Fraud 

And How to Report It

Introduction

U.S. Customs Fraud Investigators today are on the frontline of fulfilling the original mission of the U.S. Customs Service. When the U.S. Customs Service became the first Federal law enforcement agency of the new United States in 1789, its primary task was to collect import duties and prevent smuggling. President Washington himself nominated the first 59 Collectors of Customs and 40 staff officers. The revenues they collected for the struggling U.S. Treasury were a critical factor in the survival and success of our new republic. 

More than two centuries later, the trade laws being enforced and the items being smuggled have changed, but our fraud enforcement mission remains the same. U.S. Customs fraud investigations focus on international trade agreements, and enforcement of criminal and civil laws and regulations regarding specific commodities, like textiles, as well as undervaluation or false description of imported merchandise to avoid duty, illegal transshipment of imported goods, and the illegal importation of merchandise manufactured or produced with convict, forced or bonded labor, including forced or bonded child labor. 

Today’s U.S. Customs Fraud Investigation mission has expanded significantly to include areas of concern, such as dumping of foreign manufactured goods on the U.S. market and public health and safety issues related to many products ranging from foodstuffs to pharmaceuticals. Another area of increasingly complex importance in the digital age is investigation of fraud in Intellectual Property Rights (IPR) involving copyrights, patents and trademarks. 

In an era of expanding international trade, new opportunities abound for unscrupulous importers to attempt to take advantage of standard procedures for importing merchandise into the United States. Their primary motive is an old one - MONEY. As long as there are tariffs and other restrictions on imported merchandise, there will be an incentive for that small percentage of dishonest importers to try to avoid them. These violators should be recognized for what they are - SMUGGLERS. 

Forced Convict (Prison) and Forced Child Labor

Forced Child Labor

Forced child labor takes many forms around the world. U.S. Customs is working with the Bureau of International Labor Affairs to implement Executive Order 13127, Prohibition of Acquisition of Products Produced by Forced or Indentured Child Labor.  The order prohibits U.S. government organizations from purchasing any item that was produced with forced or indentured child labor. 

Title 19, United States Code, Section 1307, prohibits importation of products made, in whole or in part, with the use of convict, forced, or indentured labor under penal sanctions. A general provision in the FY1998 Treasury Appropriations Act specified that merchandise manufactured with "forced or indentured child labor" falls within this statute. 

While this clarification of the law does not provide U.S. Customs with additional legal authority, it does highlight an area that requires greater emphasis. The following is an overview of what Customs is doing to target illegal imports of goods produced with forced child labor:

Forced Child Labor Command Center
Located in the Fraud Investigations Branch of the Office of Investigations, the command center provides: 

· A clearinghouse for information and investigative leads. 

· A liaison for Customs investigative field offices. 

· A way to identify violative merchandise before it arrives in the United States. 

· A process to help improve enforcement coordination and information. 

Outreach Program
This effort uses a variety of targeted and general methods to increase awareness such as: 

· Liaison with U.S. and foreign government agencies and non-government organizations. 

· Education of manufacturers, U.S. importers, and the public about forced child labor. 

· Advertising in trade publications and participating in trade fairs.

· Modifying the 1-800-BE-ALERT tip line to include forced child labor; and establishing an e-mail address to report suspected violators at <forcedlabor@customs.treas.gov>. 

Convict (Prison) and Forced Labor

Title 19, United States Code, Section 1307 (Section 307 of the Tariff Act of 1930) is the basis for prohibiting the importation of merchandise manufactured or produced with convict (prison) labor or indentured labor under penal sanction. Enacted almost 100 years ago, this statute was originally intended to protect U.S. manufacturers from unfair labor practices in foreign countries. Today, human rights and organized labor organizations strongly support active enforcement of this existing statute. 

If you have questions about the program or have information concerning suspected violations, contact the fraud program at forcedlabor@customs.treas.gov . 
Intellectual Property Rights (IPR)
Intellectual Property Rights crime, the counterfeiting and piracy of our ideas, technology and products, threatens our industries, economy and our public health and safety.  It is estimated that each year, as a result of the theft of our intellectual property, the American economy loses billions of dollars and hundreds of thousands of potential jobs.

The creation of the National Intellectual Property Rights Coordination Center (IPR Center) is the U.S. government’s latest initiative in the fight against IPR crime. The IPR Center is a multi-agency center located at the U.S. Customs Headquarters in Washington, D.C. Investigative and analytical personnel from Customs and the Federal Bureau of Investigation provide the core staffing. The IPR Center will coordinate the efforts of all federal agencies actively involved in the investigation of IPR violations and provide: 

· A clearinghouse for information and investigative leads provided by the general public and private industry. 

· A process to help improve domestic and international enforcement of Intellectual Property Rights. 

· A centralized intelligence gathering and dissemination center for investigative offices. 

If you have questions about the IPR Center, or have information concerning Intellectual Property Rights crimes, please contact the IPR Center at iprcenter@customs.treas.gov.  Or by mail at: 

U.S. Customs Service
National Intellectual Property Rights Coordination Center
Room 3.5A
1300 Pennsylvania Avenue, NW
Washington, DC, 20229

National Health and Safety

National health and safety is a priority area under the U.S. Customs trade enforcement strategy. The U.S. Customs Service uses its authority to combat the illegal importation, exportation, and transshipment of imported items that pose a safety threat to U.S. consumers and/or to the environment.  Some of these items include contaminated or prohibited foodstuffs, ozone depleting Chlorofluorocarbons (CFC), hazardous wastes, and substandard automotive and aircraft parts.

In pursuing investigations to keep harmful goods from entering the United States, U.S. Customs works closely with other entities, including the Environmental Protection Agency, the Food and Drug Administration, the Federal Aviation Administration, and foreign governments. The goal is to identify harmful imports and foreign sources of illegal items that may adversely affect U.S. public health and safety. The U.S. Customs Service also participates on a multi-agency Environmental Crime Working Group. 

Textiles

The textile and apparel industry provides the United States economy with a major source of employment and economic activity. The industry is one of the largest employers of direct manufacturing labor, with 1.4 million workers representing 8 percent of the U.S. manufacturing workforce. The United States has the world’s largest and most lucrative textile and apparel market, making us a highly desirable outlet for developing countries’ textile and apparel exports. Sharply rising imports from low-wage exporting countries have caused a disruption in the U.S. labor market with substantial economic and social consequences. 

To counteract the disruptive effects of excessive imports, Congress provided authority to the  U.S. Trade Representative to negotiate restraint or trade agreements with other countries. These trade agreements set limitations, i.e., quota/visa, for the trade of textiles between countries. Currently the United States has over 40 bilateral trade agreements. 

Transshipment is the term used to describe a country’s (or company’s) efforts to circumscribe restraint levels.  For instance: the United States agrees to allow 5 million cotton shirts made in China to be imported into this country each year.  Manufacturers in China produce 6 million shirts for the U.S. market.  How to get that other million through U.S. Customs?  They transship though a third country – preferably one with no quotas on the number of cotton shirts they can export to the United States, and label the shirts as having been made in that country.  When they arrive in the U.S. – ostensibly from that third country, they are admitted without being counted against China’s restraint level.

To prevent the circumvention of the bilateral trade agreements, the U.S. Customs Service created a Textile Enforcement Plan, with increased investigative efforts in combating the smuggling and illegal transshipment of falsely declared textiles and apparel. Because violators worldwide continue to participate in the criminal transportation and importation of textile and apparel goods into the United States, the U.S. Customs Service has strengthened both domestic investigative offices and international Customs Attaché offices. 

A Textile Multi-Disciplinary Task Force conducts vigorous examinations of textiles at manufacturing plants overseas. Thorough examinations of production records and factory production capacity are conducted to prevent the marking, relabeling, and other fraudulent practices that facilitate illegal transshipment.  Sometimes, when U.S. Customs teams travel to a factory listed on an invoice as the place of manufacture of a suspect shipment, they find that no such place exists – or that it is actually a broom factory or a bingo hall.

U.S. Customs Textile Enforcement activities have led to the seizure of millions of dollars of illegally transshipped and smuggled textiles into the United States, and the arrest and prosecution of importers and other suspects involved in complex smuggling and transshipment schemes. You can get more information on this subject from the U.S. Department of Commerce, Office of Textiles and Apparel. 

The U.S. Customs Service maintains a transshipment list that identifies producers, manufacturers, suppliers, sellers, exporters or other persons outside the Customs territory of the United States that have been issued a penalty under Section 592 of the Tariff Act.  The transshipment list is published twice a year (i.e., not later than March 31 and September 30 each year) by the Secretary of the Treasury in the Federal Register.

Other types of textile fraud schemes include:

· Evasion of textile quotas – falsely describing textile articles on an invoice to circumvent quota.  For example, men’s trousers (category 447) invoiced and entered as men’s bib overalls (category 459).

· Counterfeiting visas to obtain a favorable import status.  For example, forging a Korean visa for goods manufactured in mainland China.  

· Providing U.S. Customs with inaccurate fiber content on the invoice.  For example, chief value cotton shorts from Brazil that are subject to quota restraints, are invoiced and entered as chief value man-made fibers.

· Falsely labeling women’s clothing as men’s clothing.  For example, women’s cotton shirts (category 341) may be entered as men’s cotton shirts (category 340) from India after category 341 has been filled for the current quota period.

· False country of origin labeling.  This may be devised as a way to avoid quota.  This may also be a method to take advantage of low labor costs and deceive the U.S. consumer as to the country of origin.  For example, women’s sportswear manufactured in Honduras is labeled “Made in France.”

· Relabeling foreign-made goods “Made in U.S.A.”

· Undervaluing the actual cost of goods on the invoice to avoid full payment of duty. 

Trade Agreements

Trade agreements to promote, regulate, and monitor the expansion of trade in cooperation with other countries are vital to U.S. interests. One example of the integrity and spirit of such agreements is the North American Free Trade Agreement (NAFTA), which will eventually eliminate tariffs among the participating countries. Unfortunately, some organizations view the elimination of tariff barriers as an opportunity to attempt to avoid other import restraints and either import or export non-qualifying goods. 

In order to qualify for NAFTA treatment, goods are required to meet specific origin criteria. In general, merchandise produced in countries other than Canada or Mexico cannot enter the United States under the preferential treatment of NAFTA. More specific information on NAFTA origin requirements can be found in the Importing and Exporting section of the U.S. Customs Web site at www.customs.gov, or on the trilateral NAFTA Web site operated in conjunction with Canada and Mexico at www.nafta-customs.org. 

The U.S. Customs Service has dedicated resources specifically aimed at addressing abuses related to circumventing NAFTA requirements on imports and exports. In a cooperative effort with our counterparts in Canada and Mexico, the U.S. Customs Service pursues civil and criminal investigations to identify individuals and disrupt and dismantle organizations utilizing illicit trade practices to circumvent NAFTA. 

Dumping

Dumping of a product occurs when merchandise manufactured outside the United States is sold in the U.S. at a price that is below the cost of production, or below the price the item is sold for in the foreign home market. Foreign manufacturers and/or importers may dump products on the U.S. market in order to gain market share because of political or social concerns, or to maximize profits/minimize loss in production. 

The determination of whether dumping duties are applicable in a specific instance is based on the filing of a petition by the domestic industry. The Department of Commerce investigates such a petition and may determine that 1) goods are, in fact being dumped on the domestic market, and 2) the domestic production market is or has been injured as a result of the dumping. Upon determination that dumping has occurred, margin rates are set based on a percentage of the imported value of the goods. This margin rate amount is paid upon importation of the goods into the U.S. as dumping duties. 

More specific information on current dumping orders and the determination of margin rates is available from the Department of Commerce, International Trade Administration. The U.S. Customs Service is responsible for the collection of these dumping duties, as well as the investigation of companies who try to circumvent these duties. For example, an importer may attempt to avoid paying dumping duties by shipping goods through a country in which the product is not subject to dumping duties or alter import documents presented to U.S. Customs to indicate that goods are not from a country subject to dumping duties. This is called transshipment and in this instance is unlawful. 

Falsification of Quantity

Another way to fraudulently import merchandise is falsification of quantity.  This is done by understating the quantities of goods actually imported when the rates of duty are specific or compound, or when there are limits on the quantity of an item that can be imported.  For example, an importer of women’s suits from a Dominican Republic manufacturer may be consistently entering shipments into the U.S. which understates the numbers of suits shipped to avoid eventually closing of the quota category.

How You Can Help

You can help the U.S. Customs Services by reporting instances of fraud. 

THE U.S. CUSTOMS SERVICE PAYS SUBSTANTIAL REWARDS FOR INFORMATION THAT LEADS TO SEIZURES, ARRESTS, INDICTMENTS, AND CONVICTIONS.

To be effective in ensuring that we have the necessary information to convict in cases of fraud, the Customs Service requires detailed information. You may not be able to answer all the questions, but the more detailed the information received by the Customs Service, the more likely that enforcement action can be successful. Details should include: 

1. Name, address, telephone number, e-mail address, telex number of the manufacturer and exporter.


2. Commodity, including a complete description of the product.


3. Type of labor, including a description of all forced labor activity related to the overall production of the product.

4. Method(s) of payments, i.e., cash, letter of credit, or wire transfer.


5. Living conditions of the forced laborers, abuse, hours of production, nutrition, health care.


6. Name, address, telephone number, and e-mail address of the U.S. importer.


7. Shipping and labeling methods, including port of export, transit countries, and port of entry into the United States.


8. Photographs and videotapes of the manufacturing process, the facilities, and the product would be helpful.


You can submit this information by e-mail, mail or phone.

E-mail: <reportfraud@customs.treas.gov>.


Mail:
United States Customs Service
Fraud Investigation Division
(Please note area of fraud)
Room 7.3A
1300 Pennsylvania Avenue, NW
Washington, DC 20220

Phone:
1-800-BE-ALERT (toll-free in the continental United States)
202-927-1510 (voice operator)
202-927-1202 (fax)

You can get more information on U.S. Customs Fraud Investigations in addition to laws, regulations, and executive orders from our website at www.customs.gov.

REPORT DRUG SMUGGLING TO

THE U.S. CUSTOMS SERVICE

1-800-BE ALERT
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