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Reconciliation: Isit Right For You?

On October 1, 1998, the U.S. Customs
Service began a new prototype test program for
reconciling entries. Whilereconciliation isnot a
new concept for Customs, until now, there has not
been a consistent process for accepting corrected
or updated entry information following the filing
of the entry summary. Now, asaresult of the Cus-
toms Modernization provisions of the North
American Free Trade Agreement (NAFTA) Im-
plementation Act of 1993, Customs has the author-
ity to wait and make post-entry summary adjust-
ments, while liquidating the balance of the entry.

The new reconciliation processisimpor-
tant for brokers and importersto understand, be-
cause, according to Customs, thiswill be the ex-
clusive means by which importers may amend or
correct entry information in a post-import, pre-
liquidation environment. (Reconciliation, how-
ever, will not preclude an importer from regquesting
suspension of liquidation, filing aprior disclosure
or submitting a Supplemental Information Letter
prior to liquidation of the entry.)

What isReconciliation?

Reconciliation is simply the means by
which an importer is able to correct information
provided to Customs related to duty, classification,
or value, following thefiling of the entry sum-
mary.

The new processis uniquein that entry
information that has not been flagged for recon-
ciliation will be liquidated through the normal lig-
uidation cycle, and the information flagged for
reconciliation will be held pending submission of
the unknown information.

In order to do this, Customs has created a
new type of entry, referred to as areconciliation
entry. Likeitsmoretraditional brother, arecon-
ciliation entry is subject to liquidation and protest.

However, an importer may only contest those is-
suesthat are directly related to the decision of
Customs associated with that liquidation. For ex-
ample, if an entry covers merchandise that is sub-
ject to an “assist” that is not known at the time of
importation, the importer can indicate to Customs
that information contained in the entry related to
valueisunknown, and pay estimated duties. Cus-
tomswill proceed with the liquidation of the entry,
except for the determination of final valuation.
Later, when the assist information is known, the
importer furnishes Customs with areconciliation
statement, and pays any additional duties owing as
aresult of ahigher declared value. The reconcilia-
tion statement istreated as an entry, and liqui-
dated. The decision of Customs pertaining only to
the information contained in the liquidated recon-
ciliation isthe proper subject of a protest.

When is Reconciliation Appropriate?

It is expected that Reconciliation shall be
used by importers who make periodic cost adjust-
mentsin the price of imported goods, or have addi-
tionsto the value of imported goods (assistsor
additional payments) that are not known at the
time of import.

Customs has also indicated that recon-
ciliationisavailable for importers with classifica-
tion issues before Customs, and asavehiclefor
importersto file post-entry NAFTA claims.

Reconciliation isalso available for im-
porters who wish to make a 9802 claim for U.S.
origin goods assembled abroad, but do not have
sufficient information at the time of entry to assert
acomplete claim.

Why Have Reconciliation?

The Customs laws obligate an importer to
use reasonabl e care when filing entry documents,
and to ensure that the information contained
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therein is accurate and correct with respect to the
amount of duty owed, the value of the merchan-
dise imported, and its correct tariff classification.

Thefiling of an entry with incorrect in-
formation can amount to aviolation of Section 592
of the Tariff Act of 1930, asamended (19 U.S.C. §
1592), and subject the importer to monetary penal-
ties. Infact, inUnited Statesv. Hitachi America
Ltd., and Hitachi Ltd., CIT Sip Op. 97-46 (April
15, 1997) (Appeal pending), an importer was pe-
nalized $1.5 million for not telling Customs that
the declared value of merchandise was incorrect at
the time of entry, when it had reason to know that
there were additional, but unknown, charges asso-
ciated with the merchandise.

“Section 1485 of the Customs laws obli-
gatesimportersto report ‘at once’ any re-
ceipts showing that the price declared on
theinvoicewasincorrect.” “If theim-
porter wishesto avoid this[obligation] ...”
said the court, “it may arrange to hold open
the liquidation under ... 81504(b),” or it
may “deposit estimated duties ... and
when the merchandiseisliquidated ... ”
seek refunds or make any additional pay-
ments found due. United Statesv. Hitachi

America Ltd., and Hitachi Ltd., CIT Sip
Op. 97-46

Reconciliation allows for an importer to
notify Customs that certain information (such as
value) is not known at the timeit files the entry,
and permits the importer sufficient time to collect
and finalize itsinformation and to submit the new
information to Customs without fear of penalties.

Existing M ethods of Reconciliation
Arelnadequate

According to Customs, the new procedure
was needed because of alack of uniformity by
Ports with respect to other procedures intended to
reconcile entry information.

Under previous practices, importers had
to notify Customs at the port of entry that informa-
tion contained therein was incompl ete, and request
that liquidation of the entry be extended pending
submission of the correct information. Theim-
porter would then submit a detailed cost submi s-
sion and reconciliation report (generally, for the
previous fiscal year), and Customs would apply
the valuation adjustment to afew representative
entry summaries. (Customs considered it too time
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consuming to manually adjust each entry based on
thefinal cost submission.) This process, however,
is considered inadequate because it does not suffi-
ciently allow for, and properly allocate, decreases
or increasesin valueto all of the articlesimported
during the period covered by the cost submission.
It also presents significant legal problemsfor Cus-
toms and importersif theimporter later wishes to
contest the final computation of valuation deter-
mined by Customsto apply, or to claim drawback
on the new amount. The block method isalso in-
adequate because the adjustment is not made to
each applicable lineitem of merchandise on an
entry affected by the cost revision, a process which
most Ports refuse to do, because it istoo time con-
suming.

Other methods of adjusting entriesin-
clude voluntary tenders, prior disclosure, Supple-
mental Information L etters, protests, and 520(c)(1)
reguests, al of which have significant limitations
in their applicability to reconciliation.

The ACS Reconciliation
Prototype

As of October 1, 1998, ACS Reconcilia-
tion is the exclusive means to reconcile entries,
and existing local procedures for block liquidation
isno longer permitted.

Using Customs’ ACS program, recon-
ciliation will be allowed for the following issues:

Vaue (Additions, Assists, Royalties,
etc.)

HTS 9802 Value

Classification

NAFTA digibility

It is expected that Reconciliation will be
the exclusive means for importers to make post-
entry summary adjustments for these items. Im-
porterswill still have the option, however, to re-
quest that Customs withhold liquidation of an en-
try under 19 U.S.C. 1504(b), and make adjust-
mentsto the entry individually, or submit a Sup-
plemental Information Letter (see ABI administra-
tive message #97-0727, dated 08/04/1997) to cor-
rect minor factual errors prior to liquidation.

The ACS Reconciliation Process

To participatein ACS Reconciliation, an
importer will need to apply for the program and
post areconciliation bond. When the application
isapproved, the importer will be assigned arecon-
ciliation processing port and port code. When the
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importer files the reconciliation, the processing
port code will be used for that ABI transmission.
(Customs expects that eventually, reconciliations
will befiled at any port; however, for the first
phase, reconciliations will be processed only at
certain ports.l)

Identifying Entries
for Reconciliation

The key to the ACS Reconciliation proc-
essisthat the entry filer must know in advance of
filing the entry that it will need to be the subject of
areconciliation. Then, when thefiler electroni-
cally filesthe entry, a special heading designation
isto be used that will electronically "flag" the en-
try for reconciliation.

Entries can also be flagged asagroup (a
blanket application). The blanket application
automatically flags al entry summariesfor a
specified time period. A request for a blanket ap-
plication must be submitted to Customsin writing,
and specify the importer of record number, the
period of time involved, and the issue(s) subject to
reconciliation. Customswill then generate an
eectronic flag for all entry summaries filed within
the specified scope of the request.

When Must A
Reconciliation be Filed?

A Reconciliation is due within 12 months
of the earliest entry import date for aNAFTA
Reconciliation request, or within 15 months of the
earliest entry summary date for all other issues.

When the reconciliation isfiled, the pay-
ment of additional duties, taxes, fees, and interest
(or claim for refund) ismade. The reconciliation
is processed, subject to verification, if necessary,
and liquidated.

A reconciliation istreated like any other
Customs entry for purposes of liquidation and pro-
test.

Filing a Reconciliation

There aretwo optionsin filing for recon-
ciliation: the Entry-by-Entry Method, and the A g-

1 The twelve designated processing ports are:

Boston, Champlain, Detroit, EI Paso, Laredo, Mi-
ami, Minneapolis, New York, Nogaes, Pharr,
Portland, and San Diego.
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gregate Basis Method. While the aggregate basis
method may involve less work, there are signifi-
cant limitations.

1. TheEntry-by-Entry Method

Reconciliation may befiled with data
showing Entry-by-Entry adjustments to duties,
taxes, and fees. This method is available for both
increases and decreases in the amount of duty
found owing as aresult of areconciliation. Draw-
back privileges are also retained on both the under-
lying entries and the reconciled adjustment.

2, The Aggregate Basis Method.

For fiscal control reasons, the Aggregate
method will be allowed only when the Reconcilia-
tion resultsin an increase, or no change, in duties,
taxes, and fees.

The Aggregate basis method is not ap-
propriate for refunds. Similarly, drawback claims
against the reconciled amount will not be accepted.
(The original underlying entry information re-
mains eligible for drawback once the Reconcilia-
tion has been filed.)

Special NAFTA Issues

Dueto NAFTA’sunique nature and dif-
ferent filing requirements, NAFTA reconciliations
may not be combined with other issues on the
same reconciliation.

Multiple Reconciliations

Each entry summary may have up to two
reconciliations. For instance, one reconciliation
can befiled to resolve a classification issue, and
then the second reconciliation can befiled for a
NAFTA claim, or avaluation issue.

Asthe second reconciliation will be proc-
essed using the amounts declared on thefirst rec-
onciliation, it will be important that the filer con-
sider the affect of statements made in thefirst rec-
onciliation before filing the second reconciliation.

How Drawback PrivilegesAre
Affected By Reconciliation

Drawback claims will not be accepted on
an entry flagged for reconciliation until the recon-
ciligtion isfiled.
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Under Entry-by-Entry Reconciliation, full
drawback is allowed on both the estimated duties
paid at the time of summary and any increased
adjustment resulting from the reconciliation (once
thereconciliation isfiled with the final duties,
taxes, and fees deposited).

Under Aggregate Reconciliation, draw-
back is allowed on the amounts deposited at the
time of filing the entry, but, drawback will not be
allowed on additional amounts tendered with the
reconciliation.

Summary

Customs expectsimporters to use the new

ACS reconciliation procedures whenever there are
unresolved issues regarding NAFTA eligibility
and valuation. In addition, reconciliation offers
importers interesting alternativesto resolving clas-
sification issues short of filing protests.

Reconciliation, however, requires that
importers be aware of Customsissues before the
merchandise is entered, and to address those issues
at that time.

According to Customs, entries flagged for
reconciliation must be reconciled even if the rec-
onciliation resultsin no change in duties. How-
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ever, merely because an importer has assists, it
does not mean that areconciliation is necessary.
Reconciliation is only necessary if the exact value
of the assist isunknown at the time of entry. If the
importer is sure that all appropriate charges are
included in the declared value, then the entry does
not need to be flagged for reconciliation.

Importers who make year-end cost ad-
justmentsin the price of imported goods with sup-
pliers, use transfer pricing between related parties,
or have additions to the value of imported goods
(assists or additional payments) that are not known
at the time of import need to take a close look at
how the new ACS reconciliation procedure will
affect their imports, particularly with respect to
how reconciliation will be performed (entry-by-
entry or aggregate method), and the affect of that
choice on the importer’ s ability of obtain arefund
of estimated duties paid.

Morelnformation

Additional information on Customs' ACS
Reconciliation program is available in Customs
ACS Reconciliation Handbook, by visiting the
reconciliation page of Customs’ Web Site, at
WWW.customs.ustreas.gov, or by contacting
your customs broker, or our office.
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