fewer locations is
an innovation which will increase productivity while maintaining
service with reduced staff. Furthermore, centralization will
enhance planned automation, which can be cost-effective only when
large volumes must be processed, and assist in implementing by~
pass and post-audit sysﬁshs. These approaches are the core
1nnovat;;ns for this system.

Whatever the final configuration of duty assessment
locattons.‘;Qntralisation does not mean an end to Customs
presence, nor any curtailment of our service to the public.

Ports which are centralized will not be closed; inspectors and
other Customs support staff will remain in every port, only
import specialists are relocated. Furthermore, entry papers are
still to be filed at the port of arrival; but under
centralization, these papers are simply processed at another
location. The presence, or absence of an import specialist at
any particular port does not affect the initial Customs review of
these documents. Similarly, centralization will not delay

merchandise being released to importers or entered into or

35-541 0 84 ~-_3
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withdrawn from either Foreign Trade 2Zones or Customs bonded
warehouses. I can assure you that these and all other Customs
activities at the port will proceed without disruption to the
importers, brokers, or other members of the trade community.
Additional Improvements

A supplementary development to centralized appraisement is
the preparation of a fully integrated and automated data base to =
meet Customs and trade community requirements for entry
processing, entry examination, cargo release, duty collection,
and liquidation. Many of our current manual and automation entry
processing functions have evolved as independent activities with-
in the Customs Service and are not integrated into a single
system. The planned automated system interfaces the broker
community, and Customs processing procedures.

Automated interface with the broker computers is a key
feature of the system. Currently, about 60 percent of the entry
summaries presented to Customs are prepared on broker computers,
and that number is expected to grow to 80 percent by 1986,
Customs views this as a unique opportunity for both the trade and
Customs to work together. Blectronic interchange of entry data
has been successfully tested. By PY 1985, several Customs ports
will be processing by the Automated Broker Interface (ABI).
Continued expansion of ABI will facilitate the implementation of
Customs streamlined processing and support the development of a

*paperless entry."
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Selectivity criteria, which also are a key feature for both
cargo examination and import specialist review, will be
maintained in a unified data base. The asystem will be fully
operational in PY 1984 and will be capable of identifying the
types of review required by the import specialist. As is common
in this type of processing, random sampling will maintain system
integrity. .

Finally, in these times of limited resources, each agency
involved with collecting revenue must implement the most
efficient means for enhancing debt collections, cash management,
and cash flow. This goal is precisely the goal Customs is
striving to achieve. Customs is exploring and has implemented
systems for speeding up debt collections and cash flow. In fact,
new cash flow procedures will assure that duty payments will be
in the bank within a day after collection. Several new proposals
for improving debt collection are under consideration. In
addition, commercial fraud teams are operating in all Customs
Districts to insure that evasion of duties is held to a minimum.

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

more businesslike operation.
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TACTICAL INTERDICTION

Customs Tactical Interdiction Program was organized to detect
and apprehend smugglers operating outside the regular port limits
or entry points, generally those areas where a significant
percentage of today's drug smuggling occurs. Customs maintains a
highly mobile land, sea, and air tactical enforcement force
tailored to challenging these smuggling activities. - Customs
tactical units are employing effective operational approaches,
and avajlable equipment and technology to control and to reduce
smuggler options for choosing the method, time, and location for
crossing our borders. .. --

Our principal tactical interdiction forces are stationed at
land, sea, and air ports of entry, and supported by airplanes,
helicopters, and boats. Primary emphasis, in the past several
years, has been the Southeast Border, where massive amounts of
drugs enter the country, and associated large flows of currency
enter and leave daily to finance this international drug
trafficking. Customs in cooperation with the Coast Guard and
the Drug Enforcement Administration, has implemented a series of
joint interdiction operatiSns at these critical smuggling border
areas.

Current Tactical Interdiction Approaches

Customs Tactical Interdiction Program conducts traditional
enforcement operations such as surveillances, patrols, intelli-
gence~-gathering, monitoring sensors, examinations of passengers

and crew members, special integrated enforcement efforts, and



33

vessel and aircraft searches. To combat smuggling by vessels,
the Customs Marine Interdiction Program operates 110 boats,
ranging in size from 14 to 57 feet and stationed at 49 high-risk
locations. A new marine module, patterned after the successful
Patrol Air Program concept and utilizing a command and control
center was successfully tested and has become the operational—
approach for the program. A major part of this enhanced marine
module will be a Servicewide plan for upgrading the logistics and
utilization of the fleet. Replacements in the fleet will occur
in stages as resources are available. Exchange/sale provisions
and the traditional seizure/forfeiture routes will be used,
whenever possible.

A prime concern of the U, S. Customs Service and the Treasury
Department has been the effectiveness of our Air Interdiction
Program as a deterrent against the smuggling of narcotics and
contraband by private aircraft, a threat that has dramatically
increased over the past several years. In FY 1983, the value of
narcotics and dangerous drugs seized in the Customs Air Program
amounted to $745 million--an increase of 88 percent over PY
1981. Seizures during PY 1983 ;re valued at over $1,2
billion--an increase of over 60 percent compared to the previous
year.

In an effort to most effectively respond to this serious
problem, Customs air operations has adopted a strategy of con-
centrating air personnel and equipment in high-threat areas and

using them in conformance with the new detection, interception,
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and tracking methods. FPurthermore, because of your continued
interest in Customs achieving the most effective air interdiction
program, I have had a consultant review our current plans and
approaches, and provide us with recommendations for developing

the most up-to-date air program.

Customs has invested much of its air enforcement resources to
combat the smuggling of narcotics and dangerous drugs into *
Florida. These efforts were intensified in support of Operation
Plorida. Most gratifyingly, the present enforcement posture in
?10{§da has apparently sléued the flow of cbntraband. However,
as expected, continued intensive operations in Florida and the
assistance of Department of Defense equipment, now available
because of the relaxed POSSE COMITATUS restrictions, are causing
smugglers to shift operations to the Gulf and southwest Borders.

In order to meet this threat, we have requested the loan of
ajircraft from DOD for a complete air module for operational use
at other critical air smuggling locations. Recently, because of
the easing of POSSE COMITATUS restrictions and with the assis-
tance of Congressional Committees, the Defense Department has
agreed to the loan of a number of aircraft and other air inter-
diction equipment. This option, should it materialize, will pro-
vide us with an alternative national air interdiction capabili-
ty. Currently the first of 8 P-3A's from DOD is being renovated
for Customs specific requirements. The projected completion is
June 1984, When operational, this aircraftkklll significantly
boost Customs detection capabilities along the border.
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Also, in PY 1985, Customs is planning, as I indicated
earlier, to request DOD assistance in accomplishing the
operations and maintenance support required for high-level
utilization and efficient operations. Raving the expert "know-
how" regarding these military aircraft, DOD can more effectively
maintain the planes and materially assist Customs in upgrading
its interdiction efforts. We believe that this assistance will *
significantly increase the overall protection of the southern
border against air smuggling and even increase the number of
sefzures,

INVESTIGATIONS

The Customs Service investigates violations of Customs and
related laws. Included under this broad mandate are currency,
neutrality, fraud, organized crime, white collar crime smuggling,
cargo theft, and wildlife violations. 1In accomplishing these
investigative tasks, during the past year, several major
enforcement objectives were emphasized.

Presidential Drug Task Force Initiative

Responding to the growing crime problem, a Presidential Drug
Task Porce intiative was established and is now implemented
throughout the country. Customs participates with other Federal
iﬁv enforcement agencies in these task forces. As of now,
Customs primarily conducts financial investigations. The
financial investigations focus on smuggling groups responsible

for the laundering of large sums of money. We believe this
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program is a major step in assuring the success of the
President's goal of disrupting organized crime throughout the
country.

Our investigative attack on criminal organizations under the
provisions of the Bank Secrecy Act and through their financial
transactions has paid excellent dividends in terms of its impact
on the largest smuggling groups operating in this country. Using
multi-agency investigative and prosecutorial teams, operating
under the leadership of the local U,S. Attorney, it is currently
active in Miami, Los Angeles, Houston and New York - cities with
large-scale currency movements and in the forefront of top-level
drug trafficking and money laundering.

Our Treasury Financial Law Enforcement Center (TPLEC) is
supporting the nationwide Operation El Dorado, and Operation
Greenback our South Plorida version which also includes IRS, DEA,
and the Office of the U.S. Attorney. The Center is analyzing
financial characteristics of criminal markets and assisting in
developing useable strategies for exploiting criminal financial
business practices. WNeedlesi to say, the Center also is the
source of intelligence, both domestic and foreign, developed and
adapted for the investigative field units. On a national basis,
Operation Bl Dorado resulted in the indictment of 197

individuals, and the sefizure of over $30 million in currency.



Operation Exodus

Operation Exodus, established during PY 1982, is attemmpting
to stop the illegal export of equipment, computer parts,
classified defense items, and lasers. In addition, and equally
serious, is the {llegal of transfer of technical 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 also must
discourage the activities of the manufacturers, overseas
intermediaries, and foreign operatives. I am pleased to report
that ve are receiving the wholehearted support of American
industry in this effort.

In PY 1985, we can reduce this program by $5 million because
of the significant improvements in techniqﬁes available and the
approaches implemented. Customs will respond to the
sophisticated tactics of the violators by improved training and
intelligence which will permit opirations to be directed to
specific products, manufacturers, and geographic locations. New
sophisticated equipment will become the means for conducting
long-range 1nvestigationu,-se;v1ng as the basis for strong
criminal cases and raising the prosecution and conviction rate
against top-level violators.

Praud Emphasis

Over the past year, Customs has emphasized its civil and

criminal fraud efforts against unauthorized steel, textile,

electronics and other imports. After the highly publicized
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successful Volkswagen and Mitsui cases, which resulted in
$37,500,000 collected for the Government, the Praud Progranm has
continued to produce additional revenues that would have been
othervise lost to the Government. Looking to PY 1985, we hope to
build on past successes, targeting major civil and criminal
violations -- with an end-product of high-level arrests and a
return of multi-million dollar revenues lost to the Government.
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, important elements of which include the traveling
public, the trade community, American business and the general
public. Customs, in fulfilling its responsibilities, must
increasingly employ sophisticated operational and enforcement
techniques and a wide variety of skills and disciplines.

Consistent with Administration policy directed at organized
crime and strengthening the economy, the Customs role in
PY 1983 involved new law enforcement initiatives and improvements
in its ongoing programs. Our goal for PY 1984, is to refine law
enforcement operations and improve capabilities so that whenever
new opportunities arise, we can take effective action. 1In
essence, we are supporting successful programs and cutting back

on unproductive efforts.
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In PY 1984, Customs will reform its commercial merchandise
processing as well as expand its longterm administrative
improvements. Where ever possible, selective uapproaches
supported by automation and reduced procedural requirements will
be implemented. 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 needs as well as our own.
Similarly, we will be introducing more efficient administrative
support throughout Custoas, particularly for operational
programs. There is an ongoing review of all administrative
functions in order to eliminate excessive overhead and
duplicative activities.

The strategies represented are appropriate for Customs in
today's environment and for meeting its future needs. Increased
drug smuggling and major trafficking must be permanently
disrupted. Our efforts against commercial fraud will not only
protect American industry but also the revenues. With regard to

‘iho national effort to protect our critical technology lead,
illegal exports to Soviet bloc countries must be stopped so they
are no longer a threat. In addition, we believe the system 7
already implemented and planned will improve passenger and cargo
processing.

Today, I have outlined a blueprint of future directions and
of improvements recently implemented. In PY 1985, we should

begin to see the results of these efforts as many of the
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innovations become fully operational. As always, Customs will be
working with the Congress on ways for Customs to do a better

job. At times, Customs will be presenting new approaches and
proposals for consolidating functions or new methods for
achieving increased economies and improved productivity. These
are our key objectives in determining which new approaches will
be adopted for all of our processing programs.

Although Customs is reducing its overall workforce, I still
intend to make real progress in achieving President Reagan's
priorities of a strong enforcement postﬁre, improved
cost-effectiveness, and better service. We intend to move
forward on all fronts while providing the American public with a
fully modern Customs Service.

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

and those of the Subcommittee Members.

Senator DANFORTH. It is always unusual when agencies of the
Government ask for less. I guess the question is whether, in this
case, less is better. You estimate that fewer import specialists and
inspectors will be needed in the future because of increased auto-
mation of import processing centralization, and so on. Is that just
an assertion on your gart, or is that based on some definite infor-
mation, or some study’

Mr. voN RaaB. If you are asking if there is a specific document
that, through analysis, has come up specifically with the productiv-
ity statements and the numbers here, we don’t have such a docu-
ment. However, it is based upon our experience over the past 2
years that reductions like this are possible without a reduction in
our enforcement capability. .

Senator DANFORTH. Isn’t there a kind of an irreducible amount
that has to be done manually or by sight by customs inspectors?

Mr. voN Raas. Yes. I am sure that at some point you would
reach the irreducible amount, but I think that we are certainly far
from that.

Senator DANFORTH. You think you are far from that?

Mr. voN RAAB. Yes.

Senator DANFORTH. I don’'t know—you are there on the scene,
and I am not. I am just told, for example, that at St. Louis Lambert
Airport, there are five customs inspector slots, and three are
vacant now, and the airport officials are concerned that the result
of this is extensive delays in processing passengers and cargo.

Mr. voN RaaB. Have extensive delays occurred or are you con-
cerned that they may take place?
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Senator DANFORTH. What we are told by the airport director that
is the case, and I don’t make too much out of it, but I think that
the Customs Service is very important. It is, of course, a revenue
producer for our country. It is also absolutely essential in making
sure that drugs and contraband material not get into the country.
It is the enforcer of our trade laws, and I am wondering if the
quest for efficiency and for reduced budgets and reduced numbers
of personnel isn’t maybe going to backfire.

Mr. voN Raas. It is my responsibility, as a manager, to ensure
that they don’t backfire.

Senator DANFORTH. Do you feel great pressure from the adminis-
tration to cut back on personnel and to reduce the budget? Is OMB
riding you pretty hard on this?

Mr. voN RAAB. I wouldn’t say there was pressure. I think the
Customs Service feels that it should bear its own responsibility for
reducing the costs of Government, and this is our contribution to
that effort. But in terms of direct pressure or Tissives from OMB
or someplace like that, no, there is not anything like that.

Senator DANFORTH. Is this effort to reduce the number of person-
nel just through attrition, or through reductions?

" 'Mr. voN RaAB. The 1986 reductions would be accomplished
through a RIF. .

Senator DANFORTH. Through a RIF. Is this having an effect, or
have you seen any effect on the part of people who now work for
the Customs Service? -

Mr. voN RAAB. You mean in terms of—— .

Senator DANFORTH. Is there a morale problem or——

Mr. voN RaAAB. It is always hard for me to calculate this from
Washington—although I try to %et out in the field as much as I
can—but I believe that the 1985 budget has not had any noticeable
impact on the morale or the attitude of the Customs Service.

nator DANFORTH. OK. I have here a letter from GAO which I
am going to put in the record—of March 8. One of the statements
is that in September 1983 customs regions had 1,000 import special-
ists, about 131 fewer than in Septéember 1981. Most of the decrease
in the number of import specialists can be attributed to Customs
not filling vacant positions, which increased—the vacant posi-
tions—from 4 to 107. Custom’s budget officials said that vacant po-
gsitions have not been filled because of anticipated reductions of
2,000 customs positions, which included 291 import specialists.

Mr. voN RaAB. As a statement, that would not be accurate. The
reason that we have not been filling vacancies over the past few
months is related to and a function of our 1984 budget, and it is
unrelated to the 1986 budget. In the continuing resolution, the Cus-
toms Service took a reduction of about 400 funded positions, and in
order to effect that reduction the Customs Service has put a freeze
on all hiring excegt for in one or two areas. So, the failure to fill
vacancies is a result of the 1984 budget crunch.

Senator DANFORTH. But the numbers are right?

Mr. vON RaAAB. I am sure the numbers are correct. I haven't
looked at them, but they don’t sound——

Senator DANFORTH. It just seems to me to be quite a remarkable
reduction. Let me ask you this. Of the number of people who are
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still in the Customs Service, has there been a shift in the kind of
emphasis of their work?

me people and some amount of work is necessary in order to
just process entries into the country. Some is necessary for drug en-
forcement, and so on. Has there been a shift in emphasis or has
everything been treated on about the same level or same emphasis
as was true, say, 8 or 4 or b years ago?

Mr. voN RaaB. It is hard for me to judge what the case was 8 or
5 years ago, but I have attempted to shift the emphasis in the Cus-
toms Service as far as import specialists are concerned. The effort
has been to remove them from what I call the clerical or routine
tasks of processing entries, which I believe are more properly done
either by machines—as in the case of our automated commercial
system—or el:iv lower graded employees. We can then take the
higher graded and more qualified employees and put them on our
enforcement problems, which involve large importation violations
of some of our tariff or trade laws. The same a;;?roach has been
used in our inspectional Kmfram Our inspectors have been told to
take the pressure off of the law-abiding citizen, who may be costinf
the Government $3 or $4, and put the pressure on serious crimi-
nals trying to cross our borders with major amounts of narcotics or
perhaps with a commercial importation involving a serious loss of
revenue. So, yes, we have tried to get all customs employees in the
field to take their emphasis off the petty or routine aspects of their
work, which should probably be relegated to computers and place
their emphasis on more serious violations of law or tariff or trade
procedures. So, that has been a change. I believe it has been a
marked change in the Customs Service.

Senator DANFORTH. Do you think that the Customs Service is
doing as good a job or a better job or not so good a job as it was a
few—say 3 years ago, b years ago—in collecting duties, enforcing
our trade laws, policing drugs, and so on?

Mr. voN RaaB. That is difficult for me to answer because it is the

eriod of my responsibility for the Customs Service. But if you will
sewco. unt the subjectivity involved, I think the Customs Service is
doing a superb job, from narcotics interdiction and export technolo-
gy interdiction to serious commercial fraud activities. And at the
same time, interestingly enough, we believe—and as indicated by
at least the letters and postcards that I have received, and the con-
versations that I have had with members of the international trad-
ing community—that there has been a noticeable improvement in
so-called facilitation of trade, whether it is a passenger movi
through an airport or merchandise moving through a commerci
cargo terminal. So, I would give the Customs Service very high
- marks in all of the areas in which it is operating.

Senator DANFORTH. Senator Heinz?

Senator HeiNz. Mr. Chairman, first I have an opening statement
that I would like included in the record at the appropriate point.
My general view is that Customs Service representation at major
ports has been characterized by a decreasing pool of customs per-
sonnel, particularly import specialists, and an increasing volume of
imports. And I am afraid that the result has been a serious com-
?romise of U.S. law at a time when there is increasing pressure on
oreign suppliers to gain access to the U.S. market. There have

-
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been staff reductions which the committee is well aware of, and it
is my view that that has resulted in large revenue losses to our
Government at a time when the Senate Finance Committee is
trying to find revenue raisers. Merchandise imports increased by
22 percent last year. Total customs collections from tariff and trade
activities declined—declined—by $195 million. So, I have some con-
cern about whether or not the Customs Service is indeed doing the
superb job that was testified to a moment ago, based on what you
might call a macroeconomiic analysis. In support of that contention,
I would like to submit for the hearing record, Mr. Chairman, a
letter to myself and another letter to you—both from Congressman
Dingell—accompanying his testimony to the Ways and Means Com-
mittee on the problems of import fraud detection, and I would ask
unanimous consent that they be made part of our record. I think
they speak rather eloquently to the effects on commercial fraud de-
tection and preservation from the general austerity cutbacks that
Commissioner von Raab has testified to.

6 {'ll‘he]GAO letter and €ongressman Dingell’s letter and statement
ollow: -
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20848 -

March 8, 1984

B-214537

The Honorable John C. Danforth

Chairman, Subcommittee on
International Trade

Committee on Pinance

United States Senate

Dear Mr. Chairman:

Subject: U.S. Customs Service's Import Classification
Operations: Staffing and Workload Changes
{GAO/GGD-84-59)

We are studying, at your request, certain aspects of the
U.S. Customs Service's process used to ensure the accurate clas-
sification of imported products. As arranged with your office,
we are initially providing you information on the number of
entries of imported goods and the staffing used to process the
entry documentation for fiscal years 1979 through 1983. Our
evaluation of the results of Customs' .entry review process will
be the subject of a separate report to be issued to you prior to
the fiscal year 1986 subcommittee hearings. The full scope of
our work is explained in enclosure I.

Over the last few years, there has been an increase in the
number of formal entries--import transactions exceeding $250 in
value--of imported merchandise and a decline in the backlog of
entries waiting Customs' review. This has occurred despite a
decrease in the number of Customs' personnel used to process
entries., Whether the quality of Customs' entry review process
has kept pace with the increased workload is, as noted above,
the subject of our ongoing review.

IMPORT CLASSIFICATION OPERATIONS

Customs import specialists determine whether importers or
their brokers have properly classified and valued imported '
products, correctly calculated duties owed, and provided all
data and documents required to admit merchandise into the

(264040)
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country. Classification of imported goods determines the tariff
rate for duty assessment purposes and is the basis for enforcing
quota and other merchandise restrictions. The classification
process also provides the means to accumulate statistics on
imported products, such as dollar value, quantity, and country
of oriain.

Verifying the proper product classification from the Tariff
Schedules of the United States for imported products is an
essential but difficult step for Customs. Fach imported product
must be placed in one of the categories listed in the Tariff
Schedules. The schedules prescribe the rates of duty for about
6,000 products by specific name; type; kind; physical character-
istics, such as material composition, size, and weiqht; use; or
combination of the above.

NUMBER OF ENTRIES IS INCREASING

The formal entry workload increased about 21 percent from
fiscal year 1979 to fiscal year 1983, from 4.4 million entries
to 5.3 million respectively. The laraest increase occurred
durino fiscal year 1983 when entries increased from about 4.7
million to aporoximately 5.3 million, Customs officials esti-
mate that the number of entries will increase to about 6.2 mil-
lion by fiscal year 1986, The backlog of unprocessed entries
waitina import specialista' review decreased about 40 percent,
from about 96,000 entries at the end of fiscal year 1979 to
approximately 58,000 at the end of fiscal year 1983,

An official in Customs' Duty Assessment Division, Office of
Commercial Operations attributed the decline in the backlog of
entries to several reasons, Section 209 of the Customs Proce~- -
dural Reform and Simplification Act of 1978 added a new section
504 to the Tariff Act of 1930 which established a specific time
period for Customs to liquidate an entry of merchandise, i.e.,
complete a final computation of the duties due. If liquidation
has not occurred within | year from the date of entry or other
specified date, the merchandise is deemed liquidated at the rate
of duty, value, quantity, and amount of duties asserted at the
time of entry by the importer. During November 1978, Customs
directed its Regional Commissioners to place a priority on
reducing the backloa of entries.

Customs also implemented -a manual selective entry process-
ing system in June 1981 to lessen the import specialists' work-
load. This system provides a means of grouping entries into
either high or low risk categories. The high-risk entries in-
clude those with a potential for changes to tariff classifica-
tions, valuations, or duty estimates. Instead of import
specialists looking at all entries, they review the high-risk
entries and clerical personnel process the low-risk entries.

35-541 0 84 ~- 4
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STAFPING OF IMPORT CLASSIFICATION
OPERATIONS HAS DECREASED

In September 1983, Customs' regions had 1,000 import spe-
cialists-~-about 131 fewer than in September 198t., Most of the
decrease in the number of import specialists can be attributed
to Customs not f£illing vacant positions, which increased from 4
to 107, Customs budget officials said the vacant positions have
not been filled because of anticipated reductions of 2,000
Customs positions, which included 29t import specialists,

In addition to a decrease in import specialists, the number
of customs aides in the regions who assist the import special-
ists in entry processing has also decreased. In September 1983, --
there were 738 customs aides--about 62 less than in September
1981, There was little change in the number of other entry pro-
ces:::g positions, such as the clerical staff, during the same
per .

Prior to 1981, Customs maintained aggregate staffing data
only and could not provide us information on the number of
import specialists, customs aides, and other positions in its
regions., Therefore, we could not determine staffing changes in
its import classification operations during 1979 and 1980,

At your regquest, we did not obtain official agency com-
ments, We hope the above information responds to your con=-
cerns. As arranged with your office, unrestricted distribution
of this report will be made 5 days after the date of the report
or at the time of public release of the report's contents by
your office.

Sincerely yours,

.?N>57.<39.Jhn:unaa~.

w111£am J. Anderson
Director

Enclosure .
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ENCLOSURE ENCLOSURE

OBJECTIVE, SCOPE, AND METHODOLOGY

The objectives of our review were to provide information on
the (1) number of entries of imported goods, includina the back-
log of entries; and (2) the Custome' staffing used to process
the entries from fiscal years 1979 throuqh 1983, Staffina
included import specialists, customs aides, and other support
personnel involved in the classification of imported goods,

To accomplish our objectives, we interviewed Customs' head-
quarters officials from the Budget, Duty Assessment, and Person-
nel Divisions. We reviewed the workload and staffing informa-
tion provided by Customs officials. Specific information on the
number of import specialists was obtained from budqet records.
The number of customs aides and other types of employees
involved in entry processing in the regions was obtained from
payroll records for the last pay period in fiscal year 1981
through 1983, We could not determine the staffing changes in
the reaions made in 1979 and 1980 for import specialists and
other personnel involved in import classifications because
Customs maintained only aggreqgate staffing data. We-did not
independently verify any of the workload and staffing data. We
discussed the report with Customs officials who agreed with the
material oresented,

Our review was made in accordance with generally accepted
government auditing standards,



March 9, 1984

The Honorable John C, Danforth
Chairman

Subcommittee on International Trade
Committee on Pinance

Room 219 Dirksen Senate Office Building
Washington, D.C. 510

Dear John:

I understand that the Subcommittee on International Trade will
hold authorization hearings next-week on the budget request of the
U.S. Customs Service. I would like to submit the attached testimony
for inclusion in the record and for distribution to the other Meambers
of the Subcommittee. My testimony calls for lt:cngthoninq the Customs
Service, especially in the area of commercial fraud detection.

The proposed testimony is based on an investigation by the
Subcommittee on Oversight and Investigations over the last year into
unfair foreign trade practicea, During this investigation, the
Subcommittee has learned a good deal about the operations of the
Customs Service, and this experience is reflected in my testimony.

1 am enclosing a copy of our printed hearing record, You already
have a con of the Subcommittee's recent report on the theft of
American intellectual proretty and the health, safety and economic
consequences of this growing problem., Alse enclosed are additional
copies of the report, wvhich I would ask be distributed to the Members
of the Subcommittee.

Thank you for your cooperation in this matter. If you or your
staff have any questions regarding my testimony or the Subcommittee's
l:qg%ryé %;a;;sgall Stephen 8ims or David Nelson of the Subcommittee
staff a - . ol

ncerely,

John D, Dingell
Chairman
Subcommittee on
Oversight and Investigations

Bnclosures
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STATEMENT OF THE
HONORABLE JOHAN D. DINGELL
CBAIRMAN
COMMITTEE ON ENERGY AND COMMERCE
U.8. HOUSE OF REPRESENTATIVES
before the A
SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE
U.8. SENATE
March 12, 1984

A8 you may be aware, the Subcommittee on Oversight and
Investigations of the Committee on Bnergy and Commerce has been
conducting a year-long investigation into the impact of unfair and
illegal foreign trade practices on interstate commerce. While our
investigation is not complete, we have thus far held seven days of
public hearings which have produced over fifteen hundred pages of
sworn testimony.

During the course of this investigation, the Subcommittee staff
has interviewed hundreds of individuals, including many Customs line
personnel. Import specialists, inspectors and special agents from the
ports of Los Angeles/Long Beach, San Prancisco/Oakland,
Seattle/Blaine, Chicago, Detroit and Baltimore have testified before
the Subcommittes to date. Additional interviews have been conducted
in the ports of Newvark, New York, Miami, Pittsburgh and even overseas.

In October, a staff delegation traveled to Taiwan, Macau and Hong
Kong to gather facts relevant to the Subcommittee's inquiry into the
extent of commercial counterfeiting of U.8. trademarks, copyrights,
patents and tradedress. During that visit, interviews were conducted
with U.8. Customs personnel assigned to the consulate in Hong Kong.

The Subcommittee staff has worked closely and cordially with
Custons officials assigned to the Commercial Fraud Center at Customs
headquacrters, commonly referred to as "Operation Tripwire.®

In addition to information gathered from Customs officials in
Washington and the ports mentioned above, we have had extensive
discussions and some public testimony from government officials from
the Departments of Justice, Treasury, Commerce and State, the Pederal
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Bureau of Investigation, several Assistant U.S8. Attorneys, the Office
of t?o 2.8. Trade Representative and the International Trade
Commission.

The private sector, including representatives of U.S8. and foreign
concerns in the Far Bast, has been consulted heavily during this
investigation. These individuals have a detailed, working knowledge
of the capabilities of Customs in various ports and overseas.

The staff has also held discussions with officials of the
National Treasury Employees U.iion (NTEU), the bargaining agent for
most employees of the U.8. Customs Service. These interviews have
1:volved NTBU officials here in Washington and at several ports around
the country.

Victually all these sources agree on one essential fact: gurrant

the Cuatoma Service ara in no ¥ay adasguate Lo

fraud, This situation exists despite the fact that
the Customs Service employs a number of individuals who can only be
described as among the most dedicated and informed civil servants in
the U.8. Government.

Despite this serious problem, which costs the American economy
many billions of dollars in revenues and hundreds of thousands of
jobs, the President's budget again proposes a large cut in the funding
of the Customs Bervice.

Inatead of A gut, the authorized laval of for tha U.8.

mmmmmnmmwum%mm
comaaxcial f£raud. This increase would

ko
be on top of the PY 84 base rather than the proposed cuts. Before
proceeding with an itemized list of how this additional money could be
spent, let me share some examples of the dimension of the commercial
counterfeiting problem.

A recent report by the International Trade Commission (ITC)
estimates that in 1982, U.8. companies suffered nearly $5.5 billion in
lost sales bescause of counterfeit foreign products. The ITC estimated
that this cost about 131,000 jobs in the United States. The surve
covered only trademark infringements in five 1ndultt¥ groups. It did
not include copyright or patent violations, nor did it cover
tradedress, passing off and gray market sales. Thus, as noted by the
1TC, "the questionnaire data must be viewed as representing a ainimum
for each industry."
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In a-January 26 speech before the International
Anti-Counterfeiting Coalition, William Von Raab, Commissioner of
Customs, stated that total lost sales to U.S. firms from all forms of
counterfeiting may total $20 billion. .

Testimony before the Oversight and Investigations Subcommittee
last summer revealed that the problem of foreign counterfeiting
extends beyond loat capital and jobs. The health and safety of the
American public, who rely on the guality control implicit in American
brand name products, is threatened. The counterfeiting of automotive
pacrts has reached epidemic levels. Included are many substandard
parts which can turn cars into death traps.

Both pharmaceutical and over-the~counter drugs are counterfeited.
These preparations are dangerous in two waya. Lack of quality control
results in impure drugs. Bven where such medicines are not fnx as
dangerous, the consumer is often deceived into believing he is being
proiorly treated and thus may permit the illness to become far more
secrious.

Alrcraft parts, heart pumps, missile components and even
transistors in the space shuttle have been found to be counterfeit,
although it is not clear whether or not these defective copies came
from offshore sources.

Bven products such as counterfeit computers almost uniformly do
not meet PCC standards and thus pose fire and electrical shock
hasards. They also interfere with radio and other broadcast signals.
Tgillcan be particularly hazardous if the counterfeits are used on
airplanes. :

While there is no evidence of a problem in the United States as
yeot, counterfeit agricultural chemicals are being sold abroad. One
batch of a bogus Chevron product virtually destroyed Kenya's coffee
orop in 1979. Many herbicides, pesticides and fungicides are
hasardous even when produced under strict quality control conditions.
In the hands of counterfeiters, there is an obvious danger of toxic
chemical contamination of imported food or other products.

These selected examples highlight the problem of commercial
countortoittng from offshore pirates. A report which discusses in far
greater detail the violations of American intellectual property rights
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by foreign manufacturers has been released by the Oversight
Subcommittee. The report, which was approved without objection by the
Subcommittee, specifically calls for strengthening the ability of the
Customs Service to combat commercial fraud.

Investigations by the staff of the Oversight Subcommittee have
revealed serious problems in the Customs Service directly related to
the lack of adequate resources. The role of the import specialist is
belng systematically downgraded. These commodity speciallsts acquire
specific invaluable knowledge of the relationships between foreign
suppliers and U.8. importers. By carefully reviewing entry documents,
the import specialists initiate a number of fraud investigations.
Broker error on entry documents regularly approaches thirty percent
and the majority of these "mistakes" favor the importer.

By reviewing these documents and correcting the errors, import
specialists also collect a good deal of revenue owed the United
States., The magnitude of the problems caused by continued staff
reductions can be gleaned from the following Customs and Commerce
Department data. Total merchandise importa increased in 1983, iﬁi
total collections from tariff and trade activitiesa declined by
aillion last ysar. Imports of manufactured goods increased by almost
$20 billion last year. When faced with the problem of unfair trade
practices which result in a substantial loss of revenue to the
government, the aqenc{ has apparently chosen to reduce entry document
scrutiny rather than increase personnel.

Certain ports, notably Chicago, have adopted a system of rotating
the import specialists' commodity assignments, thus reducing whatever
expertise may remain.

In most ports, at least until the advent last year of Operation
Tripwire, agents often disregarded fraud leads supplied by import
specialists. Drugs, currency and "Operation Exodus® cases were given
tof priority. Commercial fraud cases were given low or no priority at
all. Agents routinely told the Subcommittee staff that commercial
fraud was "not career enhancing." Such cases take a lot of time and
are often met with skepticism by Assistant U.8. Attorneys because they
are often very difficult to prosecute.

In one port with a very large textile and apparel fraud problem,
the number of import specialists has been reduced to three. In
addition, one was given the assignment of monitoring apparel imports
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from most of the world after only one week's training. In another
port which handles a large volume of steel, an import specialist with
only a few months of experience and virtually no expertise in steel
was given that commodity line.

Despite quotas by type on specialty steel, only one port in the
U.S. currently has the capacity to quickly test the metallurgical
properties of imported steel. Moreover, the Subcommittee staff knows
of no port that has the facilities to routinely weigh imported steel,
much of which is subject to tonnage quotas.

The Customs Service has attempted to justify the decline in
import specialists by moving toward a post-audit system of checking
entry documents. Part of this system is the "Bypass” program, under
which the entry documents are not reviewed at all. There is great
pressure on district directors to increase the number of entries on
"Bypass." "Bypass" guidelines are built into the performance
evaluation requirements for import specialists in some ports. Even
where they are not, the "Bypass®™ goals often exceed seventy percent of
all entries of non-restricted merchandise. To me, this would appear to
be a license to steal.

Last spring, an experiment with one hundred percent Bypass was
carried out in the Chicago district. Por thirty days, all entries of
non-restricted merchandise were accepted as submitted. The import
specialists then had thirty days to review these entries. Under the
pressure of a doubled workload, the error rate uncovered was
twenty-one percent. Bven more important, Customs brokers and large
importers had been officially notified of the test, thus skewing the
results toward fewer errors. Moreover, thirty-five percent of all
entries were already on bypass, and these were excluded from the test.
The Government collected $1,500,000 in duties that would have been
lost under one hundred percent bypass.

The moral equivalent of a bypass for ihspectors on the docks and
in the airports is called “"Accept."” Based on instructions from
Headquarters, which are transmitted on a frequently non-functioning
computer system, field inspectors let most cargo pass through Customs
without physical inspection.

The “Accept” program attempts to rationalize the ever~declining
number of inspectors and the ever-increasing volume of imports. But
there is a point at which the risk of detection is so low and the
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chance for profit so high that an "Accept" type system loses control,
no matter hovw well designed. The Customs 8ervice may well be at or
beyond that point. One inspector from the Los Angeles airport
testified that if computer firms other than Apple registered their
copyrights with Customs, the forty-five inspectors at LAX would be so
overwvhelmed that they would not be able to check anything other than
computer shipments.

In a Philadelphia case, local narcotics officers stumbled across
a warehouse containing several hundred counterfeit Apple computers
from Taiwan. The computers and components were apparently being
smuggled into the U.8. in containers loaded with heavy machinery.
Over a thousand additional counterfeit Apple computers were seized
this past December in California after the company hired private
investigators to conduct undercover sting operations against
importers. Counterfeit labels and logos have been found concealed in
the middle of a container of shirts without brand names. Custonms
officials concede that the overvwhelming majority of containers are
never opened and the few that are opened are not thoroughly checked.

In December 1982, the Customs Service proudly announced that it
had eliminated Customs inspectors assigned to bonded warehouses. The
Customs Service permits certain goods to be entered under bond.

Duties are deferred until the goods are released into U.8. commerce.
Merchandise which is intended for a third country can be transshipped
through the U.8. under bond and stored in bonded warehouses pending
reexport. Bond applications are even accepted for storage on the
premises of the importer pending entry into U.8. Commerce.

Blimination of bonded warehouse officers essentially places warehouse
owners on the honor system. Customs does not have sufficient auditing
capacity to inspect these warehouses with any significant frequency.
Last spring, less than six months after the bonded warehouse officers
were removed, an audit was conducted of two hundred bonded warehouses.
;444,400~vo:th of violations were discovered, including $61,000 in
ost revenue.

That serious problems existed with bonded warehouses should be no
surprise. Lax enforcement in previous years had led to sevecal
scandals involving goods -disappearing from bonded warehouses.

Custonms officials experience even more problems with foreign
trade zone warehouses. These are intended to house merchandise for
reexport. It is Customs policy not to inspect the goods as they enter
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or leave the zones. In one part of the country, counterfeit jeans
wvere being sold in the foreign trade zone. S8hirts reportedly
scheduled for transshipment to South America were on their wvay to New
Jersey when discovered. Perfume was magically transformed into baby
shampoo and sand in another warehouse. Stories abound of containers
full of goods entering foreign trade zones and exiting empty or filled
with other goods. -

Palsification of paperwork appears to be a simple matter. In a
recent case involving the Atlanta Poreign Trade 3one, $4.9 million in
duty due the U.8. Treasury was apparently lost to fraud involving
misdeacription of foreign orange juice concentrate as orange drink.

Bx poat facto audits work for the Internal Revenue Service, but
they cannot be relied upon as the principal means of uncovering
customs fraud. After goods enter the commerce of the United States,
it is virtually impossible to determine if they were accurately
described in Customs entry documents. In the Nitsui steel case, the
largest civil penalty ever collected by Customs, the entry documents
were perfect -- and false. The Customs Service was able to act only
because inside informants produced highly incriminating telexes, which
petni?eed Customs to obtain search warrants and catch Mitsui by
surprise.

In addition to the ill-fated attempt by the Customa Service to
emulate the IR8 in its entry review process, another addlepated
analogy with IR8 procedures is the concept of "Customs Avoidance."
This term, which apparently parallels the distinction drawn by the IRS
betwveen tax evasion and tax avoidance, refers to conscitus efforts by
importers to alter the nature of their goods so as to place, or
attempt to place, the goods in a different tariff category.

As the S8ubcommittee learned at its March 6 hearing on textile and
apparel fraud, any importer wishing to "avoid" import quotas can
phyllcallz alter or simply -1lclasaif¥ merchandise with the knowledge
that, if discovered, the worst that will happen is that they will be
required to obtain the correct visa. We have seen imports of fuchsia
colored Yantl with feminine styling entered as men'’s wear, shorts with
flimsly linings that are intended to be removed before sold as
svimwear, non-functional tops added to jeans in an effort to enter
them as bib overalls, shirts and blouses sewn together and entered as
dresses, and other obvious attempts to misclassify goods s0 as to
evade international quota agreements and, in many cases, reduce duty.
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Virtually none of these schemes, Lf discovéred, place the importer in
criminal or even civil jeopardy. The effect of "Customs Avoidance" is
to call into question the usefulness of the quota agreements
themselves for several key items.

Operation Tripwire may meet the same fate as Operation Steeltrap
unless Congress specifically mandates an extensive commercial fraud
effort., Steeltrap was instigated when Customs discovered, during its
Mitsui investigation, that Customs fraud violations involving steel
imports were massive and nationwide. After only two criminal cases
were settled, Steeltrap was folded, not for insufficient leads, but
because political priorities changed. Two~thirds of all special
agents were assigned to the Operation South FPlorida anti-narcotics
task force over a nine-month period. There werc simply not enough
people left to investigate commercial fraud.

Already scarce Customs resources will be further depleted this
year because Customs agents will be required to assist the Secret
Service in protecting Presidential candidates. In addition, the flood
of athletes and visitors to the Los Angeles Olympic Games this summer
will tax Customs operations on the West Coast.

The Oversight Subcommittee is aware of at least two instances
where the Customs Service has refused or attempted to refuse to
perform its statutory requirements due to budget constraints.
Approximately two years ago, Customs informed the PCC that unless they
received an additional $250,000, they would no longer require the
fiXing of forms which certified that certain imported electronics
goods met FCC emission standardas. When Customs could not produce a
cost accounting, the FCC denied the funds request and Customs stopped
enforcing the requirement. As a result, domestic firms spend
substantial sums to meet these standarda, but foreign firms get a free
ride., At least in the case of foreign pirates, dangerous computers
are entering the U.8. which the Customs Service ignores.

In February, a senfior Customs official wrote the ITC requesting
that it deny an exclusion order on certain personal computers which
violate U.8. patents on the "public interest" grounds that Customs
lacked the resources to enforce the order. Pive days later, that same
official appeared before your sister Subcommittee in the House on a
panel that requested a 954 position cut in the Customs budget. The
testimony of this panel was that vigorous enforcement efforts would
continue, even with such a cut,
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Specifically, the Subcommittee on International Trade should
consider earmarking funds for the following activities:

Pifty additional Customs agents should be assigned abroad.
Three people in the Hong Kong office have responsibility for
all Customs investigations in Southeast Asia, the hotbed of
counterfeiting. During the first two months of Operation
Tripwire in New York, 142 requests were made to investigate_
apparent transshipment of textiles and apparel designed to
evade the bilateral agreements the U.S. has under the
Multifiber Agreement. The Customs Service was able to
dispatch one agent from headquarters for three months to
check on these and other requests from all other ports.
Taiwan, the counterfeiting capital of the world, has no
Customs presence. The estimated cost of these additional
agents is $7,500,000.

Regional fraud coordinators with initial responsibilities in
the areas of steel, electronics, textiles and apparel should
be assigned to each office. Any shift in areas of emphasis
to be reported to Cdongress annually. Bstimated cost of
these additional agents is $2,800,000.

Twenty positions should be added at the Commercial Fraud
Center Headquarters so that additional resource persons can
be quickly assigned to the regions and districts as large
cases develop, thus eliminating the need to strip some
districts of their fraud detection capability when manpower
is needed to work complex investigations and examine large
volumes of documents. Betimated cost is $1,000,000.

Pifty agents and a like number of inspectors and regulatory
auditors and one hundred import specialists devoted entirely
to commercial fraud work should be distributed as needed in
district offices across the United States. The Congress
should specifically require that the positions vacated by
these employees must be filled. Purther, all agents
assigned to these units should have no less than two years
of experience in fraud and all employees 8o assigned should
receive a temporary grade increase. If their performance is
satisfactory for two years, the increase should become

permanent. Bstimated costs of this program is $16,000,000.
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== Additionally, $1,000,000 should be set aside annually for
training and communication purposes to develop these
individuals into crack teams capable of doing extensive
proactive work. .

== Additional monies will also be required to pay informants
and moniety. Support functions and travel cost may not be
sufficient in the grevioua egtimates. Therefore, an
additional $1,000,000 should be set aside for contingencies.

This total increase of $29,300,000 dedicated to commercial fraud
does not represent a huge increase in personnel over that which was
planned by the U.8. Customs Service itself., In a letter to me dated
September 19, 1983, Commissioner Von Raab explained that commercial
fraud efforts included a Headquarters contingent of five agents, four
import specialists, one inspector, one program analyst, one computer
specialist, and two clericals. The forty district fraud teams
consisted of forty-six agents, twenty-four import specialiasts, eight
inepectors and two auditors. He further stated that the number was
expected to-double in 1984. :

Based on Commissioner Von Raab's figures, a total of 102 special
agents, fifty-six import specialists, eighteen inspectors, eight other
specialists and four clerical support personnel would be required for
Operation Tripwire in 1984, My suggestions for PY 85 would add only
forty-eight agents, forty-two import specialists, twenty-four
inspectors, regulatory auditors and other specialists to the program.l

However, these positions are currently funded by rotating people
out of their present positions and are viewed by the individuals as
temporary assignments. By institutionalizing the job assignments,
expertise and enthusiasm can be developed. Given ths demands on

lThe dollar amounts included in my estimates are considerably higher
than the Customs Service figures of $42,200 per inspector, $53,100 per
1-§ort specialist, and $57,900 per special agent which include only
salaries and benefits. My estimates of $150,000 per special agent
overseas, $100,000 per special agent in the United States, $70,000 to
980,000 per—import specialist, inspector and rcgul&to:y auditor are
based on rules of thumb employed b{ Customs officials to include
facilities, vehicles and other equipment, clerical support and travel
costs.
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Cuatoms personnel, it is doubtful that commercial fraud will continue
to receive priority without additional dedicated funding. :

I have serious doubts that even the level of funding suggested
above would be sufficient. The General Accounting Office, which is
currently studying the cost-effectiveness of the reduction of import
specialists, should be requested to perform a complete review of the
program after one year of operation at this funding level.

Moreover, I am certain that the program will pay for itself many
times over. Calvin White, director of Operation Tripwire, testified
that during calendar 1983, the commercial fraud effort of the Customs
Service resulted in the collection of about $31 million in fines,
penalties and forfeitures on an expenditure of about $2.8 million
exclusive of salary costs. Thus, the Customs Service recovered over
$11 for every dollar spent on commercial fraud activities, clearly a
prudent use of the taxpayers' money.

More importantly, the interdictior of illegally priced goods,
restricted merchandise and contraband may well convince our foreign
competitors and their American co-conspirators that U.8. trade lavws
and other statutes and regulations cannot be violated without
substantial risk.

There are several other areas which I would hope this
Subcommittee might consider. In terms of budget items, our
investigation suggests the following improvements need to be made in
the operations of the Customs Service:

-= ~The corps of import specialists should be increased to
1,400. This would be exclusive of those aasigned to
commercial fraud teams.

== The inspector corps should be increased to assure that all
packages and containers of restricted merchandise and a much
larger sample of other shipments are examined.

== Provisions should be made for equipment to analyze all
questionable goods. Scales should be installed for heavy
tonnage quota items. Also, lab facilities and other
analytical equipment used to test for such factors as fiber
content or cheaical composition, should be upgraded.
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- Bonded warehouse officers and the Customs lock system should
be restored. Provisions should be made to inspect goods
imported into the U.8. for reexport, both at the time of
entry and departure. Foreign trade zones should come under
special scrutiny.

I have attached a financial analysis of the FY 85 President's
Budget. This analysis was prepared by Paul B. Suplizio, a consultant
to the National Treasury Employees Union, using only the data
submitted by Customs. Bis calculations show that $39,279,000 must be
added to the Administration's request just to egual the personnel
levels incorporated in the PY 84 Appropriation. This appropriation
was some 650 positions short of what the Trade Subcommittee actually
authorized last year.

It should be emphasized that the $§29.3 million which I believe is
a minimum for the commercial fraud program should be over and above
the $39.3 million necessary to maintain the U.S. Customs Service at PY
84 levels., Additionally, I believe that a very good case can be made
for the addition of $12.6 million for the five hundred bonded
warehouse inspectors (with two hundred positions paid for by
reimbursement from warehouse proprietors).

The Union's calculations show that for an additional $53.5
million, "Bypass" can be reduced from its current level of fifty
percent of all entries to a more appropriate twenty percent; the
number of physical inspections of containers increased to 105,000
(still well under four percent); and the number of investigations
completed increased from 7,500 to 12,000 with the backlog cut from
3,700 to 3,000, These are worthwhile goals which I believe should
-receive your Subcommittee's serious attention.

There are a number of problems with Customs regulations and
procedures. Some are the subject of the Subcommittee on Oversight and
Investigation's report on intellectual property theft, Others have
been or will be examined in further hearinyas we intend to hold this
year. I look forward to working with Chairman Danforth and the other
Kembers of the International Trade Subcommittee to assure that this
country has a modern, efficient and effective Customs Service.

- —
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U.S. CUSTOMS SERVICE FY 1984 APPROPRIATIONS, FY 1985 BUDGET REQUEST, AND AMOUNTS REQUIRED TO RESTORE FY 85 CUTS

T e = NGREASE =(+)=OR-" ~~ADD-ON" REQUIRED.

1 DECREASE (-) FOR RESTORATION
.FY 84 APPROPRIATION" FY $5 BUDGET REQUEST FOR FY 1985 TO FY 84 LEVEL

Avg Avg Avg Avg
Amount (000) Psns Amount (000) Psns Amt (000) Psns Amt (000) Psns
{

i

"RECOMMENDED

BASELINE FOR
FY 85 APPROPRIATIONS

Avg,
Amount(000) Psns

1. Includes $9,961,000 FY 1984 pay supplemental

Inspection and Control 279,249 6,561 265,886 5,949 -13,363 -612 +21,608 4612 287,49 6,561

. Tari€f and Trade 157,074 3,541 164,151 3,231+ 7,077 -310 410,905 4310 175,056 3,541

Tactical Interdiction 76,823 1.831 78,682 1,799 - 1,859  -32 + 1,766 +32 80,448 1.831

Investigations. 81,758 . 1,390 76,616 1,390 - 5,142 - +5,000 - 81,616 1,390

Sub-Total ‘ 594,904 13,323 585,335 12,369 - 9,567 -954 439,279 4954 626,614 13,323
gfzr?ﬁéggdicﬁgéﬂtﬁéog. 31,000 -- 17,070 -- -13,930 -- -- -- 17,070 --

Total 625,904 13,323 602,405 12,369  -23,499  -954 +39,279 4954 641,684 13,323

19
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CUSTOMS BONDED WAREHOUSE PROGRAM -- RESOURCE REQUIREMENTS FOR RE-ESTABLISUMENT IN FY 1985

T T L R TR LS IS IS TSR TN AT ST L Ll T ‘
N v

When Customs terminated its physical presence at bonded warehouses in FY 1984, it had 314

29

Inspector positions committed to the program. Of these, 114 were paid from appropriated funds and

200 from reimbursement by warehouse proprietors.

To re-establish the program, a minimum of 300 positions should bg'deployed.

Appropriatiors required would be:

-- To Fund 100 Iﬁapeccorsl $4.2 million
-- To Fund 300 Inspectors $12.6 million

1. Remaining 200 positions would be funded by reimbursement by warehouse proprietors
\



CUSTOMS INSPECTOR, IMPORT SPECIALIST, AND SPECIAL AGENT - REQUIREMENTS FO

[ENFORCEMENT AT THREE LEVELS OF EFFORT, FY 1985

R ENHANCED COMMEKRCIAL FRAUD

ENFORCEMENT LEVEL . INSPECTORS IMPORT SPECIALISTS SPECIAL AGENTS TOTAL
Number Cost Number Cost Number Cost Number Cost
1 75 $3.2 95 $5.3 146 8.5 | 36 $17.0
IX t 211 $8.9 270 $14.3 195 $11.3 676 $34.5
[1x . 483 $20.4 3ss $19.0 244 $14.1 ‘1685 $53.5

[y

RECOMMENDATION FOR $28.0 MILLION TOTAL COST:

Inspectors 400
Import Specialists 100
Specinl Agents _100
Total 600

$16.9
$ 5.3
$5.8
$28.0

Note: Number refers to average positions; cost is in millions



CUSTOMS IMPORT

ENFORCEMENT
LEVEL

11

IL1

1. Average level of pr
productivity falls

SPECIALISTS -- COMPUTATION OF NUMBER REQUIRED FOR PROCESSINC OF MERCHANDISE EN?RIES AT

THREE DIFFERENT ENFORCEMENT (BY-PASS) LEVELS, FY 1985

- e re o — e —— o rov it e e
. = == = —

BY-PASS
18 4]

352
251.

202

NUMBER OF

NUMBER ENTRIES TO BE .

OF PROCESSED BY ENTRIES
ENTRIES IMPORT PER

FY 85 SPECIALISTS IMPORT 1
(000) (000) SPECIALIST
5,989 3,892 3,423
5,989 4,692 3,423
5,989 4,791 3,423

oductivity in FY 1985 assumed by the Administration's budget request. If

short of this figure, required number of Import Specialists will be larger

2. Number of Import Specialist positions in FY 1984 1is 1,042

NUMBER

OF

IMPORT
SPECIALISTS

REQUIRED
1,137
1,312

1,400

ADD-ON
0
FY 1984 ,

- "LEVEL

+ 95

+270

+358

COST
(MILLIONS)

$5.3
-§14.3

$19.0

2



CUSTOMS INSPECTORS --

: * AVERAGE
NUMBER OF NUMBER NUMBER OF
FENFORCEMENT INSPECTION ARRIVING OF - INSPECTIONS
LEVEL RATE (2) CONTAINERS INSPECTIONS PER INSPECTOR
1 3.22 3,000,000" 96,000 22.0
13 3.32 3,000,000 99,000 22.0
1 3.52 3,000,000% 105,000 22.0
FY 80 LEVEL 2.92 ' 2,800,000 81,234 19.5

i
{
{
'

NUMBER

OF
INSPECTORS
REQUIRED

4,364 .t

4,500

h,772

4.,165°

COMPUTATION OF NUMBER REQIRED FOR INSPECTION OF CONTALNERLZED SHIPMENTS AT
- .~XMREE_DIFFERENY ENFORCEMENX LEVELS, FX 1985 . __ __

ADD-ON
TO
FY 84

LEVEL %

+ 75

+211

+483

COST
SMLLLIONS)

$ 3.2

$ 8.9

$20.4

i .
1. Avevage of 19.5 inspections per Inspector in FY 1980 increcased by 2.5Z per annum for productivity growth

2. Number of Inspector positlons in FY 1984 is 4,289

a. Estimate

b. Actual



CUSTOMS SPECIAL AGENTS -- COMPUTATION OF NUMBER REQUIRED POR ENHANCED COMMERCIAL FRAUD FENFORCEMENT AT
THREE DIFFERENT ENFORCEMENT LEVELS, FY 1985 :

s memm m e seim emmma. e sa emmamcmem oama vemm ev A e
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) AVERAGE NUMBER
NUMBER NUMBER OF NEW  OF ADD-ON
OF NEW NUMBER OF INVESTICATIONS INVESTIGATIONS  SPECIAL TO
FLSCAL INVESTIGATIONS INVESTIGATIONS BACKLOG PER L AGENTS FY 1984, COST
YEAR INITIATED COHPLBIED AT YEAR END SPECIAL AGENT REQUIRED '.LbVI'-'L (MILLIONS)
1983 ‘ 7,500 3,700
1984 8.800 8,500 4,000 9.4 ' .
1985 9,500 9,500 4,000 10.2
ENFORCEMENT '
LEVEL
1 10,000 11,000 3,000 10.2 1,078 +146 ‘% 8.5
11 11,500 11,500 3,000 10.2 1.127 +195 $11.3
1891 12,000 . 12,000 3,000 10.2 1,176 +264 $14.1
+100 SA'n 10,500 . 10,500 3,000 10.2 1.032 +100 $5.8

1. The number of new investigations imitisted divided by the number of Special Apents (932 for FY84 and FY85)

2. Number of Special Agent positions in FY 1984 is 932
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Senator HEINz. And I have some questions, but I want to state
for the record and ask Mr. von Raab to comment on it whether or
not it is his understanding that—at roughlry these kinds of levels of
funding for the Customs Service—each dollar additional in customs
operations has been yielding about $18 average in revenues. Is that
not a reasonably accurate statement of the return?

Mr. voN RaAB. That is correct.

Senator HeiNz. Now, that is for customs activities overall. Now,
you have an operation called Operation Tripwire, which is aimed
spe:?iﬁcally at commercial fraud types of problems. Is that not cor-
rec

Mr. voN RaaB. Yes.

Senator HEINz. I am advised that last gear Operation Tripwire
ret:;l?med $150 for each $1 spent not including salaries. Is that cor-
rec

Mr. voN RAAB. I am not aware of that number. Is that correct? It
is possible, but I can only say that if it is wrong, we will get back to
you with a correction to it. _

Senator HEINz. | am told that in 1983, for example, an increase
of $70,000 in enforcement resources yielded $31 million in collected
duties and fines for violations. Does that sound correct?

Mr. voN RaAB. Yes; that is correct.

Senator HEINz. That is correct. Similarly, I am told that the ad-
ditional resources devoted to commercial fraud this-fiscal year in
the amount of $105,000 has thus far yielded $15 million in collected
revenues with a promise of further success throughout the end of
the year. Is that correct?

r. voN RaAB. Yes; that is correct.

Senator HriNz. Mr. Chairman, there seems to be substantial evi-
dence that those kinds of returns on investment make a grima
facie case. It is clear that the customs budget could not possibly be
sufficient to catch as much fraud as there is and perhaps even sig-
nificantly deter the large amount of fraud that is taking place. I
have a number of more specific questions that I would like to ask,
and maybe what I will do in deference to our colleagues is wait
until they have asked their questions, and then pursue my more
specific questions, if that might be appropriate.

Senator DANFoORTH. That is fine, Senator Heinz.

Mr. voN RaAB. Mr. Chairman, may I just respond briefly to Sen-
ator Heinz' comments? I think it might be of some interest. There
may have been a 22-percent increase in total merchandise imports
in 1983. There definitely was a $196 million decrease in duties
during the same period. That is correct.. While formal entries in-
creased by 12 percent, the value of imports declined 1.6 percent
from fiscal year 1982 to fiscal year 1988. The 2-percent decline—the
$196 million—we believe was due to lower duties collected on con-
sumption entries, more specifically we believe that negotiated re-
straints in the U.S. import of steel tubes, pipes, and fittings ac-
counted for about a $2.9 billion decline in the import value of these
goods between fiscal years 1982 and 1983.

-Senator HriNz. Did you say $2.9 million?

Mr. voN Raas. Billion. $2.9 billion. Estimated duties collected on
these goods declined by $221 million. Therefore, we believe that, for
the most part, that close to $200 million decline in customs collec-



68

tions was attributable to lower tube and pipe imports. 1 just
thought that might help to explain why customs revenues have
gone down irrespective of the budget levels that the Customs Serv-
ice has maintained during these 2 years.

Senator Heinz. But you do not disagree with any of the other
facts and figures, the accuracy of which you generally testified to
regarding enforcement a moment ago? -

Mr. voN Raas. Operation Tr?wire is an effort on our part to
combat serious commercial fraud. It reflects the same approach to
customs work that I described previously to the chairman. We have
tried to take import specialists out of some of the routine matters,
which I refer to as “riding the in-basket” and team them with our
agents and other experienced customs personnel to work on serious
drains on duties or significant violations of tariff and trade laws.

I would like to think that the approach we are taking in Oper-
ation Tripwire can be continued and improved by giving customs
officers—whether they be import specialists or agents—slightly dif-
ferent responsibilities from those they have had in the past and by
placing them in programs with a higher payoff. I believe that is
what you have seen with Operation Tripwire, and I don’t believe
that you necessarilil};ave to Increase your bugget to do it. It can be
done merely by taking personnel in less productive parts of cus-
toms activities and Eutting them into more important or more pro-
ductive areas. Thank you very much.

Senator Heinz. Mr. Chairman, rather than take the committee’s
time, let me just ask one last question, which is this. Mr. von Raab,
you testified to the fact that OMB had not been beating you about
the head to reduce your budget. Now, of course, when you prepare
your budget, you don’t submit it directly to OMB—you submit it, I
would imagine, first to Under Secretary McNamar, who is your im-
mediate supervisor, and he submits it as part of an overall budget
pro to Secretary Regan. Secretary Regan submits that to
OMB. Did you submit a budget to Mr. McNamar or his equiva-
lent—a member of his staff—that was larger than what you are
saying you need?

r. VON RAAB. Yes, we did.

QUESTIONS SUBMITTED BY SENATOR HEINZ TO COMMISSIONER VON RAAB AND His
ResPONSES

Question. What percentage of shipments of imported steel are actually looked at
by dockside inspectors? That is, what percentage of shipments generally, as well as
what percentage of each shipment?

Answer. Examination rates of all merchandise, as well as steel, vary from port to
gort. depending on volume, resources, fraudulent activity, importer profiles, etc.

hi.ﬂc pezentages, therefore, vary from month-to-month and according to the type
of shipments.

With regard specifically to steel and steel products, Customs has established mini-
mum examination requirements which include verification and correspondence of
invoice, shipment quantity, and appropriate markings, and accuracy of physical and
material characteristics. To confirm this examination, a significant sample is ana-

lyzed by Customs laboratories to verify product classification.

- zungiwn. Are these percentages an increase or decrease over previous years?
er. Although the number of examinations are generally at the same level,
the quality has been improved by the introduction of a more systematic selectivity
approach for all cargo processing. This approach will permit Customs to better im-
n:ment commercial fraud initiatives ag the increased risk in the steel product
ine. In addition, we are conducting more intensive physical examinations.
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Question. What effect have cutbacks in inspection and control personnel had on
these percentages? -
er. To ensure equal or improved enforcement and facilitation in the face of
personnel cutbacks, we have introduced selectivity principles into ca:}o processing
which concentrate our efforts on selected high-risk s ifments identified by automat-
ed intelligence criteria. We are also employing valuable data regarding foreign sup-
pliers and domestic importers. Further, resources are being redirected and/or reallo-
cated as computer technology and selectivity are applied to more of our daily activi-

" ties. Savings in manpower, which will accrue, will offset anticipated workload in-

creases and reduce the requirement for additional positions.

Question. How many import specialists are assigned to steel in major ports of
entry such as Los Angeles and Houston?

Answer. The number of import specialists assigned to steel lines in the 10 major
steel importing ports are:

Los Angeles Philadelphia—3 -
Houston—6 San Francisco—2

Detroit—4 Bridgeport—2

New Orleans—2 - Buffalo—6

icago—3 Cleveland—2 :

Question. Has the number of specialists for this particular commodity increased
commensurate with the larger volume of imports?

Answer. The number of import specialists assigned to steel has not increased sub-
stantially. However, in those cases where the workload has increased, the percent-
age of time spent on steel has increased. It should pe noted that the additional
workload caused bﬂa larger volume of imports is offset in most cases by the much
curtailed Trigger Price Mechanism (TPM). The time the import specialist has to
spend in TP. considerably less than previously.

Question. How have increased responsibilities impacted the effectiveness of these
specialists? How, for example, have the new agreements on quotas and the in-
creased number of countervailing and antidumping duties which add to workload
impacted their effectiveness?

wer. There has been no deterioration in the effectiveness of the import spe-
cialists. The monitoring of the European Commodity agreement is proceeding
smoothlg'rns‘md the Commerce Department has not experienced any major problems
with it. The time spent processing steel entries covered :r either the agreement or
dumping/countervailing duties is minimal. The additional workload represented by
these entries and by the larger volume of imports is mostly offset by the decrease in
me spent processing TPM entries.
. Question. Are the resources currently being devoted to Operation Tripwire suffi-
cient to prosecute violations which have been discovered?

Answer. Yes, all significant violations of Customs laws are being investigated and
rosecuted. A‘rproximatsly 120 Special Agents are dedicated to working fraud cases
eveloped under Operation Tripwire. In addition, three steel task forces are under-

way to specifically investigate and prosecute several major steel import violators.
Customs 18 also currently conducting separate civil investigationsof the above men-
tioned criminal cases to avoid unnecessary delay in adjudicating the matters.

The Justice Department has assigned attorneys from the General Litigation and
Legal Advice Section, Criminal Division, to assist United States Attorneys in-the
prosecution of steel importation cases. With the added resources, the steel investiga-
tive and prosecutorial efforts are progressing in a timely manner.

Quatu;n. Are there sufficient personnel and expense funds available to the fraud

program
Answer. Operation Tripwire is adequately staffed to support the current signifi-
cant investigations. For 84, Customs has also allotted special operation funds
specifically for fraud investigations. Also, there are sufficient funds for salaries and
normal operating expenses of the Customs officers jointly working on all other
fraud investigations not covered by the special operations funds.
cale:gm.t? t percentage of shipments of steel is sampled and tested for chemi-
conten
Answer. Steel-enters the country in a variety of shapes and forms, such as bars,
wire, pipe, etc. We have analyzed the importation data for several key steel prod-
ucts for FY 1983, and have determined that the overall (weighted average) sampli
rate for steel products is 0.21 percent, which is quite good in view of the severe diffi-
culties inherent in sampling a product of this type. The data also show that as a

_ __result of laboratory analysis these steel products have a (weighted average) ‘“change

rate” of 15.95 percent; this means that about one out of every six samples were
found by the laboratory to be incorrectly described as to stated alloy composition,
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claim for having undergone a heat-treatment, or other Tariff-related characteristic.
More detailed information is available on the attached table.

The following table, which covers FY 1988, contains the transaction data for steel
imports by product line and range of Tariff item numbers, the number of transac-
tions containing each item number, the number and percent of those transactions
which were sampled for laboratory analysis, and a (weighted average) change rate,
;vhich is the rate at which the invcice description of these products was found to be
n error.

, Transactions— Percnl g:}g
Product bne TSUS item Nomber ate

Namber of g T o)
Bars 606.79-606.99 25,934 8 003 2
Wre rods........ - G07.M-60750 14318 46 032 1882
Plates and sheets 607.62-608.14 62345 33 005 588
e I §08.19-60867 6,555 5 008 3125
Wie 609.20-609.76 23280 160 069 1148
Angles §0980-609.98 27418 13 005 3103
Pipes and ubes 610.30-610.52 4179 161 039 1807

Total , 001640 426

1 Both the aver rate and the overall (wei v tate are calculated on 3 24-moath dasis; hws during fiscal
mzmlm.o:n”m sowwtmwum(m m'ﬁ’s%"&'mw bk Qg s

Question. Will there be any cutbacks in lab personnel in the budget, and if so,
how will these cutbacks affect the above percentages?

Answer. We will be able to save five itions from the Customs.laboratory
system without in any way affecting our abilities to adequately monitor steel im-
Borts and enforce the laws. Our sampling rate for steel products is running about

.2 percent overall. This is similar to the rates for other, more readily-sampled-com-
modities and is quite high indeed for a commodity that presents us with such
unique sampling challenges.

Question. Are there plans to close facilities in the near future?

Answer. In accordance with the recommendation in Senate Report 98-186 for the
1984 Treasury, Postal Service, and General Government Appropriations Bill, we
sent letters last week to the Chairmen of both the Senate and House Committees on
Appropriations to advise them of our intent to consolidate the San Francisco and
the Los Angeles Field Laboratories into_the latter facility. The transfer of the San
Francisco Laboratory’s staff, equipment, and function will probably occur before No-
vember 1, 1984 but will not be effective prior to September 1, 1984. We also pre-
pared notification to NTEU, the Director of the Laboratory in San Francisco, and
other appropriate officials.

Question. What facilities have equipment for testing the content of steel?

Answer. Each of our field laboratories has the basic equipment necessary to deter-
mine the alloy composition of steel and its fundamental metallographic characteris-
tics. (This equipment consists of atomic absorption spectrometers or emission spec-
trometers for the composition and metallographic microscopes for the metallography.)
Currently, the New Orleans, Chicago, and Los Angeles Laboratories are somewhat
more specialized in the area of steel analysisghan the others. We have also upgraded
the capabilities of several laboratories in recent years by the acquisition of automated
X-ray fluorescence spectrometers to augment our capabilities to determine a steel's
composition, and we are researching the potential Customs ag lications of a modifica-
tion of an atomic absorption spectrometer through the ICP (Inductively Coupled
Plasma) technique. In addition, the scanning electron microscope (SEM), which is
currently located in the San Francisco facility and which is used in certain cases to
determine the cladding on steel, will be moved to Los Angeles under the transfer-of-
function described above.

Question. Why has the Customs Service not taken industry up on its offer to pro- --

vide spectrometers for use in combatting fraud?

Answer. There are several reasons why we did not accept the industry’s generous
offer. Primary among them was the fact that the industry could not provide defini-
tive answers to several very important questions, including the type of equipment
being offered, its age and condition, and its location. In addition, we were advised
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that the equipment would be coming from steel mills that.were closing, and we
therefore concluded (and the industry could neither confirm nor deny) that the
equipment was of the “ruggedized” variety designed to monitor one or two elements
under “in-plant” conditions, and therefore would not have either the aennitivitmr
the needed for Customs fraud enforcement purposes. Also, we were reluctant
to acquire second-hand equipment of questionable and condition because of the
ver?ﬂdgh costs for service and maintenance. Finally, our laboratory instrumenta-
tion is modern and effective, and thus our most urgent need at this time is not for
laboratory equipment per se, but for a mobile analysis capability comprising instru-
ments able to screen steels “on the docks,” plus appropriately-equipped vehicles for
their tramsport and trained staff to operate the equipment and interpret the results.
We have one such unit operating out of New Orleans Field Laboratory.

Senator HeiNz. Thank you.

Senator DANFORTH. Senator Bentsen?

Senator BENTSEN. Thank you, Mr. Chairman. I have a statement
that I would like to enter into the record in its entirety. Commis-
sioner, I looked at this budget of yours. You are talking about
eliminating 9564 positions and 625 of them frontline positions. You
talk about cutting expenditures $23 million, reducing the work
force by 7 percent, collecting revenues at a faster pace, speeding up
processing, and better defending our borders against the intrusion
of illicit importations. Now;-I need rosier glasses than these to be-
lieve that one. And then, when you say to the chairman that you
don’t have any study that has been made—any management study
to back up the increases in productivity and cuts and appropria-
tions that you are talking about—I don't find this Customs Service
budget either helpful or proper or productive or realistic, and I am
going to do everything I can to try to change it. —

I just think it is wrong. Now, you ha\aeafgot a revenue-producing
service, and we are trying to cut this deficit. And when Senator
Heinz asked you about the decrease in productivity it brought this
to mind; back in 1979, the roductivitg per-dollar expen ed was
about $19 to $1. In 1988, it is about $17 to $1. It wasn’t just s
pipe. I can take a look at the numbers going back to 1979 and 1980,
and we weren't reducing the importation of steel pipe in 1980, that
I recall, were we? And yet there is the falloff in the amount of
money that is collected?

I have seen some studies that-say that you can bring about a 3
rercent increase productivity through use of machines, but you are

ooking at a 9 to 17 percent increase in the workload. And those
things just don’t gel.

Now, when we are talking about raising more money, the admin-
istration turns around and hires more IRS auditors. And hopefully
they are going to be able to find some of the tax evaders and bring
in more revenue. Now, when you have got a service that earns
money, and even at $17 to $1 it seems to me a good payoff.

Another place that you are going to have an adverse inpact is
along that Mexican border. You have a real economic crisis in
Mexico, and it has spilled over on our side along the Texas border,
the Arizona border, California, and New Mexico. Then, you are
talking about cutting back on the number of people involved here.
That means those individuals who can still come over to the U.S.
side and trade are going to find further delays, in my opinion, if
you cutback again on the people filling those positions. Again, I
think that that is a serious mistake. Now, the chairman and I both
wrote you on February 23—I have a copy of it here—asking you
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point by point, district by district, the details on the proposed orga-
nizational realignments and consolidations. .

Have you answered those questions in that letter at this time?

Mr. voN RaaB. I am sorry. We are developing that list but do not
feel free to release it until we have had it approved by the Treas-
ull]'y Department, and since that hasn’t happened yet it could
change.

Senator BENTSEN. Unless you had made that kind of a study al-
ready, you wouldn’t have known where to make your suggestions
for the budget. So, that information must be available and you
must have had it at the time that you drew up the budget. Is that
not correct? You didn’t put this budget together in a vacuum?

Mr. voN RaaB. We do have a little bureaucratic problem here,
since such sensitive information must be approved by the Treasury
Department. You asked whether the Customs Service has a good
idea of the areas to be affected. My answer is that we do. But until
we have received the blessings, so to speak, of the Treasury Depart-
ment, we don’t feel that it is proper to release it, especially since it
could be changed. And therefore, the information you received may
be inaccurate.

Senator BENTSEN. Let me see if I can make a pretty good esti-
mates as to where those changes are being proposed.

Pause.]

genabor BENTSEN. Well, I don’t find it at the moment, Commis-
sioner. Let me see. I am told that this thing that you have proposed
would allow 415 inspection gositions to disappear in fiscal year
1985, 61 of them in Texas—51 of them in Texas. And the Texas
ports of entry would lose the following inspectors—Houston, 2
cargo, 2 passenger; Dallas, 1 cargo, 1 passenger; Houston seaport, 2;
Brownsville, 10; Del Rio, 5; Laredo, 15; Eagle Pass, 8; Dallas, 8; El
Paso, 10. You take Laredo, for examﬁle, it has more people coming
through Laredo than JFK does in New York. It is a very major
port. Would you comment on that?

Mr. voN RaaB. My only comment on that is that the Customs
Service has undertaken to do a number of analyses of the best way
to accomplish these reductions. There are a number of documents
that are circulating at the Customs Service, but the final decision
as to where and how these reductions will be made are the result
of a process which I would formally propose to the Treasury De-
partment. But the Treasury Department must approve my recom-
mendations, and that has not taken place. And so, what you are
referring to are preliminary proposals being circulated at the Cus-
toms Service. They are not approved.

Senator BENTSEN. This budget proposal legislation has to be en-
acted, doesn’t it? - :

Mr. voN RAAB. Yes.

Senator BENTSEN. Consolidation with the U.S. Immigration and
Naturalization Service? Isn’t that 1part of your budget savings? At
what status is that piece of legislation? Has it been introduced?
Has it passed any of the bodies? Or either of them?

Mr. voN RAAB. Mr. De Angelus is part of the OMB, Justice, and
Treasury team working on the consolidation issue, so I will ask
him to respond to that question. ™~

Senator BENTSEN. All right.
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Mr. DE ANGELUS. Senator, the INS consolidation is not a part of
our 1985 submission.

Senator BENTSEN. It is not a part of the budg:t?

Mr. DE ANGELUS. It is not a part of the budget at this time. The
legislation is being drawn up to accomplish the consolidation. How-
ever, these budget figures for 1985 do not include the INS proposal.

Senator BENTSEN. Not inclusive? How about on your airport leg-
islation for saving of some $7 million, as I understand it. at 18
the status of that -

Mr. DE ANGeLus. That proposal is basically beinéepassed back
and forth between our Chief Counsel’s office and the General Coun-
sel’s office in Treasury. It will eventually be submitted to OMB,
then it will be submitted to the Hill. .

Senator BENTSEN. Are you saying, then, that you have not taken
credit for the $7 million in the budfet that is proposed? :

Mr. De ANGELUS. No, the $7 million is in the budget as a saving.

Senator BENTSEN. As a saving? And yet you have not pro
the legislation, and it is still being batted back and forth in the ad-
ministration?

Mr. De ANGELUS. That is correct.

Senator BENTSEN. Mr. Chairman, it looks to me like there are a
lot of holes in this budget and that the })roposals of the increases in
productivity are pretty nebulous, and I see no management study
that has been accomplished that is going to prove that can be done
under this budget. And to wander into these kinds of major
changes with computer additions can be extremely expensive. I
have seen too often in the private sector mistakes made where it
hadn’t been thought out and they didn’t have a serious manage-
ment study to bring it about for the implementation. I must say
that I feel this budget is a mistake, and I am frankly going to
oppose it in its present form. Thank you, Mr. Chairman.

QuesTions or THE HoNorABLE Lroyp M. BEnTsen Por CoMMIssiONER OF CusToMS
- vOoN Raas, AND His RESPONSES THERETO

‘Question. 1 understand that funding for license plate readers was included in the
Fiscal Year (FY) 1985 budget, but was then deleted. Why was this funding deleted?
Are there currently any plans to run a test program for these scanners on the
Texas border? -

Answer. Funding for this project was not included in the FY 1985 budget request
because the system had not been fully tested. In order to test the operation of the
sgatem, a one lane prototype automatic license plate reader is scheduled for May

84, at the San Ysidro, California, port of entry. If the results from the one lane
prototype system are itive, Customs is proposing a multiple lane prototype
system at Ysidro during FY-85. There are no plans, at present, to run a test
program for these scanners on the Texas border.

tion. Does the Customs Service plan to eliminate the current requirement of
corporate surety on Customs bonds? I have noted the October 14, 1983, advance
notice of proposed rulemaking to eliminate sureties on Customs bonds. What is your
latest count of the comments in support and opposition to the notice? What is your
time:a%;le for the publishing of any regulatory action to remove Customs bonds
surety

Answer. The Customs Service is exploring the need to require security on Cus-
toms bonds. A public hearing has been scheduled for April 10, 1984, to that end.
Until all presentations are analyzed, the Customs Service will not be in a position to
formulate definite plans to change the existing Customs bond requirements. There
were 18 comments in favor of aspects of the oonoegt and 62 comments op .In
view of the Continuing Resolution of November 14, 1983, section 140, P.L. 98-151
and section 515 of H.R. 4139, 98th Congress, no timetable for regulatory action has
been established.
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Question. How long has Customs re%l;u'ed corporate surety on Customs bonds?

Why do tyou now feel that this surety bond requirement should be eliminated? Do
ou cgot eel?that any regulatory change in this area should be adequately reviewed
y Longress .

Answer. There is no requirement that any Customs bond be secured with a corpo-
rate surety. Customs bonds may be secured by personal sureties, the deposit of
money or obligations of the United States, and corporate sureties. Also the Customs
Service permitted the use of letters of credit as security. In many instances, the
transaction does not involve any threat to the revenue or have any potential to
evade United States laws. In those circumstances, there is no benefit to the Govern-
ment in requiring a secured bond. To interpose Co in the day-to-day activities
of the executive branch would not appear to be beneficial to Co .

tion. For the most recent reporting period, what was the total-amount of
duties, additional duties, taxes, and penalties guaranteed by corporate sureties?

Answer. Customs does not have this information, althouih procedures for collect-
ing :tct al;\l being developed. Consequently, our answer to the question is somewhat
co ural.

ureties are required to underwrite most Customs bonds, although bonds are not
required for informal entries and certain other kinds of transactions. Based on anec-
dotal information, it amars that for entries on which surety bonds are required,
bonds may cover less t half the amount of duties and taxes owed. This results
from bond amounts having been established several years ago and not adjusted to
take into account increases in the volume and value of merchandise covered. Im-
rters and brokers are understandably opposed to increases in bond amounts, par-
icularly where they have maintained a good payment record with Customs, because
of the cost of surety premiums. :

Although as a legal matter sureties may be liable to guarantee somewhat less
than half of duties and taxes owed, as a practical matter their liability is generally
limited to guaranteeinf payment of “additional” duties which are found to be

of entries. These amount to about 3 percent of all duties as-
sessed and, in a majority of cases, the importer pays the additional duties.

Question. Please describe, in order of priority to Customs, the replacement sys-
tems for oolzrate surety that the Service anticipates.

Answer. stated previously, the Customs Service has not determined whether
the preeent system should be continued or a substitute devised.

Quiation.t. lease list the merits of each replacement system to the current surety

uiremen —
er. The options put forward in the Advance Notice were designed to stimu-
late public comment rather than being definite regulatory proposals.

Senator DANFORTH. Senator Matsunaga?

-Senator MATSUNAGA. Mr. Commissioner, as I understand it, you
are proposing a reduction of 581 positions in your inspection and
control functions. In this connection, I have sever uestions.
Since this clearly affects the Customs Services’ ability to intercept
illegal drugs, does not this proposal of yours run contrary to the
administration’s war on the 1lle§al drug trade?

. Mr. voN RaAB. We believe that the way in which these reduc-
tions may be taken would not adversely affect inspectional effort
though it may reduce the number of inspectors.

Senator MATSUNAGA. I am sorry. I didn’t catch the last part of
your comment. :

Mr. voN RaaB. We do not believe that this reduction would ad-
versely affect our inspectional effort though it may reduce the
number of inspectors.

Senator MATSUNAGA. One of the greatest complaints I hear from
the Customs Service is that the passengers, especially returning
passengers into the United States who use Honolulu as their port
of entry wait in line as long as 2 hours. Now, with a reduction in
the number of customs inspe:tors, how do you expect to reduce this
complaint as well as to inspect more of the luggage, which may
contain illegal drugs?
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That is the biggest complaint. Every time I ﬁet an inquiry rela-
tive to complaints by returning passengers, the Customs Service
says they can’t help it. Now you plan to reduce the number of in-
spectors. The Service can’t do more work with less inspectors. For
one thing, the workload is increasing as you reduce the number of
inspectors. :

Mr. voN RAAB. I am sorry that the information or the perception
§:1at you have received of our efforts in Honolulu is as you describe

~it.

Senator MATSUNAGA. Is that not so?

Mr. voN RaAB. I would have been more comfortable if you had
said that was the case 2 years ago, but I believe that matters have
reall{ changed in Honolulu. Honolulu was once regarded as the
worst airport in the United States from a customs perspective. I
have personally spent a lot of time workti.;:f on the problem and—

- although it may be that my mail is limited, but I don’t think that
is the case—the information I receive on Honolulu indicates that
facilitation has greatly improved. The way we have done this is not
to increase the number of inspectors but to change the way the in-
spectors do their job. We are taking the pressure off of the law-
abiding passenger, Eassing these individuals more rapidly with
only a cursory check, and putting all of our efforts on suspected
smugglers. This, in many cases, manifests itself as the so-called
red-green system or its variant. I think that you will find that Hon-
olulu has made numerous modifications and, happily, the results
are not onlilimproved facilitation, but also improved enforcement.
So, I think Honolulu is an example of how changed procedures can
utr;%gove enforcement and facilitation without increasing inspector
staffing.

Senator MATSUNAGA. Well, I am still getting complaints; - of
course. Instead of a 2-hour wait, you have a one hour and 456
minute wait. That is an improvement, of course, but then we still
have the complaints in that regard, and when I take it up with the
director there, they sm¥l it is a case of lack of personnel. Now, you
are proposing this further reduction in your inspection and control
functions. Do you have a breakdown as to how many of these will
be made at the various ports, including Honolulu?

Mr. voN Raas. That is the same question that Senator Bentsen
was asking.

Senator MATSUNAGA. You don’t have it?

Mr. voN RaAB. We have an internal breakdown, but it has not
been approved by the Treasury Department. I was saying that
until it is l[al})proved, it can ¢ e. Therefore, at this time it is
purely an informal predecisional document. I gather Senator Bent-
sen had a copy of it, but it has no significance because it hasn't
been approved by me or by the Treasury Department, but it is a

~ working staff document on where these reductions might be taken.

Senator MATSUNAGA. When will you have it?
Mr. voN Raas. I would like to have that as soon as possible.

b Sen:tor MaTsuNAGA. We would, too, because it is in your 1986
udget. .

r. voN Raas, _Right. I think we will have it within two weeks.
Senator MATSUNAGA. Then you will provide the committee with
that breakdown?
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Mr. voN RaAB. If you se request, yes.

Senator MATSUNAGA. I would so request.

Mr. voN Raas. Yes. Fine. And I would also offer to you—and 1
will ask my staff to rrepare a report—on Honolulu because I was
under the 1mgression that things were better than the way you de-
scribe them. I hope I am rifht and you are wrong, but whatever
the case, I will give you a full report on Honolulu.

Senator MATSUNAGA. I would certain.y appreciate that.

Mr. voN Raas. Yes.

Senator MATSUNAGA. Now, in the case of cargo processing, as you
probably know—and with your approval and recommendation, as I
recall, I introduced a bill to increase the amount from $2560 to
$1,000 of informal entry. Now, that has passed the Finance Com-
mittee, as you ;l)robably know. Did you take into consideration the
passage of that legislation in figuring your 1985 budget?

_Mr. voN"RaAB. No. We certainly support any increase in the in-
formal entry level, but the 1985 budget does not assume any
changes in that level.

Senator MATSUNAGA. I see. I would think that that ought to help
in the area of personnel.

Mr. voN RaaB. Not only would it help in the area of personnel,
but it would help just in the area of international trade facilitation
because $260 is just an unreasonable and archaic number. .

Senator MATSUNAGA. Yes, it was way back in the 1950’s that it
was set. Inflation has definitely gone way beyond that. Now, you
said that of the proposed reduction in force, there will be 85 RIl's?

Mr. voN RaAB. No, 923 RIF’s.

Senator MATSUNAGA. RIF's? Actual RIF’s?

Mr. voN RaaB. Right.

Senator MATSUNAGA. What was that 85 you mentioned?

Mr. voN Raas. Oh, that could have been man-years, rather than
923 positions.

Senator MATSUNAGA. 928 positions would be RIF'd?

Mr. voN RAAB. That is correct.

Senator MATSUNAGA. Boy, that is a lot, and of this number, 581
will be in inspection and control functions?

-Mr. voN RAAB. Generally speaking, that is correct. )

Senator MATSUNAGA. As has been pointed out here by my col-
| es, as I understand it, we are trying to raise some revenue,
and for every dollar spent in the area of revenue collection in the
Customs Service, past history shows that we gain $15. Is that——

Mr. voN RaaB. Actually, the numbers are better than that. If
you only include the commercial officers of the Customs Service,
that is those who are more directly related to collection of revenue
as opposed to those involved in the protection of the country from
contraband, you really come up with around $70. -

Senator MATSUNAGA. $70 for every dollar spent?

-— Mr. voN RaAB. Yes; in the commercial area. That is correct.

Senator MATSUNAGA. That would be a great investment through
the Customs Service. Then, why are you proposing 928 RIF's?

Mr. voN Raas. Although over the past years the number of offi-
cers in commercial operations has been reduced, the ratio has con-
tinued to improve, 80 I am not quite certain that there is no con- .
nection. In other words, you can’t maintain that the reductions
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proposed in the buqfet are at the point where that ratio would be
adversely affected. There is only so much revenue out there to be
collected, I guess, is what I am saying. )

Senator MATSUNAGA. If I were in your boots, I would be making
every effort to convince the administration that RIF's would be
contrary to our effort in trying to reduce our national deficit. I
can’t understand your proposing losing $70 for every dollar not
spent. And in your cargo processing, you now have the Accept
system. Is Honolulu one of the ports where you have the Accept
system installed?

Mr. voN RaaB. I asked Mr. Mach to come in on-that. He is re-
sponsible for our inspectional program.

Senator MATSUNAGA. If you don't have it, could you include that
in the report?

Mr. voN Raas. I think we do have it. .

Mr. MacH. It is not in Honolulu as yet, but it is planned to be in
Honolulu. We are now in 32 ports.

taSltlag;‘}or MarsuNAaGA. How soon do you expect to have it in-
8

Mr. MAcH. Before the end of this fiscal year.

Senator MATSUNAGA. Before the end of this fiscal year?

Mr. MacH. Yes. I should explain myself. There are two versions
of the Accept system. One requires ADP, or automated features
and the other is manual. What we are planning for Honolulu is the
automated version, which would give you automated selection crite-
ria for use in releasing merchandise. It will be installed at Honolu-
lu, as well as other west coast ports, by the end of this fiscal year.

Senator MATSUNAGA. Thank you. I have no further questions.

Senator DANFORTH. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman. Mr. Commissioner,
are any of these reductions going to come in Rhode Island? [Laugh-

ter.
ldr. VON Raas. If I may, I would like to ask a born and bred
Rhode Islander, Mr. De Angelus, to field that question. .

Senator CHAFEE. I was hoping you would.

Mr. DE ANGELUS. Senator, we certainly feel that each area of the
country would take a proportionate part of the reduction. However,-
we are just as confident that there will be no adverse effect in the
port of Providence in the State of Rhode Island, and there would
not be in other areas as well. -

Senator CHAFEE. Thank you for that nonresponsive answer.
[Laughter.]

Let’s pursue that a little more. I certainly hope they won’t take
additional proportionate cuts. What are gou‘bellmg me—that there
are proportionate cuts and Rhode Island takes some cuts—as you
know, you made some cuts there a fow years ago when you and I
had long conversations, and those were cuts that were meant to
promote the efficiency, and there was some consolidation, but actu-
ally it was reduced from a port to a what? Or that was the sugges-
tion—it wasn’t done at the time.

Mr. DE ANGeLUs. While Providence remains only a nominal dis-
trict, it has all the authority of a district. We did remove the staff
functions of assistant district director for inspection and assistant
district director for classification and value. And I think, Senator,

35-541 0 84 ~- 6 —_
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that you will agree that, as we promised you, there were no ad-
verse effects to cargo processing or duty collection in the port of
Providence. However, if reductions are required, we do believe that
there is at least one excess inspector in the port of Providence, and
I am equally confident that as in the past, there will be no de-
crease in service by this reduction.

We are making fundamental changes in the way we process mer-
chandise and the way we go about our enforcement effort. I believe
that the numbers will reflect that productivity actually increases
while our numbers are decreasing, in an absolute sense.

Senator CHAFEE. I am not going to argue with you on that. I am
not going to sit here and complain about the deficits every day and
then object to some efforts to do something about the deficits. We
are prepared to do our share as long as it is not disproportionate.
What have you got your eye on—one person up there? There are
only 18 there, aren’t there? That is a one-thirteenth percent.

Mr. De ANGELUS. We do believe that there is possibly one excess
inspector position remaining, Senator. If it were vacated, it would
not be filled. :

Senator CHAFEE. One excess inspector?

Mr. De ANGELUS. Correct. -

Senator CHAFEE. And what about other J)eo le?

Mr. De ANGELUS. As you recall, we di e the administrative
cuts already. We removed the two assistant district directors and
one or two secretaries, 8o the administrative cuts have been effect-
ed in the district, while maintaining its distritt status.

! Senator CHAFEE. We will follow this with interest, Mr. De Ange-
us.

Mr. D ANGeLuUS. Thank you.

Senator CHAFEE. Now, Mr. Commissioner, let me ask you a ques-
tion about the changes in the Treasury Department rules as re-

ards Customs dealing with the barring of imports into the United

tates by those importers who decline to sell through their subsidi-
aries in the United States but want to sell directly to the big mer-
chandising outlet. Are you familiar with this problem?

Mr. voN RaAB. Yes. The shorthand term we apply to this issue is
the grg: market issue. Is that correct?

Mr. SCHAFFER. Yes.

Mr. voN RaAB. It is in Mr. Schaffer’s bailiwick. If I am permit-
ted, I'would like to have him respond to that question.

Senator CHAFEE. All right.

Mr. ScHAFFER. Your concern is probably with the resale of those
items and whether or not they are bei istributed?

Senator CHAFEE. Yes. As I understand the situation now, they—a
foreign manufacturer—sells in the United States through one of
his distributors. Seiko sells watches through a Seiko distributor, or
Seiko sells watches through a mass retail outlet such as iK-Mart or
Sears, or whatever it might be. Now, as I understand it, what they
are trying to do is to change the rules so that, due to complaints by
the Seiko distributors here, they would prohibit Seiko from ship-
ping in to the nondistributor outlets in the United States. Have I
got that right?
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Mr. ScuArrer. Essentially. What Seiko is attempting to do is to
safeguard their trademark and have us enforce that trademark
throughout the entire chain.

Senator CHAFEE. Yes. Now, that is sort of fair trade business,
isn't it, which we disbanded in the United States 10 years ago?

Mr. ScHAFFER. Our interest is in assuring that the law is ade-
quately enforced.

Senator CHAFEE. What law?

Mr. ScHAFFER. The trademark violations that may be taking
place. So, we are now reviewing the legal responsibilities. The
matter is before the Treasury Department at this moment.

Senator CHAFEE. I know that. That is wlwhl am asking the ques-
tion. To me it is an anti-consumer effort. Why shouldn’t the prod-
ucts be sold through the chains here?

Mr. ScHAFFER. Senator, that is exactly the reason the matter has
taken so long before a final decision is announced. There are con-
sumer interests. There are also trademark responsibilities that we
are charged with enforcing. We have reviewed the law. We have
made a recommendation to the_ Treasury Department, and the
matter is being taken under advisement.

Senator CHAFEE. But as I understand it, the suggestion in the
protection of the trademark is a radical departure from what has
existed under the procedures for many, many years. Am I correct?

Mr. SCHAFFER. t is correct.

Senator CHAFEE. Who is suggesting changing it?

Mr. ScHAFFER. We have reviewed the law and we believe there is
a ibility that the law should be enforced differently toda{

nator FEE. You just don’t review the law from the blu

Mr. ScHAFFER. We have been requested by the trademark owners
themselves to review that responsibility and we have done so.

Mr. voN RAAB. Senator, there is one other point. There are four
lawsuits pending against the Customs Service with respect to this
issue, and it is our opinion that the resolution of the issue will
largely be a function of the resolution of those lawsuits.

nator CHAFEE. Say that one again, could you please?

Mr. voN RaaAB. Yes. There are four lawsuits against the U.S. Cus-
toms Service on this issue. In other words, petitioners who disagree
with the way the Customs Service has, over the years—

Senator CHAFEE. Over many years.

Mr. voN RaaB. Over many years—that is correct.

Senator CHAFEE. How many years? 100 years?

Mr. voN Raas. Thirty.

Senator CHAFEE. Thirty. quarrel about that?

. Mr. vON RaaB. So, to some degree, the initiative has been lost, as
it is with many issues, to the judicial system. Their determination
will probably have—if not the entire effect—certainly a very im-
portant impact on the final resolution of this issue.

Senator CHAFEE. I can understand that. But I don’t understand
what you are asking Treasury for.

Mr. ScuarreRr. That process had begun some time ago, but four
cases have arisen and that is why the case is delayed.

Senator CHAFEE. My view is that, if_the courts are going to
decide it, let them decide it, but meanwhile go along the way you
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think is right, which it seems to me is the customary practice you
have had for 30 years.

Mr. voN RaaB. Basically, that is what is happening now, but
there was—and I guess technically still is—a piece of paper in the
Treasury Department on this issue, but I guess you could say it is
moot, pending the result of these lawsuits.

Senator. CHAFEE. It will become moot when the court decides it.
It is not moot until then.

Mr. vON RaAB. As a technical matter, it is.

Senator CHAFEE. What do you mean? Do they have an injunction
against you? _

Mr. voN RaaB. No, but no one is acting on it and will not act on
it until the court has decided, and when the court has decided——

Senator CHAFEE. You mean that nobody is acting on the petition
of the trademark owners? ‘

Mr. voN RaaB. No. It is not (}uite a petition. It was a notice of
proposed rulemaking that was forwarded—basically a request for
comment on this issue. .

Senator CHAFEE. So, what you are doing now is just continuing
the practice that has been going on for 30 years?

r. VON RaAB. That is correct. )

Senator CHAFEE. And you are permitting Seiko to sell? You are

not interfering with Seiko selling to K-Mart or whoever it is?
- Mr. voN RaAB. That is right.

Senator CHAFEE. So, so far, the consumer is the winner.

Mr. voN RAAB. Yes.

Senator CHAFEE. Well, I will say that for a fact. It is a fact. You
know, I went throufh in our State years and years of fair trade
business—and so-called fair trade, which was obviously designed to
block sales to retail outlets where the price wasn't observed. So,

ou are telling me that as of now, you have not interfered with
hese sales to the discount retailers?

Mr. voN RaAB. And will not. That is correct.

Senator CHAFEE. And if the court decides a certain way, well,
then that is a different ball game.

Mr. voN RaAB. That is right. :

Senator CHAFEE. Fine. Thank you very much.

Mr. voN RAAB. Thank you, Mr. Chairman.

Senator DANFORTH. Mr. Commissioner, you have been questioned
as to whether or not the budget you have asked for is-adequate.
Now, just to set the record straight, and correct me if I am wrong
on this, your 1984 appropriation is $6256.9 million.

Mr. voN RaAB. That is right.

Senator DANFORTH. And you have 18,370 employees.

Mr. voN Raas. That was our 1984 authonze«!’ level.

Senator DANFORTH. Yes.

. Mr. voN RaAAB. Is that the continuing resolution level as well?

Mr. RusseLL. Yes.

Mr. voN RaaB. That is also the level at which we are under the
continuing resolution.

Senator DANFORTH. And when you—the Customs Service—trans:
mitted your request to the Treaaurg' Department, you requested an
increase from $625.9 million to $739.1 million.

Mr. voN RAAB. That is correct.



81

Senator DANFORTH. And you requested an increase from 13,370
people to 14,098 people?

Mr. voN Raas. That is correct.

Senator DANFORTH. And after the Treasury Department and
OMB got through with it, instead of an increase, it became a reduc-
tion to $602 million and 12,369 people.

Mr. voN Raas. That is correct. -

Senator DANFORTH. Now, this is a pretty rough question, but I
think it is friendly questioning in that the people on this commit-
tee view the Customs Service as being essential and view it as
being a good organization, and we want to try to work with you to
try to make it better. I have had dealings with your agency, and I
think it has been very, very helpful. It has been very helpful for us,
for example, in trying to work out a problem with respect to the
Kansas City Airport, and nobody can quarrel with any effort on
the part of Government to be leaner and more efficient and mod-
ernize your procedures to try to go, where possible, from having
people do menial bookkeeping routines to concentrating on -more
important things, and to computerizing your records. But I think it
is fair to say that the reaction of the committee is one of wanting
to make sure that you do have the personnel and you do have the
budget in order to do an adequate job, not that we want to in any
way slow you down in your effort to achieve efficiency because we
don’t. But we do want to make sure that you do have the means to
do the job.

Mr. voN Raas. Thank you very much.

Senator DANFORTH. 'l‘]?l'ank you, Mr. Commissioner, and thank
you all for being here with us.

Next, we have Alfred E. Eckes, Chairman, U.S. International
Trade Commission.

Commissioner, it is good to see you.

STATEMENT OF ALFRED E. ECKES, CHAIRMAN, US.
INTERNATIONAL TRADE COMMISSION

Mr. Eckes. Thank you, Mr. Chairman. With me at the front
table on my right is Commissioner Paula Stern; and on her right
Commissioner Veronica Haggart. And on my left is Rick Arnold
who is our budget official.

You have my prepared statement. In the interests of brevity, 1
will offer only a brief summary of it for the record. Mr. Chairman,
the International Trade Commission is under siege. Unfair trade
practices like dumping and subsidies and increased competition
from imports have spurred U.S. industries in unprecedented num-
bers to petition their Government for relief. Congress has charged
the Commission with the key role of administering this Nation’s
trade laws, but the flood of petitions threatens to overwhelm the
agency and jeopardize onr ability to investigate complaints and
render determinations. The budget we are proposing for fiscal year
1985 was fashioned last autumn to provide for a predicted upward
trend in our workload. It calls for a 10-percent increase in staff. —
However, in recent weeks, we have found our budget predictions to
be on the low side.
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Our caseload already expanding significantly in the first quarter
of 1985 ballooned in January and February, as major industries
such as steel, copper, footwear, and tuna filed cases under section
201—the so-called escape clause. It is now obvious that the 10-per-
cent staff increase will be needed immediately if we are to cope
with our workload. Consequently, since submission of this fiscal
year 1985 budget justification, we have prepared and submitted a
supplemental request for fiscal year 1984 which would fund the 10-
gerpent increase in staff and associated costs on a partial-year

asis, —

Mr. Chairman, as you know, the Commission has had a long rep-
utation for fiscal responsibility and, as you also know, our over-
sight committees often consider the agency an instrument of Con-

because we do a great deal of factfinding and technical work
or this committee and the House Ways and Means Committee,
among others. In my judgment, if we are to meet our quasi-judicial
responsibilities and provide the technical assistance that you and
the administration desire, we must have more resources and have
them right awa{l. It is not easy for someone like myself—who con-
siders himself the fiscal conservative—to ask for additional funds,
but with the trade deficit soaring and requests for relief climbing, I
must request the resources that are necessary for the Commission
to complete its responsibilities.

Mr. Chairman, that concludes my summary. I would be delighted
to respond to whatever questions you have.

[Mr. Eckes’ prepared statement follows:]

-
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~ Mr, Chairman and mesbers of the Subcommittee, I am pleased to have this
opportunity to discuss vith you the Intermnational Trade Cosmission's fiscal
year 1985 budget nquut I am accompanied today by my Commission colleagussd;
and several staff mesbers are also present,

Mc. Cheirmen, the ITC is under siege. ;Mm trade practices--such as
Awping and subsidies--and increased competition from imports have spurred
U.8. industries in unpmoodnnud numbers to petition their government for

-- - relief, As Congress has charged the Cosmission with a key role in
isplemanting its trade Levs, this f1ood of petitions has put a tremendous
strain on our resources.

The budget wve are proposing for FY 1985 was fashionsd to provide for a
MWWWhmmw.thmto:ummmt incresse
in staff. Recent weeks, however, have shown our predictions to be too
conservative. Our caseload, already expanding significantly in the first
quarter of FY 1964, ballooned in Janusry and February, sas msjor industriss
such as steel, copper, footwear, and tuna filed cases under section 201.

It is cbvious now that the 10 percent staff inorease vill be needed
ismediately if ve are to cope with cur worklosd, Thexefore, since subaission
of our FY 1985 budgat justification, we have takan two actions: first, we

-

prepared a supplemental request for FY 1984 which would fund the 10 pexrcent -
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staff increase (and associated costs) on a pertial-year basis; second, we
amsnded the FY 1985 budget request, adding $258,000 to allow for the fact that
the additional staff will be on board at the beginning of the fiscal year.

Vith this amendment, the Commission FY 1985 budget request totals
$26,410,000. If we assume that the Commission will receive the FY 1984
supplemental for staff increases ($800,000) as well as & supplemental for
cost-of-1iving pey incresses (§464,000) the FY 1985 requast is §6,372,000 more
that the total funds to be provided in FY 1984.

The Commiss.ion has long had a reputation for fiscal responsibility. -\lc
would not come to you with a request of this magnitude if we did not believe
the increased funding was vitally necessary. Ve face two extraordinary
challenges in this and the céming fiscal year: we wust handle our escalating
workload without diminishing the gquality of our research or the thoroughness
of orinvestigations; and we mst £ind a new home for the Commission and
relocate with & minimm of disruption to our operations. The second challenge
accounts for 55 percent of the increase we are requesting. I wili discuss -
this problem further in a moment.

First, let ms expand on our need for additional staff. The Commission
has been operating with the same suthorized luf‘ level of 438 since 1980.
During the years uﬁu 1980, our investigative caseload has mushroowed,
incressing 828 between FY 1981 and FY 1983, The figures for FY 1984 are even
more impressive. By the end of the first quarter of this fiscal year, our
caseload (completed and pending cases) bhad climbed to nar.l;so percent of tho___ .

caseload for all of 1981, Mew filings during the first quarter of FY 1984 ware
130 percent more than the total during the same quarter of FY 1981. )
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Until December 1983, the growth in caseload involved primarily Title VII
antidumping and subsidy cases snd unfair trade cases under Section 337, a
highly specialized :n involving patents, copyrights and trademarks. Section
331 filings in particular took a big jump durtug the first quarter of FY 1984,
incressing to 13 from the three cases filed during the first quarter of
FY 1983. This rate of increase has continued, as an additional seven cases
were filed during January and February for a total of 43 pending 337 cases.
V¥e have had to hire two temporary Administrative Law Judges and support staff
and also meke arrangements to lesse additional spece to cope with the added
buxrden in just this ono area.

Deceaberx brought the tirst "escape clause" case under Section 201 for
this fiscal year. This bas now been joined by four others. These
investigations, although they do not involve the severs time pressure that

prelininary Title VII cases do, are much broader than Title VII investigations

and impose much more strain on Commission resouxces. Ve must devote
coul.donblo staff effort to Section 201 investigations in FY 1984,

What does the Commission expect in FY 19857 Frankly, we expect the
perade of lawyers to our docket room with pstitions and complaints to
continue. Thexe has been am upturn in the U.S. economy, but the trade deficit
increased to $69 billion in calendar year 1983, and the Council of Economic
Advisers estimates a $110 billion deficit this year.

The strong dollar is obe factor in the deteriorating trade balance.
Also, many newly emerging industrial uﬂé with low labor costs and modern
industrial facilities are proving inoressingly competitive in the U.S.
-uhcplm A conservative sssusption is that each §1 billion increase in
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the trade deficit costs 25,000 jobs. In the face of such losses, industries
undoubtedly will continue to seek relief from foreign competition.

As you are awere, the Commission's responsibilities include more than the _ -
quasi-judicial investigations I have mentioned. One of ow primary
responeibilities iz to provide Congress and the Executive with research data
and independent expert advice to assist them in carryirg out their authority
to regulate trade. As trade hes sssumed increasing importance to the nation,
Congress and the President have requested more research from the Commission
under Section 332. Under way now are 332 studies on topics as varied as the
industrial mold industry, the furniture industry, fabricated steel, and
foreign industrial tirgeting. Ve Tecently received a request from Congress to
look into the problem of imported goods produced by prison labor, and one from
the President to assess the probable effects of a free trade area with Israel.

Ve also believe that it is a Commission responsibility to anticipate some
of the trade problems Congress and the Executive will face and to provide
research to support further poliocy making. During FY 1983, we self-initiated
studies on such subjects as the robotics and the petrochemical industries and
trade-related employment. As the Commission experiences pressure in other
areas of its work, it can postpone self-initiated studies. However, 332
requests from Congress and the President mst be answered ln.u-.&
fashion. We expect increased activity in the 332 aress in this and the next
fiscal year. N
—. Studies under 332 are not the only avenus through which the Commission
supplies Congress and policy-meking sgencies with information and technical
expertise. For example, during FY 1983, the Commission devoted significant
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staff resources to tbe Harmonized Commodity Code draft conversion, submitted
to the President in June, and to prepsrations for international trade
negotiutions on that Code. Over the next few years, as the conversion process
goes forward, the Commission will be called upon to provide both Congress and
the Executive with assistance on this complex matter. During the past year,
the I'IC also provided extensive assistance in developing a GATT work program
in sexvices. In FY 1985, we will continus this type of effort and our
involvement in Trade Policy Staff Committee activities. B

In addition, there are the periodic reports that Congress expects from
the Commission as its principal trade monitor. The Commission'’s analyats
report quarterly on the shifting petterns of exports and imports im specific
commodities and on developments in East-West trade. We also periodically
xeport on trade in motor wvehicles, chemicals, steel, and other commodities as
directed by Congress or the President.

To maintain high quality in the full range of Cosmission activities
requires a dedicated and highly trained staff. As owr workload has
accelerated, we have tried to modernize our data and word procaoing
capsbilities to improve staff output. Ve also have shifted staff resources to
those areas experiencing the most pressure. Mow we have reached the point
where the effects of the workload increase are being felt throughout the
Commission, and staff shifts will no longer solve our problem.

Illuwstrating this pervasive effect, the dockets opsration of the Office
of the Secretary processed 3000 documents in the first quarter of FY 1984,
compared to 8000 for all of FY 1982. Publications issued by the Commission
during the first quarter of this year totaled over half the number for all of

FY 1982,
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The Commission can not perform the tasks set for it in FY 1984 and 1985
with the staff level allocated to it in FY 1980. Therefore, we are requesting
a 10 percent staff incresse (44 persons) for a total staff level of 482. 1In
addition to salaries, new staff will require funds for office space, equipment
and supplies, training, and so forth. This has been included in the
$1,709,000 we are requesting for the 44 positions.

If Congress approves a supplemental appropriation for FY 1984, we will
begin immediately to recruit for these positions, and would expect to have a
majority of them on board the beginning of July. As you may be asare,
recruiting for any of the technical, professional poeitions for which we do
not have delegated examining authority requires an inordinate amowunt of time.

-Jhe hurdles erectad by OPM are enough to discourage the most persistent

”qloyoz; but. we have no choice but to persevere, The investigations we are
confronting involve increasingly complex technologies. As they also involve
business confidential data, we can not engage consultants to do the work. Ve
mwt £ind and/or train in-house specialists.

_The largest single lmrou; in our FY 1985 budget request is $3,522,000
to cover costs of relocating the Commission. As you mey recall, during the
Cosmission's appearance last year before this Subcommittee, I raised the issue
of the need to substantially repair the Commission's historic headquarters
building. Both our House and Senate authorizing committees have been very
supportive; and the General Services Adainistration hes made, or is aaking
certain basic repairs. Most of these are cosmetic, however, as GBA intends to
transfer the building to the Smithsonian Institution in the near future.

-—
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In June 1983, the Senate pessed a bill which would accomplish this
transfer. The bill specified that the Commission would be consolidated in &
dowatown District of Columbia location jointly determined acceptsble by GSA
and the Chairmen of the ITC. Similar legislation wes pending in tie House at
the end of the last session; and we understand that the appropriate House
Committees will take up the matter again this session in an effort to complets
congressional action on the tnu;or before adjournment. -

In the meantime, GSA has been working with us to prepare a prospectus
request to the House Public vorla Committee to authorize acquisition of office
space for the Commission. We expect that both the bill and prospectus will be
acted upon in this session and that FY 1985 will be the year the Commission
moves to a new permanent headquarters building.

To sumarize, the Commission is asking for a substantial funding increase
in FY 1985, and additional funds in FY 1984, to support its spiraling
workload. If Congress expects the Commission to vigorously sdminister its
trd;ln during this difficult period, it must give us the resources we need
to accomplish our aission effectively.

This concludes my statement, Mr. Chairmen. The s;lt and I will be
pleased to answer any gnot.loaq you may have.
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Senator DANFORTH. I think that anyone who picks up the paper
knows that you have been inundated, especially with 201 cases. Do
%'%u think that along about Labor Day those will begin letting up?

at is to say, is this a secasonal boom that you are experiencing?

Mr. Eckes. The boom in escape clause cases may be a quadrenni-
al seasonal boom. I have heard of other possible filings, but that is
not the principal reason for our requesting an increase in our staff
at this point in time. Indeed, the staff—if we were to gain the sup-
plemental—would probably come aboard in late spring or early
July and not be of great help to us in finishing the escape clause
investigations that we have at {)resent. Rather, what we witness is
an increase in our workload all across the board. Let me just give
you some figures that will help to illustrate that.

For the first quarter of this fiscal year, 13 cases were filed under
section 337 which deals with certain types of unfair trade practices
involving coopgrights, patents, and the like. Three were filed in a
similar period last year. Basically, what has happened is that the
level of cases we had in 1981 and 1982 doubled in fiscal year 1983
anddhas increased approximately 25 percent in fiscal year 1984 al-
ready.

On top of that, we have the lag with the filings which comes
from litigation. Qur litigation is up about 500 percent in 2 to 3
years. It seems that everyone is appealing the Commission, not all
of them successfully I am pleased to say, but that also presents an
enormous load. So, just to cope, we feel we need the 44 positions
and, frankly, if I had the progosal to do over again, if this were
September 1983, I would probably ask for an increase of 26 percent
rather than 10 percent in personnel. _

Senator DANFORTH. Why don’t you write us a letter and tell us
what you think you need?

Mr. Eckes. We would be pleased to.

Senator DANFORTH. Do you think you can fill these positions on
short order with good people?

Mr. Eckes. We have already begun the recruitment process. We
have not advertised, but we are prepared to do that in short order.
I think we can find people, yes.

Senator DANFORTH. Now, over the years, Mr. Commissioner it is
my impression that the ITC has not been one of the most money-
gr.abbing agencies of the Federal Government. You have had a

airly restrained policy on asking for additional personnel and
asking for additional funds. Isn’t that correct?

Mr. Eckes. That is correct. As I look at our annual reports, we

" had in the autumn of 1981, after we had concluded work on the

Smoot-Haisley Tariff, 391 emglo ees onboard; and today, we have
about 420, give or take 1 or 2. As you know, we have two vacant
commissioner spots, and that explains why we are not up to the au-
thorized level. We did have an increase--I believe in fiscal year
1980—to our current authorized strength of 438. But as you know,

" with the changes in the trade law in the 1970’s—especially with

the Trade Agreements Act of 1979—there has been an enormous
increase in 1lin§s as the trade lawyers have become increasingly
sophisticated and aware of the nuances in the law and the poten-
tial for aiding prospective clients, and also given the international
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circumstances. It is no surprise I think, that our caseload is boom-

ing.

fdon’t see any decline in the short run, especially in 337 cases,
and perhaps in our area of factfinding studies, for which we are
getting more and more requests. Some of these are rather major in
terms of the scope and in terms of the commitment of resources,
such as one we are currently doing on telecommunications. And I
could cive several others that are major in terms of resource com-
mitment. ‘

lSue}i'natox' lf?ANFORTH. ﬁnd then,f Members :f Congtrlfss ?have been
asking you for more and more information, haven'’t they

Mr. Eckes. We are delighted to respond to them. Yes, the
number of requests has been up substantially. -

Senator DANFORTH. Tell me about the building. Is it about the
same status as it was a year ago? GSA is sup to be looking for
a new place fo&gou. -

Mr. Eckes. GSA has made some cosmetic changes to the build-
ing. They are currently putting on a new roof, and they have been
doing some interior painting, and we appreciate their efforts in
that regard. They are not the fundamental changes that are neces-
sary for a building of that vintage, however. We still have serious
problems with plumbing and electricity and some major structural
problems, such as the interior drains. Without the drains being
cleaned—and that is very difficult to do without a wholesale re-
modeling of the building—all of the painting and changes in the
roof are just going to be temporary in terms of their impact. At the
present time, GSA I believe is looking for another building for us.

t was mentioned in Saturday’s Washington Post that they were
negotiating for a building at 1301 New York Avenue, and the arti-
cle also mentioned that we were one of two or three agencies that
mi%t:t be relocated there. I have not had any specific discussions
with GSA on that location, nor have I reviewed it nor have my col-
leagues to see whether it might meet our specific needs, but there
is action on that front. The House Public Works Committee is
having a hearing later this week with respect to an authorization
that might effect that chanf:. I would hope that it could be done in
fiscal year 1985, and that is why we requested-the funds, so that
the funds could be available if GSA is in a position to offer us an
alternative building.

Senator DANFORTH. So far, you are treading water?

Mr. Eckes. That is right. Almost literally. {Laughter.]

Senator DANrORTH. If we were to visit the building again—we
were there I think about a year ago——

Mr. Eckks. In the spring, I believe, Mr. Chairman. ,

Senator DaNForRTH. Would it look about the same? Or would we
be amazed at the effect of the cosmetic improvements?

Mr. Eckes. The exterior looks the same. You would probably
note the new paint and not see the serious water damage in some
of the interior offices. The change in the roof, I believe, is offerin%
__some- improvement. My economists have not called to report tha

they were walking on 2 or 8 inches of water as they did vne day
last autumn. And so far, I have not discovered any rats in the past
few weeks, butl it may be for reasons that have something to do
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with the season and not the changes that GSA has made in fumiga-
tion.

Senator DANFORTH. Do Commissioner Stern or Commissioner
Haggart have any comments? Anything you would like to add?

Ms. STeERN. I personally am delighted that Commissioner has
taken the leadership in advancing the 10-percent supplemental re-
quest. I think it is unquestionably needed. We are, I think, continu-
ing to do a very effective job, but I think the work burden is begin-
ning to take its toll on the staff.

Ms. HAGGART. Mr. Chairman, I would simply concur with what
my colleagues have said, and I would add that we appreciate the
continuing support of this committee and its fine staff.

Senator DANFORTH. You don’t think that people are just sort of
sitting around the ITC on long coffee breaks? You have a real need
for more people to do the work. T

Mr. Eckes. When I come in on Saturday and Sunday, Mr. Chair-
man, I note a long list of our staff members who are working.
Sometimes, you will find 60 to 100 names in the register over the
weekends, and it is a reflection of the very heavy caseload. We
have had to deploy what individual assets we have, drawing people
into investigdtions who have never been there before, and should
we be inundated with a new rush of cases, we would probably have
:9 recruit the cleaning lady and the postman to work on investiga-

ions. — .

Senator DANFORTH. Let me suggest that you get together with
the Finance Committee staff at your earliest convenience—you or
somebody at the ITC get together with them—and decide what you
think you need. As you said earlier, you think that maybe what
mﬂ requested is insufficient in light of the additional caseload.

committee has a very high regard for the work of your Com-
mission. We recognize the fact that there has been a lot of addition-.
al work, and we have taken an interest in the past in trying to get
our trade laws administered in a relatively speedy fashion, and we
have to give you the resources to do the job. So, if you would talk
to Ted inlger or Len Santos, I think that would be very good.

Mr. Eckes. I will followup on that, Mr. Chairman. We appreciate
your support.

Senator DANFORTH. Thank you very much.

- Mr. Eckgs. Thank you.

Senator DANFORTH. Next we have David Macdonald, chairman of

the Joint Industry Group, U.S. Chamber of Commerce.

-~

STATEMENT OF DAVID R. MACDONALD, CHAIRMAN, THE JOINT
INDU%%RY GROUP, U.S. CHAMBER OF COMMERCE, WASHING-
TON, )

Mr. MacpoNALD. My name is David Macdonald, and I am chair-
man of the Joint Industry Group. I have with me Alan Spurney,
the director of International Business for the Electronics Industries
Association, which is one of the associations that is a memiber of
the group. The Joint Industry Group is a coalition of 65 trade asso-
ciations, businesses, and law firms involved in international trade
and particularly interested in customs matters. I have a full writ-
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ten statement which I would file with the committee and = short
summary which I would like to give.

1 have seven points really. The first point. Regulations recently
issued by the Customs Service for the administration of penalty
issued pursuant to section 592 of the Tariff Act of 1930. We have a
number of comments on these guidelines in my principal testimo-
ny, but one of the major points is that the Customs Service, after
issuing these guidelines, has not made it clear in the guidelines
that if negotiations take place between the Customs Service and
the importer to mitigate a penalty dispute, and those negotiations
fail, that the penalty amount that the Government may seek in a
subsequent enforcement action against the importer cannot exceed
that assessed in the original notice of penalty. In other words, the
notice of penalty should be the limit beyond which the Government
‘cannot seek further penalties if the negotiations fail. _

Point No. 2. The use of enforcement quotas for evaluating the
performance of customs inspectors. Thcre are some customs dis-
tricts—regions, I guess—which we understand have established

rograms under which a failure to initiate a specific number of en-
orcement actions by a customs inspector will result in an unsatis-
factory rating of his or her periodic performance appraisals. Cus-
toms inspectors should be recognized and rewarded for high quality
enforcement efforts. We believe, however, that they should not be
required to fulfill a quota of enforcement actions as a condition
precedent to satisfactory performance appraisals. Evaluation sys-
tems of this nature will encourage inspectors to find violations
where none in fact exist and will certainly have a detrimental
impact on clearance of passengers and cargo. Each customs inspec-
tor will be encouraged to view transactions with an eye toward his
or her promotion.-Our belief is that such a quota ?'stem is repui
nant to fair and evenhanded law enforcement, and we would as
the committee to obtain the assurance of the Customs Service that
it will not imglementthis kind of a quota system.

Point No. 3. Illegal seizures of imported merchandise We are
presently conducting a survey of cases in which the seizures of
goods have occu , even though importation of the goods is not

rohibited, and the imgorter is-not insolvent, nor beyond the juris-

ction of the United States. As you undoubtedly know, seizures in
these circumstances violate the law. We would be glad to submit
the results of our survey to this committee if it is interested in it.

Point No. 4. The status of the Office of Reggation and Ruling in
the Customs headquarters. Information has been received by us in-
dicating that a study is being conducted by special agents of the
U.S. Customs Service Internal Affairs Division at New York which
would recommend or implement ¢ es in Customs headquarters
Office of Rulings and Regulations —{ RR! or transfer of its func-
tions to the Office of Regional Counsel. e we respect the right
of any governmental agency to so structure its organization as to
be the most effective, we are concerned that in a reorganization of
- the type oontemﬁlated here that the administrative review process-

es handled by ORR-which has impartially approached classification
and valuation problems will be swallowed up by a prosecutorial
mentality that so often Permpates Customs work at the agent level.
-We therefore respectfully suggest that the 19856 Customs authoriza-

35-541 0 84 -- 7
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tion bill preclude changes in the status of the Office of Rulings and
Regulations without 90 days notice to and consultation with the au-
thorizing committees in both Houses of Congress.

Point No. 5. Periodic entry processing and duty payment. Both
the U.S. Customs Service and the U.S. importing community are
being inundated—as this committee has just pointed out, I think,
to the Customs Service—by the volume of paperwork required to
satisfy the current procedures for grocessing imports an paying
duties owed to them. In fiscal 1983, Customs processed almost
million entries from over 190,000 importers, and I am certain those
figures are substantially higher ay. Each of these entries re-
quired numerous supporting documents—bills of lading, invoices, .
packing lists, entlx summaries, various certificates, et cetera. De-
spite this huge and growing volume of entries, the Customs Service
has been obliged to process them with substantially reduced man-
power and financial resources—a budgetary condition likely to con-
tinue indefinitely. The group—that is, the Joint Industry Group—
recommended to Custcms a new overall system which we believe
would yield significant savings to Customs and to the importers.
The major savings are derived from processing entries and collect-
ing duties on a consolidated and periodic basis, rather than on the
current individual shipment basis. It would permit an importer or
broker to submit a single entry summary to cover all of the entries
of merchandise within a cystoms district, ultimately without any

eographical limitation during the statutory 10-day period, and we

ope that would move ultimately to monthly. Import duties would
then be paid once a month on a date—probably the fifteenth—that
would not disrupt the present level of revenue flow to Customs.
This would dramatically decrease the number of entry documents
and checks that the importers would have to prepare and Customs
would have to process.

Now, we propose that this system would be strictly optional so
that it wouldn’t be forced on anyone and would subject importers
who use it to a higher standard-of performance than those using
the existing procedure. In short, there are about 8.3 percent of the
importers who now enter 62 percent of the entries, and it is these
importers that we feel would be able to take advantage of the
system without loss of revenue and yet with savings in customs
personnel. Customs has now conducted a very limited trial of this
account concept, but we are not sure whether the trial was broad
enough to prove the advantages of the entire system. We wish the
committee would follow this closely and consider this as an alterna-
tive to the n..'thod of importation and payment of taxes as now
takes place. It would not change, incidentally, the actual method of
entry—the entry document would still be filed—and the method of
entry they would go through, so that the criminal enforcement as-
pects of Customs would not be changed at all.

Point No. 6. Consolidation of the primary inspection function.
The Joint Industry Group endorses the administration’s plan to
consolidate the primary inspection functions of the Customs Serv-
ice and the Immigration and Naturalization Service.

Point No. 7. Public disclosure of data and import vessel mani-
fests. In the last session, the House of Representatives twice passed
a necessary and noncontroversial bill governing the information

-

-
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that can be publicly disseminated from the manifests of importing
vessels. This proposed legislation isa satisfactory compromise be-
tween competing interests, but it has not been passed by the
Senate for reasons unrelated to the merits of the proposal. We are
aware of the strong efforts made by this committee to secure
Senate passage of this bill. The Joint Industry Group respectfully
suggests that if the miscellaneous tariff bill—H.R. 3398—is not
passed when this subcommittee marks up the Customs 1985 au-
thorization bill, that it again include a provision substantially simi-
lar tg }:lhe bill itself within the current Customs Service authoriza-
tion bill.

That is the sum and substance of our rather technical recommen-
dations, Mr. Chairman.

Senator DANFORTH. Thank you very much.

[Mr. Macdonald’s prepared statement follows:]
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STATEMENT or DaviD R. MACDONALD POR THE JOINT INDUSTRY GROUP
I am David R. Macdonald, Chairman of the Joint Industry
Group. The Joint Industry Group is a coalition of sixty-five
trade associations, businesses, and law firms involved in
international trade and particularly interested in Customs

matters.

We wish to thank you for listening to some of the matters
that are of concern to our group., We acknowledge the importance
of the authorization process and appreciate the conscientious
efforts of this Committee to make it work. We believe that the
process is good for the Customs Service, the Committee, and for
us.

Some matters we would like to address are:

1. Regulations recently lssued by the Customs Service for

the administration of penalties issued pursuant to

Section 592, Tariff Act of 1930, as amended;

2. The use of enforcement "quotas" for evaluating the

performance of Customs inspectors;
3. Illegal seizures of imported merchandi{se;

4, The status of the Office of Requlations and Rulings in

Customs Headquarters;
5. Periodic entry processing and duty payment;
6. Consolidation of primary inspection function; and

7. Public disclosure of data in import vessel manifests,
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1. Regulation to Implement Section 592

On Friday, January 13, 1984, the Customs Service published
its long awaited Final Rules relating to tne revision of penalty
guidelines under section 592 of the Tariff Act of 1930, as amended,
the criteria and requirements applicable to prior disclosure of
violations under that section, the limitations on and conditions
for submission of supplemental petitions requesting relief from
such penalties and corresponding technical changes to the Customs
Regulations.

Although the Group had filed comments objecting to the adop-
tion of penalty guidelines (the "Guidelines") as an appendix to
Part 171 of the Customs Regulations, they were adopted in that
form. We do not share the Customs Service's view that these im-
portant Guidelines should not be considered as formal regulations.
The Guidelines remain far from perfect; however, certain limited
concessions were made. We are troubled, nonetheless, by the addi-
tion of a new sentence in the paragraph preceding paragraph (A)
of the Guidelines which seems to suggest that both the assessment
and mitigation of penalty amounts determined in accordance with
the Guidelines will not limit the penalty amount which the Govern-
ment can seek in bringing a civil enforcement action pursuant to
19 U.s.C. §1592(e). It is clear from the legislative history that,
if an importer does not choose to close out a penalty claim based
upon a mitigated settlement, the Justice Department can initiate

judicial proceedings to collect the amount set forth in the Pen-
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alty Notice, even if higher than the mitigated amount. It should
be made clear that the penalty amount which the Government may
seek in a civil enforcement action cannot exceed that assessed in
the formal notice of penalty. The Guidelines suggest otherwise.

In general, concerns expressed by the Group regarding the
Customs Service's view that a prior disclosure must be in writing
have been met. It remains somewhat incongruous, however, for the
prior disclosure rules to be in Part 162, which deals with "Record-
keeping, Inspection, Search and Seizure," as contrasted to Part 171
dealing with "Fines, Penalties and Forfeitures." Also, even though
a prior disclosure is defined in §162.74(a) as one made "in writing
to a District Director," the Regulations also specify in §162.74 (b)
that a person will be given full benefit of the prior disclosure
treatment if he furnishes sufficient information and such informa-
tion "need not be in writing." In our view, these concepts should
be combined in a single section so as to present effective alterna-
tives in dealing with the issue of prior disclosure. Further, we
are satisfied that provisions regarding the timing of receipt of
a prior disclosure have been revised to accord with the statutory
concept.

The Customs Service has mandated in the Final Rules\that a
person concerned can file no more than a Second Supplemental Peti~
tion. Furthermore, that filing is conditioned on payment of the
amounts demanded following consideration of the First Supplemental
Petition. This offends elements of duec process in at least two re-

spects. First, many petitioners do not seek assistance of outside
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counsel until after having filed a Petition and then a Supple-
ment. Propgr representation will be effectively limited to the
sophisticated and large-scale importers. Second, the courts
have now held that voluntary tenders of withheld duties may not
be recovered through the filing of a Protest under section 514
of the Tariff Act. This will presumably extend also to volun-
tary tenders of penalty payments. Therefore, if a person con-
cerned\EIeCCS to file a Second Supplemental Petition, he has -
abandoned all hope for judicial consideration and review. We
strongly urge that this position be modified.

Our final area of concern is traceable to what we believe
will become prevailing practice. That has to do with the
likelihood that penalty notices will issue routinely making
the maximum statutory demands. While some concessions were
made in this respect in the final text of the Guidelines, the
Customs Service has required the District Director Eb take in-
to account all controlling factors but has then admonished "in
no case shall the assessed penalty exceed the statutory ceilings
prescribed in section 592." The focus is clearly toward the
statutory ceilings and not on a fair assessment based on all

relevant factors.
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2. EBEnforcement quotas

We have been reliably advised that some Customs Regions
have established programs under which failure to initiate a
specific number of enforcement actions by a Customs Inspector
will result in an unsatisfactory rating in his or her periodic
performance appraisals. Customs Inspectors should be recognized
and rewarded for high quality enforcement efforts. Howevec.\they
should not be required to fulfill a given "gquota®" of enforcement
actions as a condition precedent to satisfactory performance
appraisals or promotions. Evaluation systems of this nature will
encourage inspectors to find violations where none, in fact
exist. It will certainly have a detrimental impact on the
clearance of passengers and cargo. Each Customs Inspector will
be encouraged to view transactions (passenger or cargo) with an
eye toward his or her promotion. Such a quota system is

repugnant to fair and even-handed law enforcement.

3. Illeqal seizures

He‘ﬁndezséand that the incidence of seizures which are
contrary to the provisions oE‘Section 592(c) (5) Of the Tariff Act
is increasing. 1Incidences of the seizure of goods have occurred
even though importation of the goods was not prohibited and the
importer was neither insolvent nor beyond the jurisdiction of the
United States. Such seizgres contradicted the very letter of the
Customs Procedural Refornm Qnd Simplification Act of 1978 (Public
Law 95-410). If you are interested, our group will conduct a

survey and furnish the results to the Committee.
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4. The Office of Regulations and Rulings

Information has been received indicating that a study is
being conducted by Special Agents of the U.S. Customs Service
Internal Affairs Division at New York which would recommend or
implement changes in the Customs Headquarters Office of
Reqgulations & Rulings (ORR), or transfer of its functions to the

Office of Regional Counsel.

It is alleged this study was undertaken because of
qissatisfaction expressed by field officers of the Customs
Service with decisions of ORR ir reducing penalties assessed in
the field. Recent inquiry has reflected that the study may have
been exBanded at the direction of the Deputy Commissioner of
Customs to include an investigation to determine whether Customs
Headquarters has been over-lenient not only on penalties, but on

valuation and classification matters as well.

The study and proposal are matters of concern to the
international trade community. The Office of Regulations and
Rulings was intended by Congress to serve a quasi-judicial role
in penalty matters to afford an unbiased review of penalties
imposed by field officers and to assure a disposition of
penalties in accordance with the law as amended by the Customs
Procedural Reform Act of 1978, Public Law 95-410. The
international trade community is concerned that the atmosphere of

enforcement pervading the Customs service, voiced by the
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Commissioner in the Camp Hoover Memorandum and other public
statements, will impinge upon the independence of ORR to fulfill
its proper quasi-judicial role. 1If investigated for "over-
leniency,” the resulting pressures of "big brother”™ looking over
the shoulder of ORR attorneys attempting to dispose of penalty,
value and classification matters without bias and in accordance
with the law, is likely to make their decisions less objective

and less fair.

Further it has been the usual practice of local Customs
officials, sanctioned by Headquarters, to resolve doubts in favor
o;\'protecting the revenue” (i.e. higher rate of duty, or higher
value). On administrative review, however, Headquarters has, at
least in theory, attempted to resolve classification and value
questions in accordance with existing law. Any change in policy
requiring an aggressive support of the "Customs position" would
be contrary to fairness and equity, resulting in greatly worsened
public relations with the entire import community, substantially
increased litigation, and higher consumer costs for imported

products.

Such a policy with respect to penalties assessed in the field
would be particularly objectionable. As the record will show,
local agents tend to compute penalties on the highest possible
basis, ignoring mitigating factors and often greatly overstating
the value of the merchandise involved. The absence of a
meaningful review would make the local agent the prosecutor,

judge and jury.
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The ORR staff has already been reduced substantially by size,
budget restraints, and resignations. A proposal to disperse
these officials from Customs Headquarters to the Regional
Counsel's offices would greatly diminish efforts to achieve and
maintain uniformity of treatment of duty assessments on imports,

required under the Constitution.

There is a proper need of the public to obtain an impartial
review of legal problems by the staff of qualified attorneys in
ORR at USCS HQ. Regional Counsel are the attorneys for the
Regional Commissioner and Chief Counsel in Washington are the
attorneys for the -Commissioner of Customs. The function of these
offices on behalf of the Service differ materially from the
function of ORR to rule impartially on legal guestions presented,

with respect to imported products.

We respectfully suggest that the 1985 Customs Authorization
Bill pteclhde changes in the status of the Office of Regulations
and Rulings without 90 days prior notice to and consultation with

the authorizing Committees in both Houses of Congress.



104

5. Periodic Entry Processing and Duty Payment

Both the U.S. Qustoms Service and the U.S. importing ccawmunity
are being inundated by the volume of paperwork required to satisfy
the current procedures for processing imports and paying the duties
owed on them. 1In Piscal 1982, Custams processed almost four mil-
lion entries from over 190,000 importers. I'm certain those fig-
ures are substantially higher today. Each of these entries ve-
quired numerous supporting documents =-- bills of lading, invoices,
packing lists, entry summaries, various certificates, etc. Despite
this huge and growing volume of entries, the Customs Service has
been obliged to process them with substantially reduced manpower
and financial resources, a budgetary condition likely to continue
indefinitely.

The need to institute changes in procedures to manage this
enormous flow of paperwork is recognized by Customs and importers
alike. <Customs has responded by increasing its autamated infor-
mation processing capability and by establishing alternative
approaches such as the bypass program, Autcmated Broker Interface
and the Model Ports Program. The Joint Industry Group believes
that these are positive steps but insufficient to achieve the
nmagnitude of efficiency improvement needed to cope effectively
with che-problem.

In early 1982, the Group recommended to Customs a new overall
system which we believe would ylald significant savings to Customs
and importers. The major savings are derived from processing

ent.’es and céllectinq dutias on a consolidated and periodic basis
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rather than on the current individual shipment basis. It would
permit an importer or broker to submit a single entry sunmary to
cover all entries of merchandise within a Customs district
(ultimately without any geographic limitation) during the statutory
ten-day period (ultimately monthly). Import duties would be paid
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.

Purther efficiencies from our proposal would result from a
centralization of prpcessing of entry summaries. Those importers
electing to utilize this procedure would be established as ac~
counts. All processing of entry summaries, questions regarding
classification and appraisement, and liquidations for merchandise
imported by the account would be done by an account import
specialist or team of spicialisté. The account approach would
allow Customs to organize its proqesaing of entry summaries by
importer as well as by commodity and not by where the importation
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 processing
the entries of these approximately 5,000 major importers would
produce significant productivity improvements and allow Customs to
provide smaller or infrequent importers more specialized treatment.
Also, this approach to centralized processing can be accomplished

without redeploying any of Customs' personnel.
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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 Customs' inspection and enforcement re-
sponsibilities or the timely collection of import statistics.

Our proposal would estahlish an optional system designed to
deal effuctively with large volumes of entries by major importers.
As such, .t would impose on the importers that elect to use it a
higher standard of performance than for those using the exiating
procedure. This higher standard would be validated by Customs
through an expanded and more sophisticated use of audits. As a
voluntary and alternative procedure, no importer would feel
threatened or burdened by it and Customs would be able to deny
its use by those importers who fail to perform to the higher
standard.

In response to our proposal, the Custoans Service conducted a
test of a very limited application of the account concept. For two
volunteer test companies, 3M and Volkswagen of America, Customs
assigned an account import specialist who served in an advisory.
capacity :0 other Customs officials with regard to classification
and appraisement 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 process
their entries. The test, which ran from February through December
of last year, was important as a first step but was so modest that
it cannot be considered a valid indicator of the potential for

significant productivity improvements which we are confident would
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be achieved if our overall recammendation were implemanted. We
are, at Customs' invicatlon; participating in their evaluation
of the taest and hope that the Service will now agree to a more
camprehensive and meaningful test of our total concept.

Contained in my complete statement is a copy of the periodic
merchandise entry and duty payment proposal which we have submitted

to Custors.

6. Consolidation of Primary In-gectidn Punctions

The Joint Industry Group endorses the Administration's plan to
consolidate the primary inspection functions of the Customs Service
and the Immigration and Naturalization Service. We are prepared to
cooperate with the Congress and the Administration to achieve a
prompt and efficient implementation of this plan. We have com-
municated to Customs and Immigration our hope that they will make
every effort during implementatidn to minimize disruptions to the
timely clearance of cargo, particularly at land border crossings
where the primary inspection responsibility for cargo will shift

fram Custams to Immigration.
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7. Public Disclosure of Data {n Import Vessel Manifests

In‘the last session the House of Representatives twice passed
a necessary and non-controvers.al bill governing the infokmation
that can be publicly disseminated from the manifests of importing
vessels. This proposed legislation is a satisfactory compromise
between competing interests. On the one hand, it meets the
legitimate needs of those that seek data from these documents to
develop models of competitive activity, develop freight services
and expand port facilities. On the other hand, it also protects
the needs of those businesses which can be competitively harmed
if data is disclosed that identifies them and specific
information about raw materials, equipment and products they
import. This compfomise is, in effect, the mirror image of the

Shippers Export Declaration Confidentiality Act of 1980.

Senator Heinz proposal was twice reported by the Senate
Finance Committee, and on the same vehicles as passed the House,
These were the 1984 Customs Service Authorization Billland the
Miscellaneous Tariff Bill H.R.3398. Unfortunately, neither bill
reacﬁed the Senate Floor for reasons unrelated to this proposal.
The first of these bills has been mad; irrelevant with the
passage of time; we are aware of the strong efforts being made by

this Committee to secure Senate passage of the second.

Before the litigation to secure public disclosure of data in

import vessel manifests, including information that would reveal
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business secrets of U.S. manu?actuting firms to foreign
competitors, has been settled. However all concerned -- Twin
Coast Newspapers who sell this type of information, the U.S.
Customs Service and the business community -- support passage of
this bill because it meets needs not resolved in the settlement

to the litigation.,

Consequently, the Joint Industry Group respectfully suggests
that if the Miscellaneous Tariff Bill H.R.3398 has not passed the
Senate when this Subcommittee marks up Customs' 1985
Authorization Bill that it again include it within the current

Customs Service Authorization Bill.

Thank you for the opportunity to testify and I will be glad

to answer any questions you may have.

35-541 0 84 -- 8
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THE JOINT INDUSTRY GROUP
U.S. CHAMBER OF COMMERCE
WASHINGTON, D.C.

DAVID R. MACDONALD, CHAIRMAN
815 CONNECTICUT AVENUE, NW.
WASHINGTON. D C. 20006

March 14, 1984

Mr. Roderick A. DeArment
Chief Counsel

Committee on Finance
United States Senate
Room SD-219

washington, DC 20510

Dear Mr. DeArment:

On Monday, March 12th, David Macdonald testified on behalf
of the Joint Industry Group at the International Trade
Subcommittee's authorization hearing on the U.S. Customs
Service. 1In Mr. Macdonald's written statement was a reference
to an attachment which was not actually included with the state~
ment. The referenced document, entitled "Periodic Merchandise
Entry and Duty Payment System,” is attached to this letter. We
request that this document be included as part of the total
written statement of Mr. Macdonald in the hearing record.

“Thank you very much for your consideration. —_

Sincerely,

Robert Watkins

Chairman
Customs Improvements Committee

RW/bb

Attachment

cc: David Macdonald
David Elliott
Judi Levy
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Periodic Merchandise Entry and Duty Payment System

The proposed system would supplement and not replace the
existing system of merchandise entry and duty payment. It
would be utilized only by those importers and brokers
electing to do so.

Comment: Lack of optionality was a key private sector
concern about DABA. Customs' approval would be re-
quired, with emphasis on record-keeping by the
importer/broker.

For each importer/broker electing to use the system, Customs
would assign an account and an account import specialist who
would be responsible for the liquidation of all entries made
under the account.

Comment: The account import specialist will provide an
interconnection between importers and the national
advisory import specialists, Port-to-port uniformity
and, as a consequence, the accuracy of import
statistics would be improved. Costs to Customs and
importers from lack of uniformity would be reduced.

To secure release of fmported merchandise, the importer/
broker would submit entries as at present. Customs would
perform its various inspection and other regulatory
functions without necessarily changing the present proced-
ure. -

Comment: Current entry procedures need not be changed.
Customs finspection, regulatory and statistics-gathering
functions would be unimpaired by this proposal.

Within the required ten-day period, the importer/broker
would submit pro forma entry summaries covering entries
made under the account. The pro forma summaries may con-
solidate individual entries made within a single district.
They would simply provide sufficient data to allow the
collection of accurate and timely import statistics and
advise the account import specialist of situations
requiring additional review with the importer/broker.
Supporting documentation would have to be maintained in
the files of the importer/broker.

Comment: Under this option any information and
statistics available to Customs now within ten working
days would continue to be available. The pro forma
summaries would substitute commercial documentation
for Customs Porm 7501. The same data would be sub-
mitted but without incurring the additional admin-
istrative costs of preparing Form 7501. The accuracy
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of these commercial documents {s demonstrated by their
almost exclusive use in the internal inventory,
accounting and other records management activities of
importing companies. Further confirmation and

quality control monitoring of this accuracy will be
avajlable to Customs through an expanded audit function
addressed in Item 7 below.

OR

On a monthly basis, the importer/broker would submit to

the account import specialist consolidated pro forma ontrg
summaries via each district for the goods imported throug
that district. The pro forma summarjes would simply provide
sufficient data to allow the collection of accurate and
timely import statistics and advise the account import
specialist of situations requiring additional review with
the {mporter/broker. Supporting documentation would have

to be maintained in the files of the importer/broker.

Comment: This approach is preferred by some as
providing_efficiency improvements to both Customs and
importers in the processing of imports and placing
Customs' system on a cycle more compatible with usual
business practice. This step could require a
statutory change before it could be implemented.

oR

On a monthly basis, the importer/broker would submit to the
account import specialist a pro forma entry summary covering
all entries made under the account irrespective of port of
entry. The pro forma summary would simply provide
sufficient data to allow the collection of accurate and
timely import statistics and advise the account import
specialiast of situations requiring additional review with
the importer/broker. Supporting documentation would have

to bd maintained in the files of the importer/broker.

Comment: This approach is preferred by some as
providing even greater efficiency improvements to both
Customs and importers. The current gooqraphical
limitation on entry summary filings is merely an
arbitrary and historical administrative and-political
decision which impedes significant efficiency
improvements for Customs and importers alike. This
step would appear to require statutory change.

By the last day of each month, the importer/broker would
deposit estimated duties for that month. The amount
deposited would be either the same as the actual amount
owed the preceding month or an estimate of the expected
duty liability for that month. If the latter option is
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used, the importer/broker would be liable for an interest
penalty {f the estimate is less than 80 percent of the
amount that is subsequently determined to be the actual
duty owed. At the same time, the importer/broker would
submit payment or request for credit for any difference
between the estimated duties paid during previous months
and the amount actually owed during those months.

Comment: This provision would bring Customs' revenue
collection procedures into line with long-established
business practice -- monthly billings and payments. If
the cash flow effect of this change is considered to be
too significant -- although except for the one-time
effect when initiated we believe such effects would be
minimal -«- an acceptable compromise would be to deposit
the estimated duties for the month by the 15th of that
month. This estimate/interest penalty approach would
result in a more even revenue flow to Customs and
improve efficiency through a dramatic reduction in
checks to be processed and through a more streamlined
processing of overages and underages.

The account {mport specialist would either liquidate entries
made under the account or would designate them for audit.
Those designated for audit would be liquidated as a result
of the audit or as provided by existing regulations.

Comment: The liquidation procedure would not
materially be changed by this proposal., The liquida-
tions would be made by the individual most
knowledgeable about the transactions -- the account
import specialist -- thus promoting efficiency and
uniformity.

wWhen considered appropriate, Customs would audit the
importers/brokers using the system to assure its integrity.
Importers/brokers would have all necessary books and records
covering al}l importations under the system available at
their place of business for the audit.

Comment: An expanded and more sophisticated audit
function by Customs is crucial to the effective imple-
mentation of this proposal. An audit approach is more
compatible with normal business accounting and control
procedures and has proven to be quite effective in
enforcing Internal Revenue Service procedures. It is
certainly more reliable and effective than a reliance
on physical inspection and isolated document review.
Further, major or repeated deficiencies revealed by
audit would be cause for discontinuing the use of this
procedure by the importer/broker.
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Senator DANFORTH. Can some of these recommendations be ac-
cgmpl)ished by administrative action without Congress doing any-
thing?

Mr. MacpoNALD. Yes. A number of them, I think, are directed
toward oversight functions of this committee. They could be cor-
rected by the agency itself, and do not require legislation, but we
did want to bring them to this committee's attention, in its over-
sight capacity.

" Senator DANFORTH. Have you gone over these recommendations
with the Customs Service? -

Mr. MacpoNALD. Yes, we have.

Senator DANPORTH. What has been their reaction?

Mr. MacponaLD. Well, it is hard to summarize on all seven.
Some, we have no reaction particularly at all. Others, we are still
awaiting. The biggest one—the periodic entry system—is, if I am
not mistaken, in the process of moving up through the customs bu-
reaucracy to the customs management with the actual recommen-
dation not clear to us at this time—whether tl'\eirl will recommend
further expansion of periodic entry or whether they will say no it
is not worth it. So, that is a typical situation, I think.

Senator DANFORTH. I have not had an ogportunity to focus on
the recommendations that you have made, but they will certainly
receive the attention of the staff here of the Finance Committee.
Do you have any view of the recommendation of the Grace Com-
mission that those who use customs services should pay a user fee?
That this would help finance the Customs Service?

Mr. MacpoNALD. I think that would be counterproductive. It
would be like raising tariffs essentially, and would therefore choke
off just that amount of trade. I don’t think there is any other way
to look at it. There is a provision in GATT that does allow you to
charge some reasonable fee for services performed. I am not sure
that it would go as far as the Commission recommendation.

Senator DaNFoRTH. Thank you very much.

Mr. MacpoNAaLD. Thank you. -

Senator DANFORTH. I have been told that Mr. Landry is not here.
The next witness would then be Robert M. Tobias.

Mr. GorsoN. Mr. Chairman, I am here for Mr. Landry.

Senator DANFORTH. You are here for Mr. Landry? All right, sir.

STATEMENT OF JAMES R. GORSON, DIRECTOR OF FACILITATION,
AIR TRANSPORT ASSOCIATION OF AMERICA, WASHINGTON, DC

Mr. GorsoN. Mr. Landry was unavoidably detained, and he asked
me to summarize his comments for him, Mr. Chairman.

My name is James R. Gorson, and I am director of facilitation of
the Air Transport Association of America, which represents most
of the scheduled airlines of the United States. Seventeen of our
member airlines provide scheduled service between the United
States and more than 70 countries. We appreciate this opportunit
to appear before the subcommittee to discuss the fiscal year 198
budget authorization for the U.S. Customs Service. Our statement
will be brief, focusing on four areas of concern.

First and foremost, we wish to thank you, Mr. Chairman, and
the Subcommittee on International Trade for your leadership in
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connection with the recent decision to consolidate inspection
agency primary responsibilities at all U.S. gateway airports, and at
the nine preclearance airports abroad. Now that the Customs Serv-
ice has been designated as the agency to assume primary inspec-
tion responsibility at these airports, we urge that a one-stop pas-
senger inspection program be adopted promptly in an orderly fash-
ion. Specifically, Mr. Chairman, we ask the support of the commit-
tee to effect a customs consolidated one-stop inspection at New Or-
leans prior to May 12, the commencement date of the Louisiana
World’s Fair. Also, Miami and St. Louis international airports
should be given an immediate opportunity to provide a one-stop in-
spection procedure at these busy international U.S. air passenger
terminals. In order to cope with the international passenger satu-
ration at New York’s Kennedy international arrival building, East-
ern Airlines should be permitted to conduct a one-stop customs in-
sgection facility at that airline’s satellite terminal. The proposed
$70 million customs facility at the Eastern terminal will be built at
no cost to Customs and in accordance with the specifications and
dictates of that agency. Attached to our statement is a list of other
airports where a one-stop inspection procedure could be implement-
ed, if Customs were to be permitted to provide primary inspection
responsibilities.

Improved efficiency of customs cargo processinf must also contin-
ue. We are pleased to note in this regard that plans are underway
by the Port Authorities of the Kennedy and Miami airports to com-
puterize the processing of international air cargo. While the Cus-
toms Service is passively garticipating in these pro%lrams, but that
agency has not allocated funds to support it even though Customs
will be a major beneficiary. We urge this committee to authorize
sufficient funding commensurate with the share of benefits that
Customs will derive and to request Customs to assume a major—
rather a more active—role in this regard.

And there is concern to United States-Canada transborder air-
lines and to our friends in the Canadian Government of the refusal
of the U.S. Customs Service to allow a test of a_concept—called
down-stream duty free—whereby a duty-free sales facility occugies
an area beyond the customs baggage inspection counters. The Gov-
ernment of Canada has gone to great lengths to design a ;{}an
which complies with all of the enforcement requirements of U.S.
Customs. We ur%e that this test be allowed to go forward, at the
end of which U.S. Customs will make the determination whether
or not it is feasible.

In conclusion, we urge the committee to provide authorization
for adequate customs inspector personnel at preclearance and U.S.

ateway airports by restoring the $9.3 million inspection service

udget costs, to authorize funds to cover Customs’ full participation
in the leadership in a computerized air cargo control program at
Miami and Kennedy airports and to direct Customs to withdraw its
opposition to the cost-free testing of a down-stream duty-free ar-
rangement at. preclearance airports in Canada and to direct Cus-
toms to proceed, a- the agency with the primary responsibility, of
consolidated one-stop inspection procedure at selected airports. Mr.
Chairman, it is worth noting here that U.S. airlines as good citi-
zens strongly support U.S. customs law enforcement measures.
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However, in order for enforcement to be effective, Customs must
have sufficient resources, including adequate numbers of customs
inspectors. The administration’s proposed cut of 415 inspectors will
do exactly the opposite and could impact disastrously both on the
customs security and enforcement issues as well as on the facilita-
tion of international travel and trade.

I have concluded my comments. I will be glad to answer ques-
tions.

Senator DANFORTH. Thank you, sir.

(Mr. Landry’s prepared statement follows:]
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12 March 1944

James £. Landry
Senior Vice President and

General Counsel
Alr Transport Association of America
1709 New York Avenue, N.W.
Washington, D.C. 20006
Telephone: (202) 626-4156

Summary Statement N

Ailr Transport Associatlon of Amefica
On the FY 1985

U.S, Customs Service Authorization

The Air Transport Association, whicn represents most ot
the U.S. scheduled air carriers, 1s vitally incerestea in tihe
inspection operations ot the U.S. Customs Service at 1ntec-

national airports.

Congestion trom inadequate 0U.S. Customs stattinyg at yate-
way airports has caused delays and public inconvenience in the
past., Customs 1nspector starfing complements need to be con-
sistent with the statutory responsibilities and obligations ot
the Customs Service. They also must be consistent with our
national policies to expand international air commerce and to
otherwise facilitate visitor ana returning citizen arrivals to
the United States,

1f proposed budget cuts necessitate Customs inspector
staftfing reductions, then the Customs inspéction process 1t-
self must be streamlined on a comparable basis. It large-~
scale changes in the inspection process, such as the consol-
idation of Customs and Immigration functions, are delayed or
postponed, then adequate Customs statfing must be authorizea;
otherwise serious public inconvenience willi escalate, our air-
ports will become more congested, and the international air
transport system will become less etticient and more

expensive.

We asx tnat tunding be authorizea «o avoid the Aaminis-~
tration's requested reduction ot 415 Customs 1inspectors at
U.5. ports of entry, ana that tunding also be autnorizea to
cover Customs full participation in a computerizea interna-
tional air cargo program at tne Miami ana Kennedy airports;
that Customs be directed to withdraw its opposition to a cost-
free testing of a "downstream"™ auty-tree arrangement at a pre-
clearaiice airport in Canada; and that Customs be directea to
proceed -- as the agency with primary responsibilities -- with
a consolidated one-stop inspection procedure at selected air-
ports, namely, at Miami, Tampa, New Crleans and tne Eastern
satellite terminal at the Kennedy International airport.
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STATEMENT OF JAMES E. LANDRY

AIR TRANSPORT ASSOCIATICN OF AMERICA

My name is James E. Landry. I am Senior Vice President
and General Counsel for the Air Transport Association of
America, which represents most of the scheduled airlines of
the United Staéés. Seventeen of our member airlines provide
regularly scheduled air service between the United States and
more than 70 countries.

I am accompanied by James R. Gorson, Director - Facilitation,
who coordinates airline industry efforts in the facilitation
of international air travel and trade, and who works directly
with the federal inspection agencies and other appropriate
departments of the U.S. government in this regard.

We appreciate the opportupity to appear before the Sub-
committee to discuss the FY 1985 budget authorization for the

U.S. Customs Service. Our statement will be brief; focusing

on four areas of concern.
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First and foremost, we wish to thank the Chairman and
the Subcommittee on International Trade for their leadership
in connection with the recent decision to consolidate in-
spection agency primary responsibilities at all U.S. gateway
airports and at the nine preclearance airports in Canada,
Bermuda and the Bahamas. Now that the Customs Service has
been designated as the agency to assume the primary inspection
responsibility at these airports, we urge that a one-stop
passenger inspection program be adopted promptly in an orderly
fashion.

Specifically, we ask the support of the Committee to
effect a Customs consolidated one-stop inspection at New
Orleans prior to the May 12 commencement of the Louisiana
World Exhibition. Also, Miami International Airport should
be given an immediate opportunity to provide a one-stop
inspection procedure at this second busiest in;ernational u.s.
air passenger terminal. And, since the Tampa airport termibal
inspection facility readily lends itself to a one-stop con- )
figuration, the procedure should be allowed to start there
now, with Customs assuming primary inspection responsibilities,
Finally, in order to cope with the international passenger
traffic saturation at New York's Kennedy international arrival
building, Eastern Airlines should be permitted to construc£
a one-stop Customs inspection facility at that airline's

satellite terminal. The proposed multi-million dollar Customs
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facility at the Eastern terminal will be built at no tost to tne
government; and in accordance with the specitications ana aictaces
of the Customs Service. We have attachea to our statement a tist
of other airports where a one-stop inspection proceaure could

be implemented, and where Customs should be permitted to

provide the primary inspection responsibilities.

At each and every airport terminal where one~stop

inspection is authorizea to go forwara, the rea/green door

dual channel passenger exiting processing procedure shoula be
simultaneously institutgd. The red/green door procedure, or

a modified form ot it, has now proven itselt at boston,

Chicago (O'Hare), Houston, Miami, Newark, San Juan, ‘lampa,

and at four satellite terminals and the international arrivais
building at Kennedy Airport. 1t was also jusi recentiy 1ntro-
duced at Philadelphia's International Airport. ‘'I'ne red/green
door procedure facilitates Customs passenger processing while
strengthening Customs enforcement capabilities.

Improved efticiencies in Customs cargo processing must

also continue. In this regard we are pleased to note that

plans are underway by the port authorities at Kennedy ana Miami
airports to computerize the processing of international air
cargo. While the Customs Service is participating in these
programs, that agency nas not allocated tunas to supgort 1t
-even though Customs will be a major beneticiary. Wwe urge

this Committee to authorize sutticient runaing commensurate
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to the share of benefits which Customs will derive. At
overseas airports such as London and Tokyo, Customs in
those countries has allocated funds for the introduction
and support of computerized international air cargo
processigg, and the same in all fairness should be done
by U.S. Customs in this country. )

an issue of concern to U.S.-Canada transborder air-

lines and to our friends in the Canadian Government is the

refusal of the U.S. Customs Service to allow a test of

a concept, called "down-stream" duty-free, whereby a duty-
free sales facility occupies an area beyond the Customs
baggage inspection counters. The Government of Canada has
gone to great lengths to design a plan in this regard which
complies with all of the enforcement requirements of U. S.
Customs.  The test will be conducted at no cost to U. S.
Customs and can be tried at a preclearance location in
Canada chosen by U.S. Customs., Since revenues derived from
the sales of duty-free stores help to pay for inspection
facilities at airports, we urge this Committee to request
Customs to allow such a test, at the end of which U.S.
Customs would make the final determination as to the feasi-

‘bility of the "down-stream” duty-free arrangement.

Although we are concerned by the $9.3 million FY 1985 cut
in the Customs inspection and control program, with a proposed
reduction of over four hundred inspector positions, we were

nevertheless pleased to read in the President's FY 1985 budget
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message of the need to streamline Federal Government management
systems and to otherwise improve the etficiency ot the Govern-
ment. The consolidation of inspection agency tunctions urged
by this Committee over the years and now formally proposed by
the Administration -- by assigning primary inspection
responsibilities at all U.S. gateway and preclearance airports
to Customs -- will greatly streamline and 1mprove tne passenger
inspection processing system at our airports ana will do so

at reduced costs to the Government.

In conclusion we urge the Committee to provide authoriz-
ation for adequate Chstoms inspector personnel at preclearance -
and U.S. gateway airports by restoring budget cuts proposea by
the Administration; to authorize tunas to cover Customs' tuil
participation i1n a computerized international air cargo program
at the Miami and Kennedy airports; to direct Customs to withdraw
its oppogition to a cost-free testing of a "downstream" duty-
free arrangement at a preclearance airport in Canada; and to
direct Customs to proceed ~-- as the agency with primary
responsibilities -- with a consolidated one-stop inspection
procedure at selected airports, namely, at Miami, Tampa, New
Orleans and the Eastern satellite terminal at the Kenneay

International airport.



TERMINAL

FIS
AIRPORT (& TERMINALS) FLOORS
Aq;@graqe One
Atlanta ~___ _One
fsalcxmo{g_‘“> . One
Boston Two
Ezifaqo (O'Hare) One
Clevol;;d‘ h One
Dallas (American) One

Dallas (Braniff-Planned Two
1984)

Denver one
E:Ergit Two
*Dulles One
Ft. Lauderdale One
*Honolulu Two
Houston (Terminal B) One
Houston (Terminal C) One

J.F. Kennedy (Interna-
tional Arrivals Building)One

J.F. Kennedy, TWA One
J.F. Kennedy, Pan Am One
J.P. Kennedy, British One

J.F. Kennedy, American Two

Page 1 of 2

AIRPORT FEDERAL INSPECTION SERVICES (FIS) PACILITIES

(as of 6 Pebruary 1984)

PROCESSING TYPE
One-Stop,after baggage claim
One-Stop,after baggage claim
Two-Stop

Two-Stop

Two-Stop

Two-Stop

One-Stop, after baggage claim

Two-Stop

One-Stop,after baggage claim
Twe-Stop

Two-5Stop

Planning One~Stop (1985)
Two-Stop

One-Stop,before baggage claim
One-Stop,before baggage claim
Two-Stop

Two-Stop

Two-Stop

Two-Stop
Two-Stop

SPECIAL
TERMINAL FEATURES

Red/Green, Citizen By-~Pass
Red/Green, Citizen By-Pass

Citizen By-Pass

One-Stop, Dual Channel, Cit-
izen By-Pass

Citizen By-Pass
Citizen By-Pass
Citizen By-Pass
Citizen By-Pass
Red/Green, Dual Channel
Red/Green, Dual Channel
Red/Green, Citizen By-~Pass
Red/Green, Citizen By-Pass
Red/Green, Citizen By-Pass

Red/Green, Citizen By-Pass
Red/Green, Citizen By-Pass

COMPLETION
DATE

Jan, 1984
1982

Jun. 1983

Jun, 83

Aug. 1982

Feb. 1984

May 1983
May 1983
May 1983
May 1983

821
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AIRPORT FEDERAL INSPECTION SERVICES(FIS) PACILI?I_EéJ h

'grsmmm. (mmm"‘w COMPLETION
AIRPORT (& TERMINALS) FLOORS PROCESSING TYPE TERMINAL FEATURES DATE
Kansas City One Two-Stop
Los Angeles, bubble One One-Stop, after baggage claim Aug. 1984
Los Angeles,West Terminal One One-Stop, before baggage claim Jun. 1984
Los Angeles #2 Two One-Stop, before baggage claim "ASIST"
Iﬂngall_:s__ Two Two~-Stop, Citizen By-Pass L
Miami :ruo Two-Stop Red/Green, Citizen By-Pass
Minneapolis One One-Stop, after baggage claim
New Orleans Two Planning One-Stop 1984
Orlando o One Planning One-Stop 1984
l’hihdelphi»a ) One Two-Stop Red/Green Spring 1984
Portland . ~ One Two-Stop "
San Antonio One Two-Stop
San _Prancisco One One-Stop, after baggage claim Red/Green, Citizen By-Pass Aug. 1984
San Juan Two Two-Stop Red/Green, Citizen By-Pass
*Seattle ™™o Two-Stop Citizen By-Pass /
St. Louis One Two-Stop
Tampa One Two-Stop ; Red/Green, Citizen By-Pass 1983
ABBREVIATIONS

een ... Red/Green Door Dual Channel Customs/Agriculture Passenger Inspection Exit Procedure.

FIS ......... Federal Inspection Services.

ASIST ..... «. Accelerating Specialized Inspection System Test.

* ceecesececes Previously planned Red/Green Door with Citizen By-Pass prior to the President's Cabinet Council
'llamqeuont and AMministration decision to consolidate Immigration and Customs functions. All
other plans to convert to Red/Green Customs areas are now “on hold” pending resolution of Customs/
Immigration consolidation.

144



125

Senator DANFORTH. Could you just describe, for my benefit, the
difference between one-stop inspection and the traditional form of
}nspec;;ion? If I were using the service, what would I notice is dif-
erent?..

Mr. GorsoN. When you get off the airplane, on the one-stop pro-
cedure you would go through primary inspection. Eighty percent of
the passengers then would be free to leave the airport after they
had picked up their baggage. Under two-stop, you go through pri-
mary immigration and then pick up your baggage and go through
customs.

Senator DANFORTH. So, right now, if I come into Dulles, the first
thing I do is to go through immigration. That is when iou go into a
little booth. And then, after you go through the booth, you claim
your bag and then you go through customs. This would change that
in that you would go through the immigration booth and then you
would pick up your bag and go straight to the taxi?

Mr. GorsoN. That is correct. Essentially, the immigration booth
would also be manned by Customs. However, at Dulles they do
have what they call citizen bypass, so it is a one-stop for U.S. citi-
zens but not for visitors.

Senator DANFORTH. Yes, but that is the basic concept. That is,
you don't have to get your bags and then go through the customs?

Mr. Gorson. Ei% ty percent or more would not unless they had
duty or other problems.

Senator DANFORTH. Good deal. Thank you very much, sir. We ap-
preciate your testimony. ,

Mr. GorsoN. Thank you, Mr. Chairman.

Senator DANFORTH. And finally, Mr. Robert Tobias, president,
National Treasury Employees Union.

STATEMENT OF ROBERT M. TOBIAS, PRESIDENT, NATIONAL
TREASURY EMPLOYEES UNION, WASHINGTON, DC

Mr. Tosias. Good afternoon. Mr. Chairman, I am Robert Tobias,
national president of the National Treasury Employees Union.
NTU is the exclusive representative of over 120,000 active and re-
tired Federal-workers including all employees of the U.S. Customs
Service worldwide. With me is Paul Newton, our director of legisla-
tion, and we are pleased to appear before you to discuss the fiscal
year 1986 authorization of the appropriation for the Customs Serv-
ice.

As the subcommittee is aware, the principal mission of the Cus-
toms Service is to intercept narcotics traffic and other contraband
crossing our borders and monitor the flow of travelers and mer-
chandise through U.S. ports of entry.

In addition, Customs is a key revenue-producini agency, adding
over $10 million a year to the U.S. Treasury. Each of these activi-
ties—border enforcement, revenue collection, and tariff and trade
regulation—is vital to the well-being of our Nation, and in each of
these areas, Customs will face greater challenges during the
coming year than at any time in its 200-year history. International
trade and tourism—an essential element in our economic recov-
ery—will continue to grow and place further strain on Customs’
ability to cope with congestion at our Nation’s air, land, and sea-
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ports in the country. Increasing commercial fraud to undermine
- the recovery of basic industries such as steel, electronics, and tex-
tiles. The drug war—fought daily on the streets of our cities and in
our high schools—is still escalating. And finally, as international
tensions worsen, a strategic interest-in halting the flow of critical
technology to unfriendly nations will become an important nation-
al security issue. So, there is an obvious need to provide adequate
funding for Customs to meet these challenges. The Reagan admin-
istration has, once again, undersold Customs’ fiscal requirements
and overpromised the anticipated results of so-called improved en-
forcement and inspection techniques. This year’s budget request of
$602 million and 12,447 positions is $14 million and over 950 posi-
tions less than Congress provided in fiscal year 1984 continuing ap-
propriations resolution passed last November. The continuing ap-
propriations resolution itself contained a 400-position cut from Cus-
toms’ 1983 operating level. As a result, Customs currently has in
place a freeze on hiring. Every day that passes there are fewer and
fewer customs employees employed by the U.S. Customs Service
since no one is being replaced. Based on Customs’ own figures, the
administration’s budget request is $56 million short of current serv-
ices budget, and in the strongest terms possible, we recommend
that you authorize this additional $§56 million to restore the cuts in
this year’'s budget and that you add at least 650 new positions to
the current work force at a cost of $29 million.

We were pleased to learn today, Mr. Chairman; that the U.S.
Customs Service requested 750 additional positions when it sent
over its request to OMB, and therefore we believe that what we are
urging on the Congress is, in effect, 100 fewer positions than the
U.S. Customs Service thought they needed to operate their pro-
gram. The reason we are supporting the increase in Customs’ per-
sonnel is simply that during the past 10 years, while the number of
passengers and the volume of cargo entering the United States has
nearly doubled, customs personnel ceilings remained essentially
static. The fact is that there are fewer inspectors and import spe-
cialists onboard today than there were in 1975. The sad truth is
that narcotics smuggling continues to grow at an alarming rate
and it has led to an epidemic level of crime in our communities. It
has been estimated that 90 percent of the illegal drugs sold in our
country comes from abroad and that nearly 60 percent of all seri-
ous crimes are drug related. Despite the fact that tourism contrib-
utes $12 billion to our economy, international travelers continue to
face maddeningly long lines at our borders. I would like to read a
brief passage from a letter our New York chapter recently wrote to
customs management officials:

On Tuesday, October 25, 1983, 12 inspectors faced 1,447 passengers on one side of

a PanAm terminal. The passengers all arrived within 256 minutes. Once again, in-
spectors refused to risk generating a riot and succeeded by ignoring their jobs.

For several years, this subcommittee has pressed customs to im-
lement improved inspectional systems to speed clearance, but the
ttom line is that more inspectors are needed, and no amount of
procedural efficiencies will change that. The same holds true for
recent efforts to control commercial fraud. Last year, witnesses
from the steel, auto parts, electronics, and textile industries testi-
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fied before Congress that they are suffering significant losses from
counterfeit imports and the evasion of antidumping countervaling
duty laws. At the same time, Customs has cut back inspections of
cargo to well below 3 percent, and it now requires import special-
ists to bypass at a minimum 50 percent of the entry documents
they receive. In some locations, import specialist are reviewing less
than 50 percent of the merchandise entries. Whether you call your-
self a free trader, a protectionist, or something in between, there is
no excuse for not enforcing existing trade and tariff laws.

Mr. Chairman, I would like to take this opportunity to applaud
the efforts of this committee in focusing attention on the sorry
state of Customs commercial fraud operations.

As you are aware, on February 29, the Senate adopted an amend-
ment to the Export Administration Act to provide an additional
$12 million to Customs to combat commercial fraud and to restrict
Customs from taking personnel actions which would undermine
trade operations. We wholeheartedly endorse this amendment and
urge the subcommittee to include a similar provision in fiscal year
1985 authorization bill.

Before I conclude, I would like to touch upon two additional
issues. First, we urge you oppose any attempt to slash overtime pa
to customs inspectors under the Trade Act of 1911. This long-stand-
ing commitment is rooted in the hazardous, stressful, and physical-
ly and emotionally demanding nature of this occupation, as well as
a desire to provide adequate incentives to counterbalance the long
and ‘irregular hours. And second, we urge you to reject the recent
recommendation of the President’s Cabinet Council on Manage-
ment and Administration to transfer Customs’ primary inspection
function at land border ports to the Immigration and Naturaliza-
tion Service. We oppose the plan for the following reasons. It would
undermine the narcotics interdiction by fragmenting responsibility
between two afgencies. It would also require INS to take on respon-
sibility for enforcing the requirements of 40 different agencies. a
mission for which it has no experience and is unprepared.

In addition, it would require the importing community in all but
the largest ports to deal with INS as well as Customs in processing
commercial cargo. Finally, by the administration’s own admission,
it would achieve zero budgetary savings and would probably cost
the Government money by retaining two separate enforcement sup-
port systems. -

We do believe, however, that there should be a single agency
charged with border inspections. Customs is the Nation’s principal
border management agency in enforcing over 400 laws and regula-
tions of the 40 other agencies. It has more inspectors than INS at
all ports of entry and is now performing 60 percent of all immigra-
tion primary inspections. Consolidation within Customs is the least
disruptive and the easiest to implement because it maintains conti-
nuity with other Federal agencies with border interests Customs
represents and it does not require carriers, port operators, and the
business community to deal with the new agency. Mr. Chairman,
this concludes my remarks. My colleague and 1 would be very
happy to answer any questions you may have at this time.

enator DANFORTH. Thank you. ’
[Mr. Tobias, prepared statement follows:)
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StATEMENT OF ROBERT M. ToBIAS, NATIONAL PRESIDENT, NATIONAL TREASURY
EmpLOYEES UNION

Mr. Chairman and distinguished members of the Subcommittee: As the
exclusive representative of over 120,000 Federal workers, including all
employees of the U.S. Customs Service worldwide, we are pleased to appear
before you today to discuss the authorization of appropriations for the U.S.
Customs Service for Fiscal Year (FY) 1985.

1 welcome the opportunity to participate in the Trade Subcommittee's
annual review of Customs' programs and resources. Never in its long history
has the U.8. Customs SerVice faced such severe challenges as today. Imports
of foreign merchandiss are flooding the country. Last year, merchandise
entries surged ahead by 13 percent, far more than Customs estimated or was
prepared for. Imports doubled in volume between 1976 and 1983, a period
during which Customs' resources remained essentially static.

Lagt year, this Subcommittee wisely authorized 650 new positions for
Customs including 450 Inspectors, 150 Import Specialists and 50 Customs Patrol
Officers. Had these positions been funded, they would have assisted
immeasurably in coping with the wave of imports that engulfed the economy.
Sadly, this was not the case. Custoams remained underfunded and understaffed.
Countless shipments entered the country with little or no inspection
vhatsoever, and only half the entry documents were reviewed by a professional
Import Specialist. As a result, America's workers and industries were in
large measure deprived of the protection of the Customs laws.

If anyone doubts this conclusion, let them peruse the record of last
year's hearings before the Oversight and Investigations Subcommittee of the
House Energy and Commerce Committee. Let them note that, despite a 13 percent
increase in entries of dutiable merchandise, cﬁawu_' total collections last
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year fell by $200 million. Let them consider that less than one percent of
containerized shipments are being physically inspected, despite the
demonstrated fact of concealment of drugs, contraband and restricted
merchandise in these 40-fooct-long assemblies. Let them observe that the
withdrawal of Customs Inspectors from bonded warehouses have placed warehouse
operators on a virtual honor system.

Let them visit the coasts of Florida, the Gulf of Mexico, and southern
California, where thousands of returning pleasure craft meet little or no
inspection, an open invitation to smuggling. Let them watch the radar screens
of Custams' air patrol when the cocaine flights are coming in and only a small
fraction can be intercepted. Let them drop in on our major international
airports, where the shortage of Inspectors and peaking of arrivals threatens a
breakdown in the inspection system. »

Let them remember that illicit narcotics traffic, 90 percent of it from
abroad, is now a $100 billion business in this country and no more than 10
percent is being interdicted. Let them recall that 500,000 to a million
persons enter the United States illegally each year, swelling a population of
illegal aliens that now stands at 5-10 million.

Pow dispassionate obeervers doubt the reality of this situation. Yet such
is the nature of our democracy that the highest officials of the Customs
Service are forced to adopt a more optimistic view. They repeatedly come
before the Congress mouthing such formulas as selectivity, bypass, ACCEPT, and
other claptrap that are only euphemisms for nonenforcement. Conceivably, such
programs could be designed and phased in properly over five to six years,
provided the necessary resources were available. But to pretend that they are
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working now is absurd. These much-vaunted programs are simply a way of
concealing the self-evident truth that there simply aren't enough people to do
the job.

Customs' success in the face of the enormous challenges it confronts is
due to the hard work and professionalism of its dedicated employees who have
never let up, despite the mounting disparity between workload and means.
Their unrelenting efforts have prevented a public catastrophe. Yet they have
been singularly ill-served by this Administration, which has not refrained to
assault their pay, overtime, and retirement benefits.

There is little doubt that with the current trend of imports,
international travel, and drug traffic, the' challenges facing Customs are at
the present moment dramatically accelerating, and can be expected to continue
in the years ahead. The U.S. merchandise trade deficit was $43 billion in
1982, climbed to $69 billion last year, and could reach $120 billion this
year. In the face of this onslaught of imports, Customs must be given the
means to safeguard our economic security by barring entry of unsafe or
counterfeit goods and evasion of tariffs or quotas.

Should the government seek new remedies, such as imposition of an import
surcharge, voluntary agreements with our trading partners, or new tariffs and
quotas, it will be Customs' job to implement these actions. This year,
Customs i8 implementing the Caribbean Basin initiative. It has launched a
major commercial fraud enfoxéement program. It is implementing the National
Narcotics Border Interdiction Program. Operation Exodus, which seeks to
control export of critical technology to Communist Bloc nations, is being
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funded at only a token level. New resources should be provided for new
missions rather than robbing Peter to pay Paul.

It is against this background that we ask you to examine the
Administration's budget request for the U.S. Customs Service for Fiscal Year
1985. Clearly, what is required is a long-range plan to establish, by
successive increments over a period of years, a substantial increase in
Customs' resources to deal with the mounting workload. Underlying such a plan
should be a Customs assessment, which is long overdue and urgently required,
stating in explicit terms what the present degrzs of compliance with the
Customs laws is, how much noncompliance exlstg, and what it is costing the

- country.

Like its predecessors, this budget is utterly devoid of any plan for
achieving a better balance between Customs' workload and resources, and marked
improvement in compliance with the Customs laws. The budget requests a
cutback of 954 positions, including 452 Inspectors and 167 Import
Specialists. It requires a hiring freeze, which is already in effect, meaning
that vacancies among Inspectors, Import Specialists and Patrol Officers will
not be filled. Even with the hiring freeze, the budget will require Customs
to carry out a reduction-in-force of 500 positions beginning October 1 of this
year. Customs' plan for this reduction includes cutbacks at air, land, and
gea ports of entry, in the coastal marine patrol which is part of our ;htense
against drug smuggling, and in Import Speclalists at mogt ports which were
scheduled for centralization under a plan blocked by Congress last year.

In addition to these cutbacks, $18 million is eliminated through a couple
of unrealistic assumptions. The first assumption is that $7 million in
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reimbursable funds will become available by amendment of the Airport and
Airways Development Act to provide for carrier payment for the service of
Customs Inspectors on Sundays and holidays. Secondly, it is assumed that the
Department of Defense will agree to pick up $11 million in funding for
operation and maintenance of aircraft in the air interdiction program. These
assumptions are so tenuous that we strongly urge the Subcommittee to restore
this $18 million in its authorization for FY '85.

The budget also calls for a $5 million program reduction in Operation
Exodus. This would reduce Exodus to a $16 million funding level in FY '8S.
Such a cutback hardly squares with the arguments for stronger export controls
made by the Administration in seeking renewal of the Export Administration
Act. The cut should be rejected to permit the current enforcement level,
vhich is a bedrock minimum if we are serious about export control, to be
maintained.

We believe this budget should be decisively rejected and the proposed cuts
fully restored. This would require an addition of 356 million and 954 average
positions to the Administration's budget request. This is shown in Table 1, ‘
appended to our statement.

NTEU also strongly recommends that the Subcommittee again authorize funds
for §50 new positions -- 450 Inspectors, 150 Import Specialists and 50 Customs
Patrol Officers -- which passed the House last year but for which funds were
not appropriated in the Continuing Resolution. In view of the drmtfc surge
in imports, rampant commercial fraud, shortages of Inspectors for both cargo
and passenger processing, and low rate of narcotics interdiction, these
positions are more urgently required than ever.
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We would go a step further and urge the Subcomittee to add funds for 100
additional Customs Special Agents. The Subcommittee has received a statement
from the Chairman of the House Energy and Commerce Committee concerning vast
areas of noncompliance with our trade laws, including extensive counterfeiting
of American products and theft of patent and trademark rights. In addition to
400 Inspectors and 100 Import Specialists needed for a strengthened commercial
fraud enforcement program, Chairman Dingell recommends that 100 more Special
Ments be hired to increase the rumber of investigations in that program. As
the Subcomnittee is aware, most of the commercial fraud referrals from Import
Specialists cannot be followed up by the Investigations branch due to
inadequate resources. The addition of 100 Special Agents would not only
increase the number of cases initiated and reduce the caseload backlog, it
would help deter commercial fraud by strengthening Customs' presence in the
importing community.

We therefore urge the Subcommittee to add $35 million and 750 average
positions above the amount required for full restoration of the cuts made by
the Administration. This add-on makes a total of $91 million and 1,704
average positions as the amount we recommend be added to the FY '85 budget
request. While $91 million is a large sum, it must be remembered that $56
million of this is required to restore unwise cuts made by the
Mninigtration. What we are asking the Comittee to add over and above the
current FY '84 level of operations is $35 million. It should also be
remembered that Customs is a revenue-producing agency, quuntly returning $17
collected for each dollar appropriated.

35-541 0 84 -- 10
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NIEU's alternative budget with the additions recommended above is shown in
Table 1. This budget totals $693,443,000 and 14,073 average positions. This
is an increase of $91 million and 1,704 average positions above the
Administration's FY '85 budget request. We strongly recommend that the
Subcomaittee authorize this budget as the minimm essential amount required
for FY 1985. Under the Reagan Administration, the Office of Management and
Budget has basicly opted to shut its eyes to the growing Customs workload and
the costs of inadequate enforcement to our vital interests. These Reagan
budgets, which called for a decline in the level of real Customs rosources in
the face of a growing workload, were totally unrealigtic and were 80 perceived
by Congress and the travel and trade communities.

It is therefore necessary for Congress to again take the lead in
decisively rejecting the Administration's budget in favor of a rational
alternative. We believe the budget we have offered is supported by our own
analysis and by the findings of the Oversight and Investigations Subcommittee
of the House Commerce Comnittee, which recommended an additional $29 million
above the amount required for full restoration.

As the Subcommittee well knows, countless national interests have a stake
in effective enforcement of our Customs laws, hcludtng business, labor,
agriculture, and the travel and tourism industry. Moreover, our country's
long-term health and security depends upon effective policing of our borders,
halting the flow of critical technology to unfriendly nations, and )
interdicting the illicit drug traffic that has such a crucial effect upon the
level of violent crime.



186

We cannot protect these interests and achieve these goals without
providing Customs with adequate capability for enforcing the Customs laws. In
recent years, this has required a steadily increasing level of xeoou:ouf’”“
realistically proportioned to the dramatic changes in the travel and trade
sectors of our international economy, and to the narcotics, export control,
and commercial fraud threats. i

"mmyquutionu: How much is enough? To answer this question, we
need to weigh not onl cost of the additional t _g;

to_soclety of inadequate enforcement of the Customs laws. In your
deliberations, we ask you to keep in mind the following points:

Pirst, Customs resources have remained essentially static over the last
five years, despite a 60 percent growth in workload and the addition of new
missions such as Operation Exodus. This situation is depicted for Inspectors
and Import Specialists in Tables 2 and 3, appended to our mtimny.'

Second, NTEU has consistently maintained, and the reports of this
Subcomnittee and the General Accounting Office have confirmed, that for alm;t
a decads Customs has been stretched thin by a growing imbalance between
workload and resources, leading to wide areas of minimal enforcement or
nonenforcement.

Third, Customs is a revenue-producing agency which collects an average of
$17 for every dollar appropriated. An incremental increase in Inspectors or
Import Specialists would yield a minimmm return of three-to-one, according to
Customs. GAO studies have indicated that much revenue is lost from inadequate
inspection of containerized cargo, and inadequate verification of merchandise
entries. The evidence strongly indicates that Customs is definitely operating
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' at resource levels where additional staff would yield revenue increases -
significantly greater than their cost.

Fourth, while it may be tempting to make economies, as has been the
practice in recent years, at the expense of a law enforcement arm such as
Custome, in the long run this is extremely urwise, because such reductions
only rebound as increased costs in other parts of federal, state and local
budgets. We must weigh the costs to communities of drug treatment clinics,
plant closures, and unesployment. We must weigh the costs to industry of
commercial fraud, theft of industrial secrets, and counterfeiting. Our
estimate, compiled from several sources, is that such costs now amount to over
$100 billion annually.

In the remainder of our testimony, we would like to discuss policy issues
in each of tin pztnpipu areas of Customs activity -- Inspection and Control,
Tariff and Trade, and Tactical Interdiction. w. will call attention to the
manner in which our society and econcmy are dependent upon Customs' law
enforcement, and the social and econcnic costs of inadequate enforcament. We
will ptuu;t an analysis of the number of additional Inspectors, Isport
Specialists and Special Agents required for significant improvements in
Customs' law enforcement. We will conclude by summarizing our reccmmendations
for Piscal Year 1985. ‘

. ZNSPECTION AND QONTROL

The Reagan Administration has announced a major policy decision to
consolidate responsibility for primary inspection of incoming persons in the
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U.S, Customs Service at air and sea ports, and in the Immigration and
Naturalization Service at land ports of entry. NIEU has been informed that
legislation implementing this decision is being drafted and will shortly be
presented to the Congress. We know that this Subcommittee will play a leading
role in giving this proposal careful scrutiny, because of the vital interests
affected and the Reagan Administration's apparent inability to referee the
cdapeting claims of the Treasury and Justice Departments.

There are many vital interests at stake in the design oé an effective
primary inspection system. Customs’ Inspection and Control mission includes
interdicting traffic in drugs, curbing illegal immigration, serving a growing
d&mestic tourism industry, safeguarding American agriculture, controlling the
export of critical technology, and enforcing cut:incy ocontrols, endangered
species and envirommental laws, and many other laws and regulations. Any
streamlining of federal inspectional responsibilities mist enhance our ability
to acconplish these missions to protect our vital interests.

Speaking on behalf of the employees of the U.8. 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 in this
direction has been underway for some time. The ohe-stop inspectional systea
in effect at many ports has required Customs Inspectors to carry out INS
functions in processing travelers from abroad. To backup these duties,

. Custons has expanded its automated Treasury Enforcement Ommlcaugm System
(TECS). It is experimenting with passport optical scanmning equipment to
detect forgeries. Immigration 'cluxanco has been built into the most recent
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passenger facilitation systems that Congress has required to be used as a
. model, namely, the ASIST concept introduced in Miami and Los Angeles.

Moreover, for the past several years INS has been gradually withdrawing
inspectional rescurces from both air and sea ports and land border ports. In
the State of Montana alone, INS proposed last year to close five ports of
entry, with Customs picking up the slack; Customs Inspectors now outnumber
I8 Inspectors at all land border ports by 1,100 to 800, and are processing 58
percent of the traffic. -

In the Southwest and California, Customs Inspectors and Patrol Officers
are now playing a vital role in curbing illegal Ummigration. Most of the
legal foreign tourist and business traffic, and some of the illegal immigrant
traffic flows through cities and land ports of entry. Customs Inspectors and
Patrol Officers are inspecting millions of pedestrians and venicles at border
cxouinga exch year, performing both Customs and Immigration functions.

We are therefore dismayed at the Administration's failure to assign
primary inspection responsibility at land border ports to Customs also. We

« have_no _doubt that Customs Inspectors can carry out this responsibility,

backed up by an INS gecondary, as effectively at land border ports as at air
and sea ports. _

. 1 know the Subcomittee wishes to examine this matter thoroughly, and I
would therefore like to expand on these points in scme detail.

I mentioned the vital interests in our economy and society that have a
stake in the Customs inspectional system. While these interests will be
better served by assigning primary inspection to Customs at air and sea ports,
they would be ill-sexved by involving two agencies in what is now the
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responsibility of one at our land ports of entry. Leat me illustrate with
respect to each of the major tasks I have mentioned.

Deterring and Interdicting the Drug Trade

_Last yesr, Customs Inspectors at our ports of entry, backed up by detector
459 and contraband enforcement teams, registered important gains in the war on
-;lmgs. Beroin seizures were up 70 percent, and oocaln; seizures up 27 percent
over 1982. Customs contraband enforcement teams, which provide thorough
search of baggage and cargo,-were responsible for a significant portion of
this increase. These teams of Inspectors, backed up by Isport Specialists and
Patrol Officers, are now in operation at 50 ports, and compcrise 12 percent of
Customs' Inspectional resources. At the same time, Inspectors manning
passenger clearance checkpoints -- the primary defense against couriers who
bring most of the heroin and a significant part of the cocaine into this
country == have acoounted for 9-12 percent of all drug seizures.

Our dedicated and hard-working Inspectors are indeed making progress, but
there are-simply not enough of them. There is a real question whether the
bottle is half-full or half-empty. The General Accounting Office reports that
while 90 percent of illegal narootics come from abroad, only 16 percent of the
marijuana and no more than 10 pexcent of the heroin and cocaine is being
intercepted. Two weeks ago, the Justics Department announced the indictment
of 53 persons in the largest cocaine trafficking ring in the nation's
history. Over a period of 16 months this ring had smuggled five tons of
cocaine worth $3.8 billion by flying it to U.8. cities in loads of 600-1,000

~
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lbe. Overall, despite stepped-up efforts in the drug war, Justice reports that
the amount of cocaine and heroin entering the country last year r&sained about -
the same as the year before.

One can only conclude that we have a long way to go. This is the opinion
of the respected Chairman of the Select Committee on Narcotics Abuse and
Control, the Honorable Charles Rangel, who conducted extensive hearings into
the problem last year.

The social costs of this traffic are enormous. One in six high school
seniors have used cocaine. The Iarge influx of heroin over the past three
years has led to a dramatic increase in deaths and emergency room admissions
for heroin overdoses, according to the Drug Enforcement Administration. In a
study completed for the Stats of New York, former Health and Human Services
Sacretary Joseph Califano estimated that the cost of drug addiction in terms
of health care, federally-funded treatment centers, and loss of work days was
more than $40 billion a year. President Reagan has noted that crime is an
American cpldnic,_»potmtm nearly a third of American homes and resulting in
$8.8 billion a year in financial losses. Law enforcement authorities estimate-
that between 40 and 60 percent of all serious crimes oocurring in the United
States are drug-related.

At this stage of the war on drugs, it would be disastrous to involve the
already over-taxed Immigration and Naturalization Service in the drug war by
ugigning it primary inspection responsibilities at land border ports. 8Such
tr@nuum of narootics interdiction would make no sense. It would result
in costly, duplicative efforts by two agencies where one is now performing the
mission.
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Safequarding American Mriculture

This same argument applies to the task of preventing the introduction of
foreign plant or animal pests that would endanger our $500 billion agriculture
industry. When an outbreak of disease occurs, eradication costs are
enormous. A Mediterranean Fruit Ply infestation would cost $200-$250 million
annually in agricultural losses. African Swine Fever could be brought into
ﬂncumuylnahuianwtchbymmqmr. or through pork products
ocontained in passenger baggage or lcirpl.ano waste. There is no known treatment
for the disease, which would cost $2 billion in losses the first year. Last
year, Haiti's entire hog population had to be slaughtered, with the United
States picking up the bulk of the tab, because of the threat to our shores.

Mmulowlotbngmmtm;tmﬁozuotmuyhm
absolute necessity. Customs Inspectors have been trained to provide such
inspection during primary passenger clearance, while eaployees of the
Agriculture Department's Animal and Plant Health Inspection Service provide
secondary backup. It would be unwise to fragment this mission further by
introducing a third agency, INS, into the picture.

Balting Illegal Imigration

Last year, the mumber of arrests of illegal aliens at the Mexican border
leaped 40 percent to 1.3 million -- the first time in history thntm-ou than a
million arrests were recorded. San Ysidro, California is the busiest point of
illegal entry in the country, accounting for 432,000 of the illegal aliens
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apprehended. The El Paso sector is the second biggest crossing, averaging
20,000 monthly apprehensions. At these and other ports of entry along the
Mexican border, Customs inspectors have been working alongside INS inspectors
in conducting primary inspections. The deterrent effect of these inspections
forces the bulk of the illegal immigrant traffic into the space between ports
of entry, which are covered by the INS Border Patrol.

"’ The migrants themselves, fleeing from the worst economic crisis in the
history of Mexico, say they'll keep trying until their trips to the United
States are successful. Even though much of the 2,000-aile border is steaming
desert and umui.tod for travel, the Border Patrol has been stretched thin.
Observers have ndted that only one-tenth of the force is active at any time,
and some checkpoints are closed part-time. Smugglers know the Border Patrol's
hours and work after a station closes. For example, last month a surprise
opening of the San Clemente checkpoint netted 413 aliens and 18 smugglers in a
matter of hours. This shows that an increased workforce ocould severely
curtail alien traffic. For FY 1985, the Adainistration has proposed 1,000 new
positions for the Border Patrol.

Another way the Border Patrol could be provided the increased resources it
requires would be for Customs to assume primary inspectional responsibilities
at land border ports. Customs already has one-third more Inspectors at land
ports than INS and these Inspectors regularly conduct immigration primary
inspections. Por years, Customs has been £illing the gap where insufficient
INS inspectors are milabln. In many smaller ports, there is no Immigration .
presence at all, and Customs Inspectors are doing both agencies' jobs. &,
Bo Pa a i of
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be 4 while Custons
inspection of travelers at the ports thesselves.

The social costs of not dealing effectively with the mounting tide of
illegal immigration are enormous. Just last week, the Washington Post quoted
an estimats of $18 billion annually for the cost of unemployment and other
Miuruiwﬁmlgﬂruthnuﬂ»ujo&nomwwmm. '
A’ full accounting would add the cost of welfare and other benefits received by
the aliens' fanilies. The State of Illinois has estimated that it loses $66
aillion a year from fraudulent unemployment claims filed by aliens. Over the
longer run, the pressures of 37-70 million people will be added to the U.S.
population in the next half-century.

Clearly, the problem has reached massive proportions and must be dealt
with effectively. All indications are that INS is spread too thin to be
charged with carrying out the Customs primary inspection mission at J.md_ ports
of entry. The difficulty the agency has experienced in automating its files,
rendering timely services, and ooping with foreign students and professionals
who come in legally and then overstay their permits, is well-known. According
to John Crewdson, who won a Pulitzer prise for his stories on immigration in
the New York Times, INS is stretched thin to transparency and stuck in its
past. Fairly or unfairly, he calls it "the most Kafka-esque labyrinth thus
far devised by goverrment®.
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4 1 ed ies and Env tal
Inspection of Commercial Cargo at Smaller Land Ports, and Apprehension of
Criminal Pugitives

It is frequently noted that Customs, as the nation's primary border
management agency, has had delegated to it by 40 other government agencies the
r‘spomibility for carrying out the laws and regulations of those agencies at
the border. Customs has a broad and diverse mission as contrasted to the
single mission of INS. Customs provides 60 percent of the staff making
inspections at land ports, and carries out the bulk of these inspections. All
of these inspections are one-stop, that is, Customs Inspectors implement all
agency requirements, including INS. It seems to us that it would be far
easier to train ‘custou Inspectors to absorb INS responsibilities at the
border, than the reverse. )

Transfer of primary inspection responsibilities to INS at land ports would
be highly disruptive of major programs such as Exodus and currency control.

It would require 40 different agencies to deal with INS concerning their
enforcement requirements, virtually doubling the amount of coordination
required since they would have to deal with two agencies rather than one.
Such fragaentation of responsibility in border enforcement would not make
sense.

Consider also the plight of the importing community at the many small land
ports on our Northern and Southern borders. Responsibility for inspecting
comeroial cargo transiting these ports would of necessity fall to the local
INS port director, who would be required to process merchandise trade now
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handled by an experienced Customs Inspector - Import Specialist team. Since
inspections would be made by INS, and entry documents would go to Customs, the
fragmentation of responsibility in processing this trade is apparent.

Customs responds to the requirements of other law enforcement agencies by
apprehending fugitives from jusuc;o. As a matter of fact, each year Customs
apprehends mora wanted felons than any other law enforcement arm in the
odintry. This is made possible by the training Inspectors receive, and by the
modern Treasury Enforcement Communications System (TECS), 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 files. By ocontrast, the INS Lookout Book contains 60,000 manual
entries, all of which are in the TECS data base. By training, number of
in-place staff, and enforcment support systems, Customs is far better prepared
to assume the primary inspection mission at land ports.

It should be remembered, too, that inspection of travelers for immigration
purposes is a straightforward procedure. Of the 180 aillion aliens who
present themselves for entry each year, no more than .3 percent are denied
permission as a result of border inspection. The dimensions of the illegal
imigration problem require much more enforcement capability between ports of
entry than at those ports. By placing primary inspection responsibility in
Customs at all porta, the nation would have a unified border management
systen, and INS would be able to concentrate its efforts on curbing illegal

immigrant &atnc outside the ports. - -
© In the Administration's proposal, 165 positions of the Customs Patrol
operating in and between land ports of entry would be transferred to INS,
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These specially trained uniformed and undercover operatives support Customs'
missions, especially narcotics interdiction and Exodus, and are an integral
and essential part of Customs' border enforcement strategy. Transfer of these
positions would seriously weaken the war on drugs at a time when it needs to
be stepped-up. We strongly oppose the removal of these specialized assets
from the narcotics and contraband mission for which timy were recruited and
trained.,

Clearly, consolidation of primary inspections at air and gea ports in
Customs is a step in the right direction. But the Administration's proposal
does not go far enough, and in fact, at land ports it is a step backward from
consolidated border management. Only 12 percent of persons entering the
country arrive at air and sea ports, the remaining 88 percent enter through
land ports. If real progress u to be made in protecting the vital interests
we have outlined, a single agency should have primary responsibility for all
ports of entry. Customs' mission is exclusively border managesent. It is
prepared to assume primary responsibility at our land ports, where it is
already doing the bulk of the job. ‘

.Theze would be far-reaching benefits to moving to a single border
nanagement agency. These benefits would stem from the ability to standardise
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 consolided and automated to
provide vast gains in facilitation, enforcement, and cost savings.

Combining the I-94 form with the Customs baggage declaration would
eliminate millions of forms each year. Airlines could be provided with
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collecting the second copy of the I-94 on the alien's exit from the country.
This would be a feasible way of gaining a reasonable degree of control over

aliens entering and over-staying their visas or violating the terms of those
visas.

In addition, with development of a machine-readable passport the primary
Inspector would no longer have to enter a TECS query and primary inspections
could be completed more smoothly and efficiently.

The consequence of not consolidating border management in a single agency
nationwide is not merely the continuation of costly and redundant systems and
paperwork. It means that govermment, industry, and the public will not
realize the bm?ﬂu and efficiencies that could be achieved through full
consolidation.

Lot me outline the Adminitration's specific plan, 80 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
comitted to inspection at air and sea ports, and 800 positions at land
ports. If the Administration's plan is spproved, Customs will sbeorb all but
214 of the NS positions at air and sea ports (including pre-clearance). The
214 positions wou;d be for INS secondary inspections. At land ports, INS
would absorb all but 426 Customs positions, which would be used for secondary

inspections.
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s wmn.d thus gain 638 positions from Customs at land ports. The
workload would not change. For the most part, the people doing the work would
not change. Essentially, there would be a swap of uniforms.

Customs would similarly gain 442 positions at air and sea ports. Overall,
there would be a net loss of 200 positions from Customs to INS, reflecting the
fact that Customs has a greater commitment at land ports. This information is
shown in Table 8, appended to our statement.

The plan for transfer of personnel calls for a freeze on movement into
affected units, the issue of specific notices to affected personnel, and a
mags transfer at a designated pay period. The plan states: “we expect to
transfer vacancies firat, volunteers second, and to f£ill the remaining
positions using appropriate transfer of function procedures.” However, it
also provides for placement or separation of affected esployees who decline
offers of transfer.

That is all the personnel plan says. It is incredible how little
attention was given by these high-level big shots to the massive human and
morale problems associated with such a wrenching change in their lives. You
can be sure, Mr. Chairman, that they are going to have to deal eventually with
this union and this union's representatives, and we intend to assert the full
legal rights of our members in this inter-service transfer.

We know that if Congress legislates a solution to this issue, as we
anticipate it will, this Subccamittes will be far more open to consultation
than our employer, the Federal Goverrment, has been to this point.

What budgetary savings are claimed for these transfers? Customs would
lose 638 positions and $24 million; however, these resources would be
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transferred to INS. By the same token, INS resources at air and sea ports
would be transferred to Custcms. The net effect: 0. The government claims
not a dollar of savings for its proposal!

The reason is that the proposal before us is a compromise, and was
deliberately labeled as such by OB when Treasury and Justice could not
agree. By ocontrast, the senior working group that developed opuan: for the
Cabinet Council's consideration produced five options, all but one of which
entailed budgetary savings.

These options were: 1) consolidate primary inspections in Custome; 2)
consolidate primary inspections in INS; 3) consolidate p:inuy inspections at
airports in Customs, status quo at all other ports; 4) consolidate primary
inspections at land ports in INS, status quo at all other ports; and S)
oonsolidate full responsibility for passenger inspections in INS and retain
responsibility for cargo inspection in Custoams.

Of these options, it is significant that the one with the greatest
savings, and therefore the most cost effective, was the first, consolidation
of primary inspections in Customs. According to Customs, Option 1 would save
973 staff-years and $27 million. INS disputed these figures by maintaining
that if Customs took over primary inspections, INS would require additional
positions for secondary inspections. However, this view was contrary to the
working group's assumption that, through proper training, no additional
resources for secondary would be required.

Customs performed a detailed study of the additional resources required at
each port of entry for full consolidation within Customs. It concluded that
with 518 additional pooitl:m and no additional overhead it could assume the

35-541 0 84 -~ 11
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primary inspection mission at all porta. These 518 positions are less than
half the amount presently expended by INS on primary inspections, 80 there
would be substantial savings from full consolidation within Customs. After
subtracting $10 million required to fund these 518 positions, the Working
Group estimated annual savings of $27 million from this option.

Later, Custoxs stated that it could assume the entire primary inspectional
nission with no increase in resources. This would make the annual savings a
minimm of $37 million, not counting future gains from streamlined procedures
and oonsolidation of support systems and other overhead.

In its study, Customs found that with only 286 additional positions it

could take over the entire inspectional mission at land ports. There would be
no requirement for additional overhead or support systems, which were already

in place. Customs would sisply abeord immigration inspections at considerable
productivity savings, in the same manner that it has taken on responsibilities
for 40 other agencies at ltho border.

By contrast, if the Adainistration's proposal is adopted, savings would be
zero and the nation would end up with two border management agencies. As the
draft Memorandum of Understanding between Customs and INS makes clear, INS
would not only have responsibility for primary inspection of persons at land
borders, but it would also have primary responsibility for all inspections,
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. INB will perform both primary and secondary
inspections to mset Customs' requirements with respect to casmercial cargo.
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At larger ports, there will be a Customs secondary to inspect and process
cargo. But the INS port director will have sole responsibility for primary
inspection of all traffic so Customs will lack on-the-srot wt!gquty to insure
control over cargo 80 that its requirements and I-.bou of other agencies are
met. This situation would be highly disruptive of narcotics, ocmmercial
fraud, Exodus and other programs Customs is charged with enforcing.

" Only at the largest ports (Detroit, Port Buron, Buffalo, Lewiston, and
Chasplain) would Customs continue to inspect commercial trucks entering
designated commercial vehicle primary lanes, and process all cargo.

The Memorandum of Understanding makes INS the exclusive authority in
dealing with the independent governing bodies that control 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 trucks across the U.S. border into the primary
or otherwise designated lanes. Without doubt, the Adainistration's proposal .
would continue to divide responsibility for enforcement at our land borders,

‘ and do 80 in a manner that is highly disruptive of existing Customs programs.

There would be costs to the business community as well. At the so-called
"saall ports” on the land borders, where Customs' presence is to be withdrawn,
the isporting community is rightly alarmed at having to deal with a new agency
for processing merchandise. Presently, Customs Inspectors are teamed with
Import Specialists for inspecting and processing cargo. Importers now face
the prospect of having to deal with two agencies, one for inspection and one
for entry processing. The teamwork and sharing of expertise between Customs
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Inspectors and Isport Specialists will be eroded by placing them in separate
agencies, and the importing commmunity will bear the burden of foul-ups and
lack of communication between the two agencies.

The Administration's proposal also perpetuates wasteful duplication
between Customs and INS. Under the Memorandum of Understanding, each agency
maintains responsibility for its existing enforcement support system (TECS for
Chstoms and Service Lookout Book/Central Index for INS), and each agency is
authorized to continue to develop systems that will enhance primary

T inspection.. This duplication would be avoided if primary inspection at all
ports were consolidated in a single agency. Moreover, INS presently lacks an
automated system except at one airport, so making Treasury the single manager
for enforcement support systems is an obvious solution.

Let me nw recapitulate the arguments for consolidation of primary
inspections entirely within Customs.

o0 First, Customs is the nation's principal border management agency. It
carries out responsibilities for 40 other agencies, and can do so for

INS,- There should be a single agency charged with border inspections. _
0 Second, Customs is better prepared than INS.to do the job. It has more

Inspectors than INS at all ports of entry. It is now performing 60

percent of all immigration primary inspections.

0 Third, border 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 countar are aliens crossing between ports of

L
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entry ;u overstaying their entry visas. The Grace Commission Report
makes this point when it states:
et o g kb A P et
::Ag.mc::.sim only by 2 percent, although its inspection staff
Pourth, consolidation within Customs is the most cost-effective of the
options available, with minimm savings of $27-37 million annually,
4 according to data developed by a senior working group chaired by OMB.
Fifth, there is a large potential for future savings through streamlining
forms and procedures, new technology, and new enforcement and facilitation
techniques. The potential saving is less if consolidation extends to air
and sea ports alone, which handle 12 percent of traffic, or if
consolidation is divided between Customs and INS as in the
Administration's proposal.
Sixth, consolidation within Customs will, during off-peak hours, provide
additional staff for cargo inspection, thereby strengthening narcotics and
commercial fraud enforcement programs. INS claims that this is off-set by
its loes of capability to process aliens' claims and other adjudications
which are processed by Inspectors during downtime, but its own studies
have shown that distributing adjudication workload to ports to fully
utilize Inspector downtime is an inefficient means of processing such
workload.
Seventh, Custoss has automated enforcement support systems, including TECS
and intelligence support, in place and a long track record of developing
such systems, vhereas DN has little or no such experience.
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o Eighth, oconsolidation within Customs is the least disruptive and easiest
to inplement because it maintains continuity with 40 other Federal
agencies whose border interests Customs represents, and it does not
require carriers, port operators, and the business community to deal with
two agencies instead of one.

0 Ninth, overtime costs to the govermment would be reduced by an estimated

" $1.5 million per year through carrier reimbursement of inspectional

overtime.
© Tenth, immigration inspection is a straightforward process which Customs

Inspectors are already performing; they can more readily take on '

immigration ;wum than having INS becoms involved in merchandise

inspection, narcotics enforcement, Exodus, and the requirements of 40

other agencies. - ‘

The obverse of these points is that consolidation in INS would be an
unrealistic solution. It would fragment total border inspection
responsibilities to an even greater degree, double the.need for coordination

_for the 40 agcnczu requiring border support, give I8 extensive new

responsibilities which it is ill-prepared to absorb, and reduces narcotics
enforcement at the worst possible time. It would reduce efficiency by
maintaining redundant enforcement support systems, requiring the public to
deal with too large border agencies whoee interests may often conflict, and
reducing the ability to shift resources between passenger and cargo
inspection. When ons considers the massive illegal immigration problems
between ports of entry, and the major new tasks INS will confront if
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Simpeson-tazzoli is enacted, it becomes clear that consolidation in INS would
be urwise. The nation needs a single border management agency, not two.

Nevertheless, INS has opposed consolidation within Customs. INS has
argued that this option would: 1) fragment immigration procedures between two
agencies and thus weaken immigration control at a time when document fraud is
pervasive) 2) give Customs primary control of 61 percent of travelers who are
aliens and should be under INS control; 3) require increased staff for INS
secondary inspections resulting from more secondary referrals when Customs
Inspectors perform primary inspections; and 4) require increased staff to
process adjudications if primary inspectors cannot be utilized during downtime.

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 are aliens, Customs has an interest in 100 percent of them
from the standpoint of narcotics, agriculture, public health and other .
enforcement requirements. Given that in excess of 500 experienced INS
Inspectors would voluntarily transfer to Customs, and Customs Inspectors would
receive additional immigration training, there is little basis for presuming a
sharp increase in secondary referral. Finally, since consolidation could take
place with little or no shift of funded positions from INS to Customs, INS
would be left with sufficient positions to discharge its adjudications
workload.

The Administration'’s proposal is a half-way house resulting from OB's
decision to opt for a compromise rather than impose a solution on the Attorney
General. When one considers that 88 percent of all travelers and a large
volume of our foreign trade crosses the Canadian and Mexican borders, there is
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an instant realization of how foolhardy this course would be. Let me

summarize the principle points. This course would:

o Undermine narocotics interdiction by fragmenting responsibility between two
agencies)

o Re;lulte nB’to take on responsibility for enforcing requirements of 40

different agencies, a mission for which it has no experience and is

i1l-prepared; -

0 Require the importing community at all but the largest ports to deal with
INS ag well as Customs in processing commercial cargo;

0 Achieve zero budgetary savings, and probably cost the government money by
retaining two separate enforcement support systess;

-0 Create far greater disruption at land ports by giving the mission of
Qustoms, a multi-function and service agency, to a single-aission agency,
INSy

o Fail to recognize that Customs is already processing 60 percent of the
imaigration workload at land borders; and

0 Preclude achieving the long-range savings that would flow from full
consolidation in a single border management agency.

On behalf of the employees of the U.S., Qustoms Service, I strongly urge
the Subcommittee to reject the Adainistration's proposal to assign primary
inspection :emibui\ty to INS at land borders, and to opt instead for full
consolidation within Customs at all ports of entry. The times demand a single
U.8. border inspection agency. This will permit INS to concentrate on the
crux of the illegal immigration problem, movement between ports of entry and
overstaying entry permita. This Subcomaittee can strike a blow for both
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stronger enforcement of the narootics and trade laws, and stronger ismigration
control, by adopting our proposal.

Mequacy of Inspectors at Ports of Entry . —

.

According to the U.S. Travel Data Center, visitors from abroad contribute
mbdie than $12 billion annually to the United States economy, generating over
$1 billion in Pederal, State, and local tax revenuss and supporting 320,000
jobs. We have a national policy of encouraging foreign visitors to this
country. This has led in recent years to the rapid growth of passenger
arrivals at our land, sea, and air ports of entry, visibly taxing Customs’
capabilities. Foreign visitors are now coming to the U.8. at the rate of 20
million a year, about 8 million from overseas and the remainder from Canada
and Mexico. ‘

This country has too much to lose by imposing roadblocks to the expansion
of our tourimm industry. Yet, as any visitor to our international air
terminals and many other ports knows, even during peak hours many Customs
processing lanes are closed for hck_ot staff. wWhat i{s more, many cities and
" regions are seeking to participate in the growing tourist trade by becoming
international gateways, and the inability to provide sufficient Customs
Inspectors to staff these new facilities is painfully spparent.

The U.S. market share of international tourism has been falling in recent
years., According to the Travel and 'lbuti.a Goverrment Affairs Policy Council,
the United States now gets only 8 percent of foreign tourists. A principle
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deterrent, according to the Congressional Tourism Caucus, is the long Customs
lines that greet foreign visitors.

This situation can be traced directly to the Reagan Administration's
short-sighted budgetary policy. The mumber of Customs Inspectors in FY 1984
is almost 100 less than in FY 1981, and in FY 1985 the Administration is
calling for a further cutback of 452 Inspectors. This proposal comes at a
cimmmu:nmnmuuon, after a thorough survey, found that a
ainimm of 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 Inspectors for the ports of that
State. Were it not for the econcmic crisis afflicting Mexico at the present
time, and drying up much of the tourist traffic, the situation in the
Southwest would be much worse than it is at present.

At several international airports, Customs has introduced a new passenger
clearance system, known as Red/Gresn. The theory behind this system, which
Customs seems tO be touting as the wvave of the future, is that by giving
passengers the opportunity to self-select either the green lane (no Customs
items to declare) ot the red lane, passenger facilitation is improved without
reducing enforcement. The system is augmented by roving Inspectors who
monitor passengers both in primary lanes and baggage areas, and who may
designats individuals for immsdiate by-pass or for detailed secondary
inspection.

This system, like many Customs has introduced in the past, might work if
sufficient numbers of Inspectors were available. For any system to work,
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there must be adequately staffed primary lanes and an adequately staffed
secondary. In the Red/Green system, there must be sufficient mmbers of
Inspectors to conduct primary inspection of passengers selecting green lanes,
as well as red lanes.

To start with an insufficient number of Inspectors, an inadequate
secondary, a few rovers, axi a handful of green lanes where passengers are
whisked through with only cursory examination because to do otherwise would
create a log-jam or a riot, is simply non-enforcement disguised as
“gelectivity”. Customs management is insisting that putting passengers on the
honor system, with inadequate prhuy'and secondary inspection, and general
mrviaionbyahwrovhug Inspectors is the answer to clearing the terminal
before the next wide-body jet comes in. The gain in passenger facilitation is
much approved by the airport opeutoﬁ and carriers., It is only our country
that suffers from lack of an effective deterrent against drug smugglers,
terrorists, and criminals of all types.

You have been told again and again that selectivity is the answer, and I
expect you will be told repeatedly that Red/Green is the answer. But I am
here to tell you, on behalf of our Customs Inspectors that you are being
deceived. These systems are a pretense that enforcement still exists, when it
is being discarded. The only answer to adequate facilitation and enforcement
is to provide an adequate staff.

Our Inspectors are doing a splendid, courageous job. The trouble is there -
are not enough of them. Customs touts their seizures of narcotics and other
contraband as proof that enforcement ha{mt flagged. This pcaise is

-
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merited. But Customs management ahould come clean and tell the full story,
wvhat is not being intercepted, what is getting through.

1'd like to read a brief passage from a letter ocur New York Chapter
recently wrote to Customs management officials:

*On Tuesday, October 25, 1983, twelve Inspectors faced 1,447
passengers on one side of the Pan Am terminal. The passengers all
arrived within 25 minutes. Once again, Inspectors refused to risk
generating a riot and succeeded by ignoring their jobe.®
So much for selectivity and Red/Green. We trust the Subocormittee will

ignore these delusions and approve our recommendations for additional Customs
Inspector positions.

Mequacy of Inspectors for Commercial Praud Enforcement

The vast amount of commercial fraud designed to evade tariffs or quotas,
to avoid anti-dumping or countervailing duty penalties, or to procure entry of
counterfeit products has been amply documented by the Oversight and
Investigations Subcommittee of the House Energy and Commerce Committee. The
loss to U.S. firms from counterfeit products alone has been estimated by the
International Trade Commission as $6-8 billion annually. Much of this loss
could be prevented if adequats numbers of Inspectors were available to inspect
commercial cargo at our ports of entry.

One of the best indicators available of the adequacy of cargo inspection
is the rate of inspection of containerized shipments. Large containers now
account for morze than 70 percent of U.S. seaborne commerce, and are a growing
proportion of air and surface shipments. In ¥Y 1980 Customs performed a total
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of 81,234 inspections on a total of 2,800,000 arriving containers, for an
inspection rate of 2.9 percent.

Since that time, the inspection rate has fallen as Customs introduced
"selectivity” in cargo inspection through the ACCEPT program. AOCEPT, which
stands for Automated Cargo Clearance and Enforcement Processing Test, is
another area where Customs is moving headlong toward adoption of a new
inspection system without proper evaluation of the impact on enforcement. The
idea behind ACCEPT is that since Customs can make only a limited number of
inspections, these should be concentrated on "high risk® shipments where the
pay-off is potentially greater for the resources expended. '

The 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 checked, as ACCEPT attempts to do, without a great deal of data oollection
and construction of protii.u of the characteristics of "high risk" shipments
and "high risk® importers. There is no evidence that Customs has collected
this date and constructed the profiles, let alone tested them. What we can
expect from this system is "garbage in, garbage ocut". The system will do a
less than adequate job in guiding Inspectors to the shipments that need
checking.

8ince there are too few Inspectors, ACCEPT is a rationalization for
performing fewer and fewer inspections while commercial fraud mounts. Once
again, Customs contends that enforcement has not suffered, pointing to the
results obtained from the efforts of Inspectors and Contraband Enforcement
Teams. But the House Commerce Committee's hearings on the volume of
commercial fraud have reduced this claim to tatters.
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The fact is that a certain level of inspections are required to provide a
sufficiently high probability of interception of illegal shipments: When
staff is insufficient, the limited number of inspections may indeed produce
results, but when those results are extended over the entire population of
shipments, they demonstrate that a massive amount of illegality is mot being
caught. Customs' use of "selectivity" is simply a rationalization of the
circumstances in which it f£inds itself lacking an adequate staff to do an
effective job.

NTEU has conducted an analysis to determine the magnitude of the shortage
of Inspectors in containerized cargo processing essential to coomercial fraud
enforcement. Our analysis shows that in order to raise the number of
inspections to 105,000 per year, 483 additional Inspectors would be required.
Even 80, only 3.5 percent of all containerized sbimnu would be inspected.
The NTEU analysis is presented for .tht“ different enforcement levels in Table
4, appended to our testimony.

Many containers proceed in-bond to Customs bonded warehouses. Last year,
Customs removed its physical presence fram the bonded warehouses, in effect
placing the warehouse proprieters on the honor system. At that tixme, we urged
the Subcomaittes to halt this program, arguing that the potential for fraud,
abugse, and scandal is huge. Our fears were axply borne out by the findings of
the Oversight and Investigations Subccmmittee of the House Energy and Commerce
Comittee. That Subcommittee has now urged re-establishment of the Customs
warehouse program. We fully support this move, and urge you to authorize the

required resources.
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muwwuamuum system, with a central computer
designating to the Inspector which shipments are to be inspected. In many
ports, however, a computer hook-up is not available, or may not be
functioning, so a "manual® ACCEPT has been instituted. This means a
headquarters supervisor designates the inspections to be made. From the
standpoint of enforcement, both computerized and manual ACEPT are utterly
piony and untested systems. Their principle effect is to limit the-number of
inspections, thereby speeding the flow of merchandise from docks to warehouses
without inspection, greatly multiplying the opportunity for commercial fraud.

In order to implement ACCEPT, Customs has had to rewrite 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 Secretary of the Treasury to provide, by
regulation, that a lesser number of packages may be examined when, in his
opinion, the examination of a lesser proportion will amply protect the
revenue. This provision allows the Treasury Secretary to reduce the number of
inspections required, but not to totally abrogate the requirement for minimm
inspection contained in the law. However, on September 10, 1981, Customs

issued a regulation which allows the release of merchandise with no inspection
at all.

Last year, we called for public hearings on ACCEPT and the related Customs
regulation of September 10, 198l. We also urged this Subcoln.ltuc to bar any
funds for implementation of ACCEPFT until this panel is satisfied that the
public interest is protected by adequate physical inspection of incoming
©cargo. As‘tor protection of the revenue, we wish to note that last year,
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despite a 13 percent increase in dutiable merchandigse entries, Customs
receipts declined by $200 million. The Bouse Commerce Comnittee has expressed
similar skepticism about ACCEPT.

We again strongly urge the Subcommittee to act on this important matter.
We urge hearings on ACCEPT, and barring of any funds for further
implementation. We alsc urge approval of additional Inspectors for cargo
inspection and commercial fraud enforcement, as contained in NTEU's
alw:nauvc_budgot. We wish to point out that the House Energy and Commerce
Comittee likewise recommended additional Inspectors for this task.

Operation Exodus

Operation Exodus was initiated by Customs in late 1981 to step-up
enforcement of the export control laws. The FBI had discovered a pervasive
pattern of activity by Soviet agents to obtain American technological secrets
by means of bribes and other enducements. Their targets were lasers, fiber
optics, computers, and tslecommunications equipment.

The Senate Permanent Investigations Subcommittee after a two-year inquiry
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 technology to
modernize and speed the development of their weapons systems. Such advances
require responses by our own military establishment, and this increases the
size of our defense budget.

As a CIA report on this subject explains:

*It is clear that the Western military expenditures needed to
overcome or defend against the ajlitary capabilities derived by the
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acquisition of Western technology far outweigh the West's earnings
from the legal sale to the Soviets of its equipment and technology.®

Recently, Operation Exodus has scored some notable successes,
including preventing a cosputer which had been licensed improperly for
shipment by the Commerce Department from reaching Soviet hands; and the
arrest of five persons, including two Chinese citizens, on charges of
usyim to smuggle to China electronic equipment that can be used in
niisih guidance systems. ) »

Despite the importance of this program to our national security, the
Aainistration has proposed cutting it back by $5 million to a $16
aillion funding level. We believe that a0 soon after the program has
begun to bear fruit, reducing it to a token level would be imprudent. We
urge the Subcommittee to reject this cut, and going further, provide the
resources for an adequate export control program. .

Wwe would like also to point out that there is a turf battle brewing
between Customs and Commerce which is seeking a greater enforcement role
in this area. We strongly recommend that the Subcommittee look into this
matter and ensure that wasteful dupuca;on of funds and effort is
avoided. -

Inspectional Overtime

Inspectional overtims has become a critical resource for meeting

" Customs'growing demands for clearance of passengers and cargo. For
nearly a decade, a virtually static inspectional force has had to process
a growing mumber of air travelers and cargo shipments. With its

35-541 O 84 -- 12
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workforce limited by OMB personnel ceilings, Customs inspectional
overtime expanded to fill the gap between workload and resources.

An Inspector with overtime earnings of $15,000-$20,000 a year works
an m’—::;;;;; hours a week, 52 weeks a year. A 1981 Customs study of
overtime showed that, in addition to a normal 40-hour week, the average
Inspector is required to work three of every four Sundays, one Saturday
pL month, and seven week-day overtime assigrments per month. The
requirement for this overtime is driven by the demand of carriers for
Customs inspectional services during other than normal duty hours of the
port. Because of the growing workload and limited staff, it is evident
that an extensive comitment to inspectional overtime is essential if
Customs is to accomplish its mission.

Por Inspectors to make themselves available sud3 long hours,
particularly on Sundays and holidays when other citizens are vacationing,
adequate monetary incentive must be provided. The most recent data
collected by Customs shows that Inspectors are earning, on the average,
2.1.times the regular rate of pay on Sundays and 2.4 times tbezogﬁur
rate on the other 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 of the Inspector. The study also confirms
that the average Inspector works 7 hours on each Sunday assigrment, and

AN EVerage of 8 hours if holidays are included in this figure.

We are convinced that the frequent call-backs, the late-night hours

spent away from home, and the physically demanding nature of inspectional
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duties justifies the present rate of overtime pay. Moreover, these rates
of pay conform with the prevailing overtime rates in the private sector,
which normally establishes double time premiums for call-back and night
work, and where the typical practice is triple time for Sunday overtimm
and double time and one-half for holiday work.,

Nevertheless, the Adainistration has reccamended a joint Customs/INS
inspectional overtims bill which would establish the rate of pay for
inspectional overtime essentially at time and one-half. He believe such
provision would not only be unfair to Inspectors, but would reduce the
incentive to continue to work long hours at a time when the Service is
stretched thin and already lacks adequate staff. Such proposals only go
to show how insensitive and callous this Administration can bs. We would
like to offer those who helped prepare this proposal the opportunity to
work with a Customs Inspector for just one day at one of ou: airports.
We believe they would begin to question the desirability of perpetrating
this outrage. We urge the Subcomittee not to be deceived by their
specious claims, and to firmly reject any attespt to modify the rates of
pay specified in the Act of 1911. -

We also urge the Subcommittee to remove the $25,000 cap on Customs
Inspector overtime earnings. The overtime cap has long outlived its
usefulness. |

Proponents of the cap claim to be acting in the employee's interest
but limiting the amount of overtime Inspectors could be compelled to
work. However, the overtime cap had exactly the opposite effect and
coopletely eliminated the voluntary aspect of overtime. This is because
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Mxe are required to rotate ovech;- assigrments so that the
earnings of all can be equalized.

Prior to isposition of the cap, Inspectors wic able to work out an
allocation of overtime duty which took into account their personal

-needs. Inspectors who wanted to earn more money and were willing to
sacrifice their free time or work late at night volunteered for overtime,
while Inspectors who had family obligations or other comitments did
not. And although this system lead to an imbalance in earnings, morale,
efficiency, and productivity were greatly enhanced,

e strongly believe that employees willing and able to work overtime
without foregoing family obligations should be permitted to do so, and
that the burden of forced overtime should be minimized. Morale at the
workplace is fostered by allowing individual preferences to play a
greater role in the assigmment of ovcxt.:tm, not by a rigid policy of
equalization of earnings.

For the past two years, Customs itself has urged Congress to remove
the overtime cap., Treasury Department officials have testified that, in
addition to costing $1 million a year to administer, the cap is
preventing Customs from properly ‘allocating its limited resources among
ports experiencing different rates of growth. It should also be noted
that over 50 percent of all overtime is reimbursed to the government by
the carrier which requests clearance after normal port hours.

Last year, Customs asked for administrative flexibility in use of the
cap, stating that it would save the government money. The delegation of
authority to waive the cap was granted by Congress. We submit that the
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time has come to remove the cap completely, in favor of Customs internal
controls. We strongly urge _t.he Subcormittee to adopt this course of

action,

TARIFF AND TRADB

]

The importation of foreign merchandise into this country now stands
at the highest level in history. In the seven-year period between 1976
and 1983, merchandisc imports doubled. In 1965, 4.3 percent of
manufactured goods were supplied from abroad. By 1980, this figure was
13.5 percent. ’

The U.8. merchandise trade deficit stood at $42.7 billion in 1982,
rose to $69.4 billion in 1983, and could reach $120 billion this year
according to econcmists. The change is mirrored in the fierce
competition experienced by U.S. industries. In 1965, the U.S. exported
five times more machine tools than it imported. It now imports more than
twice what it exports. U.S. motor vehicle parts suppliers had a positive
trade balance of $2 billion in 1980, and a -$1.5 billion in 1983.

In consumer electronics, textile machinery, industrial fasteners, and
footwear, imports are now 50 percent of consumption and rising at 13-26
percent per year. Steel imports are now 20 percent of consumption and
growing at 10 percent a year. In basic steel, 200,000 jobs have been
lost since 1978. '
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According to a recent Data Resources Institute (DRI) study, virtually
every U.S. industry has suffered from a major worsening of import
penetration. A large segment of American industry, 60-75 percent by some
estimates, must now compete actively with firms based abroad either in
world markets or at home, according to former Treasury official Fred
Bergsten. .

DRI estimates that the decline in U.S. manufacturing due to imports
will cost up to 2 million jobs this year. The attendant loss of
manufacturing capacity is "de-industrializing® the nation's econcaly.

Said DRI:

"A nation that casually surrenders leading industrial positions
through policies of neglect will find it difficult to stage a
comeback, *

These developments pose large issues of public policy that relate directly
to Customs' commercial trade law enforcement. As Chairman John Dingell asked
the Bouse Energy and Commerce Comittee:

*Is it feasible to rebuild the so-called smoke stack industries,
such as steel, if domestic manufacturers cannot be protected against
uhfair competition from dumped imports? And...

*Is is realistic to count on continued high capital investment
and resulting economic expansion in the high technology sector if the
fruits of the costly research spending are stolen by foreign
competitors?”

Conmercial fraud embraces a host of illegal activities aimed at
circumventing our trade laws, such as misclassification of merchandise to
evade tariff or quota, evasion of anti-dumping or countervailing duty
investigation, false labeling, document forging, and product counterfeiting.
With lax commercial fraud enforcement, the dice are loaded against American
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industry. Effective commercial fraud enforcement is not a protectionist

It is a matter of jugtice, requir r enfor t of
lavs. -

In this area, Customs has been exposed in recent months like the emperor
with no clothes. The scandalous lack of Ismport Specialists, who atl the
backbone of Customs' trade law enforcement, has prevented the proper review of
etry documentation for half the merchandise entering the country. Coupled
with this is the inability to inspect all but a tiny fraction of the cargo.

In a headline story by the Media General News Service last year, U.S.
trade officials who declined to be identified stated that Japan and other
countries are illegally shipping hundreds of millions, and possibly billions,
of dollars in imports annually into the United States past the Custons
Service. One U.8. trade official said Customs could assess fines against “one
Japanese trading company a week if they had the resources®™. Customs' new
commercial fraud program is catching only a miniscule p:opoition of violators,
according to these sources. )

Customs has tried to cover up its failure by launching a stepped-up
compercial fraud program, Operation Trip-Wire, but the tml.augnn of the
Oversight and Investigations Subcamittee of the Energy and Commrrce Committee
show that effort to be nothing more than a f£ig leaf. Called on the carpet by
his business constituency, the Custoos Cosmissioner has cranked up new
programs == now for W, now for steel, now for electronics.
Unfortunately for Mr. Von Raab, he can run but he can't hide.

If Mr. Vmwwmctoniuhadﬂ;wnumepﬁum fighting
Treasury and OMB for a :&uuu:: Customs budget for commercial fraud
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enforcement as they are in starting new programs with fancy nan;a to pretend
they are making progress, our nation's economy would be far more secure than
it is today. It is interesting that when Customs set up its Commercial Fraud
Enforcement center and regional enforcement teams, the individuals it-called
upon were the Import Specialists -- a group it has downgraded, reshuffled,
decimated, and demoralized for the past four years. Suddenly, it seems,
Clstoms management is relearning that the backbone of commercial operations is
the ﬁport‘Spocmut.

NTEU has brought the growing shortage of Import Specialists relative to
rising entry workload, and the disastrous policy of "by-pass® by which Import
Specialists do not review 50 percent of entries, to the attention of this
Subcammittee for the past four years. The dimensions of the problem have now
become painfully obvious. Relative to uitad;i'a attenpt to acquire design
information and component parts of IMB's latest generation of business
computers, Chairman Dingell wrote Chairman Roybal last year:

Btoefuly Tk Py

beieved to be stolen IBM component ts, which were the size of a

go::.u- umi:.ma:tmobw;nhm, the Hitachi officials stated that U.S.

Just reocently, the U.8. International Trade Commission and the House
Oversight and Investigations Subcommittee both released reports on the
flood of counterfeit products entering the U.S. market. The ITC said
that counterfeit goods cost U.S. companies $6-8 billion a year and the
loss of 131,000 American jobs. The House Subcommjttee said that the U.S.
auto parts industry estimates that it loses $3 billion in sales each year
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because of counterfeit products and that "dangerously substandard parts"
for heliocopters have been faked. Said Chairman Dingell:
"Any Amsrican who drives a car, flies in an ajrcraft or depends

upon a wide range of medical devices, pharmaceuticals, or personal

Sangecous fotelgn comtertelt producta.s o o ianard end

Calling funding for the Customs Service "woefully inadecuate", Mr. Dingell
spid that "the decline in this ocountry's international competitiveness is due,
at least in part, to inadequate policing of our laws against illegal and
unfair foreign trade practices.” The Reagan Administration's budget plan to
cut the number of Customs employees is "a form of fraud against the American
worker and consumer.® The Chairman has recommended a $29 million increase
above full restoration of the cuts.

Shocked into action by Customs' inability to deal with a torrent of
fraudulent imitations, many companies have hired their own investigators.
Undercover vitnesses at the Dingell hearings told how U.S. electronics
technology is stolen, copied and exported back to this country. Apple
Computar investigators identified-one plant in 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 which had been shipped concealed as machinery was seized. The U.S.
manufacturer of “Cabbage Patch dolls"™ led Customs to the importer of
counterfeits which were unsafe by U.S. standards for flammability. Such
efforts a}o a measure ot' the cost to U.8. industry of dealing with a problem
that Customs lacks the resources to cope with.

Steel fraud is pervasive. The Chairman of the Steel Caucus, Senator John-
Heinz, told the Dingell committee that there are currently 40 active cases of
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steel import fraud under investigation. Describing the lack of physical
facilities at U.S. ports for detecting fraud, and lax enforcement resulting in
only mainor slaps on the wrist, Senator Heins concluded that: -

"Investigations procesd at a snail pace, fines are
inconsequential, convictions rare, resources shrinking and the
deterrent nill, Our government has unwittingly issued an invitation
to 'fraud without fear'”.

.. Senator Heinz pointed out that Commarce sicretu:y Baldridge had stated
that aggressive enforcement of our trade laws could limit steel imports to 15
percent of the U.S. market, Customs' resources are inadequate to the task,
and:

"Customs has compounded the problem by proposing a program to
drastically reduce the manpower levels of Import Specialists at the same
time it has proclaimed import fraud as an area of renewed esphasis.
Isport Specialists are essential to fraud detection and they need
addiuaa}nmo:t. not 1lip service. And they certainly do not need
cutbacks. .

This view was echoed by the Dingell comaittee which said:

"when faced with the problem of unfair trade practices which
result in a substantial loss of revenue to the goverrment, the agency
has agparently chosen to reduce entry document scrutiny rather than
increase personnel.”

The Dingell committee also faulted mis-utilization of Isport Specialists
vhich led to loss of expertise.

"Certain ports, notably Chicago, 'havo adopted a system of
rotating the Import Specialists' commodity assignments, thus reduc
vhatever expertise may remain....In one port vigh a very large

reduced to three. In addition, one was given
of monitoring apparel imports for most of the world after only one
week's training. In another port which handles a large volume of
an Import Specialist with only a few months of experience and

virtually no expertise in steel was given that commodity line....Part
system is the ‘'by-pass' program, under which the entry

are not reviewed at all. There is great pressure on
district directors to increase the mumber of entries on 'by-pass'.
'By-pass' guidelines are built into the performance evaluation

g
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requirements for Imort. Specialists in some ports. Even where they
are nhot, the 'by-pass' goals often exceed 70 percent of all entries
of non-restricted merchandise. To me, this would appear to be a

" license to steal.”

On bshalf of the Import Specialists of the U.8. Customs Service, I am here
to tell you that Mr. Dingell is dead right. Customs management seems
determined to destroy the priceless expertise of the small corps of Ismport
s?.cmuu who are the nation's principle defense in these difficult times.
By‘ failing to-fill Isport Specialist vacancies, cutting off Import Specialists
from the trade community by centralizing them at only a few ports, downgrading
their role through by-pass systems, and introducing "isport generalists® and
*industry import specialists", Customs is gradually destroying the talent and
expertise upon which the nation must depend to detsr and prevent commercial
fraud, =~ .

Two examples are the so-called "centralization of appraisement” and
automated broker interface (ABI). Customs has once again come forward with a
plan to close, or reduce the number of Isport Specialists assigned to, many
"sppraisement” (Commercial Operations) offices around the country. Such
action would not only have a drastic impact on the business community, which
relies upon face-to-face contact with Isport Specialists, but it would also
reduce the mumber of visits to importers' premises which are important for
proper classification and value decisions, and correction of broker errors.
The 7,000 or 8,000 visits to importers' premises made by Import Specialists
each year alone produce enough revenue to finance the entire Import Specialist
payroll. Moreover, being based at ports of entry enables Import Specialists
to team with Inspectors as at powerful deterrent to commercial fraud. All
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told, Customs has proposed 23 locations for centralized appraisement or
reduction of Import Specialists in FY 1985, '

Last year, Congress rejected this Customs plan and barred the use of funds
to implement it. We astrongly urge the Subcommittee to legislats a permanent
prohibition this year.

The automated broker interface (ASI) allows Custom house brokers,
répresenting importers, to electronically transmit data to Customs. The
systen is in use, or planned for use, at New Orleans, Buffalo, Houston,
Philadelphia, and Baltimore, with plans for expansion natiorwide. Import
Specialists have always strongly supported sensible automation :tto:ta iR the
past, but in view of Servicewide by-pass requirements and continued high rates
of broker errors on entry documents, most of which favor the importsr, they
fear that this new system will not provide adequate acope or judgment 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 illustrate, if a broker doesn't enter the right tariff classification,
and the merchandise is of a type that requires supnng to determine
.adnissibility, samples won't be taken and the product will enter. On by-pass,
the Import 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 percent duty. If the broker's clerk makes an
-error, and only a Customs clerk reviews the entry under by-pass, the scope for
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error is obvious. In the past, scissors have been invoiced as hand tools.
Sugdl is invoiced as cookies; the entry for cookies is by-passed, but sugar is
under quota.

Customs management objects to pre-entry review by Import Specialists of
brokers' documentation. But this practice gives the Import Specialist the
ability to correct errors in classification and value, and ensure accurate
trade ‘statistics are reported to the Census Bureau.

There have been many studies and tests by Customs which have documented
- various broker error rates, normally averaging about 30 percent.
Nevertheless, Customs does not seem to have developed ABI with quality control
in mind. The problem is compounded by the by-pass system. The Dingell
comnittee drew attention to this problem by recounting a test made by Customs
last year.

"Last spring, an experiment with 100 percent by-pass was carried
out in the Chicago district. For 30 days, all entries of

non-restricted merchandise were accepted as sumitted. The Import

Specialists then had 30 days to review these entries. Under the

preasure of a doubled workload, the error rate uncovered was 21

percent. EBven more important, Customs brokers and large importers

had been officially notified of the test, thus skewing the results

toward fewer errorg. Moreover, 35 percent of all entries were on

by-pass, and these were excluded from the test. The governmen
collected 81.500 000 in duties that would have been lost under 100

percent by-pass.”
> The solution to these difficulties lies in 1) ensuring an adequate
nunber of Ieport Specialists, 2) upgrading their role and maintaining
their expertise, 3) distributing them more widely among the business
community rather than centralizing them in fewer mm, 4) reducing
the by-pass rate to an acceptable level, 5) ensuring that Import

Specialists review all entries to determine whether by-pass should be
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made, 6) a.uocat;a\ of sufficient Import Specialist staff-years for
pre-entry review and adequate quality assurance, and 7) consulting with
Import Specialists before planning further development of the Automated
Commercial Systea (which includes ABI) so their collective expertise can
be brought to bear in shaping this new system.

NTEU has completed two new studies of the adequacy of the number of
Iiport Specialists to process the growing ﬁtry workload and to deter
coammercial fraud. The first analysis is presented in Table 3, appended
to our testimony. It shows that while the number of merchandise entries
will double from three million to six million between 1975 and 1985, the
number of Lmport Specialists will decrease from 1,262 to 1,042 at present
funding levels, and to 875 if the Administration's budget is adopted.

§Aummg an average annual rate of productivity growth of 4.3 percent per -
year, the nusber of entries each Import Specialist would be capable of
processing in 1983 would be 3,900 entries. Dividing this into the entry
workload yields 1,535 Iamport Specialists required as a minimm adequate
staff, which is 500 positions above the present level.

At the request of the House Energy and Commerce Committee, NIEU also
developed estimates of the mmber of Isport Specialists, Customs
Inspectors, and Special Agents required for adequate enforcement and B
deterrence of commercial fraud at three differenct enforcement levels. o
The results of this analysis are shown in Tables 4 to 7, appended to our
statement. Table 5 shows the mmber of Isport Specialists required when -
the rats of by-pass is 20 percent, 25 percent, and 35 percent. For 20
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percent by-pass, 1,400 Isport Specialists would be required, or 358 above
the current level. ’

The average rate of revenue return per appropriated dollar throughout
the Customs Service is $17 to $1. Assuming a marginal rate of return of
just half this amount, the additional revenue that would be produced by
358 more Import Specialists would be $161,500,000. .

* NIEU believes that Congress should establish as a goal an additional
S00 Import Specialists, to be attained over a three-year period. Last
year, 150 additional Import Specialists were authorized, ‘but: 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 level for Piscal
Yoar 1985.

TACTICAL INDERDICTION

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 include air
and marine interceptions, covert operations, participation with
contraband enforcement teams in cargo enforcement operations,
participation in Exodus and commercial fravd task forces, and use of
mobile strike teams tO respond to smuggling activities.

Special action units of tht Customs Patrol are designed to ferret out
activities which evade normal Customs processing. These special action
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units posseas unique knowledge of cargo movement and documentation,
vessile search and surveillance procedures, emggling and other criminal

- techniques, and ability to operate from aircraft, ship, and surface
vehicles. They work hand in glove with other elements of Customs,
spanning the gap between inspections and investigations.

As we have previously stressed, Customs ?at:ol Officeers at land
pdorts of entry are specially trained to support the Customs mission. The
Administration's proposal to transfer 165 of these positions to INS would
gravely weaken narcotics, Exodus, and commercial fraud enforcement »
efforts. These specialized resources should be left within Customs, and
we stzon;l.f u—:gct;n Subcommittee to bar their transfer.

Last year, the Commissioner of Customs testified before the Selsct
Committee on Narcotics Abuse and Control on the serious threat of
narcotics smuggling by ship in our coastal areas. The Commissioner
stated, "The threat we face in the marine area is again tremendous, it's
one particular area where we are going to try and beef-up our resources.®

- - We were therefore surprised to see that the Customs Tactical
Interdiction tunctio;l. and particularly the marine program, are scheduled
for cutbacks totalling 32 positions and $1.8 million. According to
Customs, this reduction will be achieved by a more selective rumber of
special operations, utilizing them to o;xba: only the moet critical
enforcement problems, and by organizational realigrnments.

We believe that in view of the major drug threat, and the deterrent
to sauggling and ariminal activity provided by the marine patrol, these
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cuts are unwise and should be rejected. The alternative budget we have
presented restores these cuts completely.

A final question remains with respect to the Customs air patrol.

This vital program must ocontinue to be strongly supported, and we comoend

the Subcomith;o for its efforts in developing a second Customs air

module as well as procurement of aircraft, radar, and other assets from

the Department of Defense.

However, the Customs tudget for Fiscal Year 1985 is predicated upon
receipt of $11 million from the Department of Defense for operation and
" maintenance of the Customs air support program. Our inguiries have
disclosed that this matter is still under consideration by DOD, and no
interagency agreement has yet been completed. We beliew‘ the assumption
that DOD will provide this funding is unwarranted at this time, and we
urge the Subcomaittee to provide this amount in the Customs budget. The
alternative budget we have presented includes this sum.

We have earlier described the vast dimensions of the commercial fraud
threat to this country. Countering this threat will require strengthened
enforcement of Customs pa}:xol at air, land, and sea ports of entry. We
need stronger patrol of our docks and harbors, and better surveillance of
bonded warehouses and foreign trade zones. The Dingell Subcommittee has
stated:

"That serious problems existed with bonded warehouses should be

no surprise. Lax enforcement in previous years had led o several .

scandals involving goods dtuppa:mg from bonded warehoues.

"Customs officials upcrionce even more problems with foreign
trade zone warehouses. These are intended to house merchandise for

‘——— re-export. It is Customs' policy not to inspect the goods as they

enter or leave the zones. In one part of the country, counterfeit

35-541 0 64 -~ 13
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jeans were being sold in the foreign trade zone. Shirts reportedly

scheduled for trans-shipment to South America were on their way to

New Jersey when discovered. Perfume was magically transformed into

baby shampoo and sand in another warehouse. Stories abound of

containers full of goods entering foreign trade zones and exiting

eapty or filled with other goods. Falsification of paperwork appears

to be a sizple matter.”

Customs will not get a handle on' this problem without more special
enforcement operations, strengthened contraband enforcement teams, and
investigations in which Customs Patrol Officers participate. We believe there
should be a long-range plan for strengthening this arm of the Service, and we
ask the Subcommittee to approve 50 additional positions above restoration of
32 positions cut by the Adminstration, in Fiscal Year 1985. The funds for
these positions are contained in the alternative budget we have presented.

0 Congress should set as a goal achievement of the following increases in
Customs over the next three years: -
a. 1,500 Inspectors as follows: -

.{1) 350 positions for airports (based on the Airf Transport
Asgsociation's recommendation of 236, plus 114 additional
_positions for passenger and cargo growth, staffing of ew
gateways, and assumption of INS primary inspections);

{2) 300 positions for land border ports (based upon Customs' study
that 286 ppoiuom are required for assusption of INS primary
inspections, see taxt p. 21);

(3) 450 positions for commercial fraud enforcement (based upon ‘
NTEU's study of the mumber required to raise the inspection rate
for containerized ;htpnnu to 3.5 percent, see Table 4);
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{4) 100 positions for export control (based upon the minimum
required number of Inspectors for the Exodus program)j
(5) 300 positions for inspection of warehouses and foreign trade
zones (based upon number of positions in former Customs
warehouse prograa) .
b. 500 Import Specialists (based upon NIEU's studies at Tables 3 and 5).
C. .‘200 Customs Patrol Officers (for nar;:oucs and commercial fraud
enforcement) . _
d. 100 Special Agents (primarily for commercial fraud enforcement).

SUMMARY OF NTEU'S RECOMMENDATIONS

NTEU recommendss

-~

o Approval of $693,443,000 and 14,073 average positions for Customs for FY
1985. This is an increase of $91 million and 1,704 average positions
above the Adainistration's budget request. ‘lbc increase includes $56
million and 954 average positions to restore cuts made by the
Administration and maintain current operating levels. It also includes an
additional $35 million and 1,704 average positions for 450 Inspectors, 150
Inport Specialists, 50 Customs Patrol Officers, and 100 Special Agents to
strengthen Customs enforcement. It also restores 85 million cut by the
Aministration \txa the Exodus program.

—_—
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As the nation's principle border management agency, Customs should be
assigned primary inspection responsibility at all ports of entry. The

plan to consolidate primary inspections within Customs at air and sea

ports should be approved and implemented, but the plan to transfer primary .
inspection responsibility and Customs Patrol positions al; land ports to

INS should be rejected. Customs should be assigned responsibility for
primary inspection at land ports of entry, thereby freeing resources for
the Border Patrol, which could concentrate on its mission of apprehending
illegal aliens between ports of entry.

The Subcomaittee should initiate a full inquiry into the AOCEPT program,
and not authorize Customs to proceed with this program except in
accordance with an approved plan, including phasing in of additional
inspectional resources, to deter and minimize narcotics smuggling and

commercial fraud.

The Customs warehouse program should be re~instituted, and there should be
a gru&r Customs presence in foreign trade zones, as a deterrent to
commercial fraud. '

The Subcomaittee should direct that Customs ismediately establish
criteris, and allocate sufficient, Isort Specialists, to ensure no more
than 20 percent by-pass of merchandise entries in FY 85. Import
Specialists should review most entries to determine whether by-pass is
appropriate. If the number of lsport Specialists is insufficient to
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achieve this goal, Customs should s0 notify the Subcommittee so that it

' may make an appropriate recommendation in Congressional consideration of
Treasury's supplemental appropriation request for FY 1985. Customs should
be required to evaluate the results of 20 percent by-pass, including
impact on revenue and commercial fraud prevention, in order to permit
Congress to determine whether this rate should be adjusted.

The Subcommittee should direct Customs to upgrade and strengthen the
Import Specialist's role as the backbone of commercial operations,
including measures to enhance professional develogment and improve
expertise in the various commodity lines.

The Subcomaittee should permanently bar the centralization of Customs®
appraisement locations, and require Customs to give six-months notice of
any planned port or office closures.

The Subcommittee should mandate allocation of a sufficient mumber of
Import Specialists for pre-entry review of brokers' documentation, in
order to minimize broker errors; provide for review and correction of data
entered under the automated broker interface programy and consult with
Import Specialists to duhin a Quality assurance program for the Automated
Commercial System (which includes ABI) to maintain the integrity of
classification and valuation requirements, tariff and quota controls, data
tequired for anti-dusping and countervailing duty determinations, and
accuracy of foreign trade statistics. ‘
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Senator DANFORTH. What is the effect on the morale of the em-
ployees of the Customs Service regarding the practice of RIF'ing
the employees and cutting back the budget?

Mr. ToBias. Mr. Chairman, the main impact is that the U.S. Cus-
toms Service has been able to attract people who are interested in
law enforcement and law enforcement activities. And when they
are told, yes, you will be a customs inspector, and they are trained
to perform a particular task, and then in reality, cannot perform
that task, it has a serious adverse impact on them. It would be as if
I were trained to be a U.S. Senator, and then were only allowed to
vote half the time. And that is the way the U.S. customs inspector
is. They can’t do their job because there aren’t enough of them to
process the baggage There aren’t enough of them to conduct the in-
spections. There are not enough import specialists to perform their
functions. So, people cannot perform the duties they are assigned.
And it has a very depressing effect, a great impact on morale.

Senator DANFORTH. Do you think that there is room here for
greater efficiency in trying to relieve the customs inspectors of the
paperwork burden? You said that about half of their time is in
processing paperwork. Commissioner von Raab wants to try to
streamline that process so there is less time spent on paperwork. Is
there room for improvement in this area?

Mr. ToBias. Of course. There is always room for improvement in
the processing of paperwork, but where we disagree with the ad-
ministration is that—and apparently our di ment is with
OMB and not with Mr. von b-~is that notwithstanding greater
efficiencies in processing paperwork, we still need more peosle to
deal with the increased imports, with the increased responsibilities,
with the—

- Senator DANPORTH. I am not debating that. I am just talking
about—let's assume there are x number of employees that will be
somewkere between 12,869 and 14,098, and that is the spread,
whatever there is. Is there a lot to be said for trying to improve
their efficiency and streamline the o%erations so there is less paper
and more time spent actually doing the job? .
aer. ToBiAs. Yes. Absolutely. Certainly there is. There is

ways—— )

Senator DANFORTH. You don’t quarrel with the notion of trying
to target the work that they are concentrating on in areas that are
more productive than what Commissioner von Raab said—harass-

law-abidin ple?
r. ToBlAs. Where we disagree again, Mr. Chairman, is not that _
some people be targetted, but that the target is so narrow, and it
=also is in the way the targetting is done in that it removes the dis-
cretion from the people who are out there on the line to say your
target, in this particular situation, should be expanded to include
this shipment, and the target—when {l:u are talking about under 3
percent—is a very small target area that you are looking at. So, we
are not talking about harassing legitimate people.”We are talki
about such a narrow target that I think the law is not being suffi-
. ciently enforced.

Senator DANFORTH. As I think you got from-the nature of the dis-
cussion with the Commissioner, there is real interest in the efficacy
of the Customs Service. And while we are trying to cut the budget
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wherever we can, there is a recognition, I think, on the part of

" members of this committee, that there is a point beyond which we
camllot go in our desire to see that the Service is operating effec-
tively.

I just want to say one thing in conclusion. I have gone through
Customs any number of times, and I have seen hundreds and hun-
dreds of people go through customs in a number of ports of entry
in the United States. And when people go through customs, the
are pecple who have been traveling oftentimes for hours on end.
They have gotten off the plane. They have wrestled around with
their baggage. They have fought to find baggage carts and to get

—_the bags up to the customs desk, and it is oftentimes one of the -
most nerve-wracking experiences for people to go through. Then
after all that, they have their personal bags checked by total
strangers. Given all of that challenge, I have never seen a situation
where a customs inspector has not been polite and really solicitous
and understanding of the people coming through. That is not to say
that they have been blind to what is going on. They haven’t been.
They have been effective, but I think that it really speaks well for
them and their sense of professionalism and their training and ev-
erything else that goes into making a good employee of the Federal
Government that they are able to handle, sometimes, the most
stressful of circumstances, in a good and accommodating way.

People who travel and people who come into this count&-;that
is the first thing they see of America. I mean, to go into ada,
for examfple, which is a total madhouse—just an absolute mess—it
is kind of a disgrace, as a matter of fact—but the one bright spot of
the whole operation is the Customs Service. That is, if people can
ever find their bags and get a cart, shoving other people out of the
way to get a-cart and get the bags up to the Customs Service, at
long last they are with people who know what they are doing.

So, I just wanted to say that. I think that you represent some
very, very effective public servants, probably often maligned, but I
think that they really do a first-rate job.
thl\{r. TosiAs. Thank you very much, Mr. Chairman. We appreciate

at. -

Senator DANFORTH. Thank you. -

[Whereupon, at 4:456 p.m., the hearing was concluded.] -
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Re: Subcommittee on International Trade Budget Requests
for Customs Service ITC and USTR
Hearing held March 12, 1984

Dear Mr. DeArment:
Bnclosed on bshalf of Bric Ridder, please find a copy of a

statement to be included in the hearing record for the Customs
Service FY 1985 Authorization Legislation.

If you have any questions, please call Janie Kinney or ae.

sinfzt:y./
Ronald L. Plesser

RLP/
Bnclgguro . -
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STATEMENT OF ERIC RIDDER, PUBLISHER,

THE JOURNAL OF COMMERCE

ON CUSTOMS SERVICE FY 1985 AUTHORIZATION LEGISLATION

Mr. Chairman and members of the Subcommittee on Inter-
national Trade, this statement is submitted on behalf of Bric

Ridder, publisher of The Journal of Commerce, the daily business

newspaper of the Knight-Ridder Group, and the Import Bulletin, a
weekly report on imported goods arriving at U.S. ports. The
Journal's headquarters are located at 110 Wall Street, New York,
New York 10005,

Our statement concerns the no;é for better public access to
information about goods coming into the United States. We
support a non-controversial amendment which would as;uro public
access to cortaiq information about imports. The information
will be obtained from 1n§ort manifests filed with the Customs
Service when goods arrive in the United States. Such a provision
would also provide methods to protect claims of business confi-

dentiality and other sensitive information included in the

manifest.
Better access to import information will benefit U.S. manu-

faturers competing with foreign importers. It will also help
U.8. port authorities and land-based transportation companies
identify potential customers and dotornino where and when to

allocate resources.

S
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Identical language was contained in last year's Customs'
authorization bill, S. 1295, as sponsored by Senator John
Heinz. This language was also included as a section in the
miscellaneous tariff and trade bill passed last year by the House
and included as a part of the Senate version of that bill
reported by the Finance Committee. Unfortunately Senate action
on the FY 1984 Customs Service authorization bill and the
miscellaneous tariff and trade bill is uncertain for reasons

unrelated to the manifeast information provisions. Given the
uncertain future of the bills, we urge the Subcommittee to
include the language of S. 1295 in the Customs Service
authorization bill for PY 1985 to rationalize import trade

information data procedures. Moreover, while there has been a

" settlement of our litigation concerning access to this

information with the Customs Service, several issues remain
unresolved and_continue to require legislative solutions.
Specifically, Congress needs to codify certain data to be
included in the manifest and to codify the procedures for pro- h
tecting the confidentiality of coftaln data about the importer or
consignee.

Our position is strongly supported by port authorities and
transportation companies. In addition, the Joint Industry Group
this year also has testified on behalt o£ this amendment and they
strongly support it. ’
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The suggeetkd language, now part of S. 1295, and suggested
for inclusion in the Customs Sevice FPY 1985 Authorization
Legislation can be described as follows:

-

Description of Information to be Disclosed

The following information will be available for public
disclosure when it is included on the manifest: the name and
address of the shipper, the general character of the cargo, the
number of packages and their gross weight, the name of the vessel
or carrier, the port of loading, the port of discharge, and the

country of origin of the shipment.

Protection of Importer and Shipper Identity

The name and address of both the importer and the names of
and address of the shipper may not be disclosed if a certifica-
tion requesting confidential treatment of this information is

filed by the importer. The certification must be renewed every

two years.

Protection of Other Information

None of the information listed above will be disclosed if
the information is classified as defense or foreign policy
information pursuant to 5 U.S.C. 552(b)(1) or if disclosure on a
shipment-by-shipment basis is likely to poﬁe a threat of personal
injury or property damage. )



192

Implementing Procedures
The Secretary of the Treasury is required to establish

procedures to ensure timely access by publications to manifests
so that information listed above can be published. These

procedures muat provide a means of protecting that information

which is not available for public disclosure.

We appreciate this opportunity to again bring this important
issue to the attention of the Subcommittee. We look forward to
working with you to see ttrat appropriate legislation is enacted

this year.
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U.S. Council for an Open World Economy

INCORPORATIED

7216 stafford Road, Alexandria, Virginia 22307
(202) 785-3772

Statement subtmitted by David J. Steinberg, President, U.S. Council
for an Open World Economy, to the Subcommittee on International
Trade of the U.S. Senate Comittee on Finance in hearing on PFiscal
1985 budget authoxiueion:‘f’:: gumiml-tudo functions.

.

(The U.S8. Council for an Open World Bconomy is a private, non-
profit organization engaged in research and public education on
the merits and prodblems of developing an open international econ-
omic system in the overall national interest. The Council does
not act on bshalf of any "special interest".)

This statement is limited to the International Trade Com-
mission, specifically the structure of the Conmission and the
adequacy of ITC investigation and analysis in import-relief cases.

(the statutory
couplement) . N ssion has got along well with four or five
comissioners at various times in its long history. It might oper-
ate more efficiently with fewer than six commissioners, and each
seat terminated would save the taxpayers more than §100,000 a year
when the total costs of each coomissioner‘'s office are considered.
If the President does not wish to get the number of commissioners
reduced, he at least should move diligently to £i11l the vacancies
that occur in the panel of commissioners. There were three vacan-
cies a year ago. There were tvo a month ago, with no nominations
pending. I am glad to see that, in the month since I express
concern about this performance in a statement I submitted to the
House Committee on Ways and Means concerning Piscal 19685 budget
authorizations in this field, two nominations have been sent to
the Senate. However, the long delay leaves me less than impressed
with the attention the White House has given this matter. The need
for an efficient, high-quality ITC has not been getting the atten-
tion it deserves from both ends of "the Avenue®.

oner

P 4 H Tiee * “ 28

pe m. d to be chairman. Nor is biennial rota-
tion conducive to lopment of effective leadership by the per-
son who sexrves as chairman. We also question the role of a pro-
fessional staff (including a legal advisor) for each commissioner.
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
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. We suggest Congressional

Ty into poss ty ¢t these private staffs have led to

sirable rivalries between the respective staffs of the com-
aissioners. and adversarial relations between commissioner staffs
on the one hand and the Commission staff on the other -~ affecting
adversely the quality and utility of commissioner opinions in
import-relief and other cases. The budget savings from reducing
or eliminating these personal professional staffs may be of little
consequence. mut, even if this be the case, it is no justification
for neglecting inquiry into the dusirability of such reform. The
money saved in reducing or removing these private staffs might be
spent more productively in strengthening economic and legal
statfs of the Commission per se.

11, 2310 - ES L. o
’'rade Act of 1974 in import~relief inm
ting the fu plications of Section
0 ° by not fully unuing the adesquacy 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 assessment of the dif-
ferential impacts ch import restriction may have on different
sectors of the industry. Windfall gains for sectors that may not
need government help may cause additional problems for those that

do.

Mot all these analytical factors may materially affect the
Commigsion'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 the peti-
tioning industry, whether or not tlie Commigsion finds gerious
injury or threat thereof, but particularly if it does. 8Such an
adjustment stra (developed in conjunction with management and
labor) should be framework for any resort to import coatrol,
and the trade lugislation should so require. However, ths Pres-
ident is free to proceed along these 1 even without a legis-
lative mandate, and the ITC should want to help him in this re-
gard in every way it can. lothtﬁnin the trade law preventa the
Commission from the 4 of analysis suggested in
this statement. However, the Commission has been less imaginative
and innovative, and less helpful to the President, than it can and
ought to be in this respect.

- - - ———
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