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Executive Summary

Conducting global trade has become an increas-
ingly difficult task in recent times, with continuous
market change and increasing regulations placed
on exporters and importers. New reqgulations are
primarily aimed at protecting the national secu-
rity of countries that engage in global trade. How-
ever, they also increase costs and create delays
for shipment of goods. Professionals involved in
global trade management today are struggling to
manage increased rules, regulations, mandates
and reporting requirements.

Renato Ruggiero, former director general of the
World Trade Organization (WTO), likened these
measures to “invisible” trade barriers that add
costs to traders, consumers and national econo-
mies.! While classic trade barriers in the form
of tariffs and quantitative restrictions have de-
creased, the documentation requirements, proce-
dural delays and lack of transparency and predict-
ability in the application of government rules and
regulations is hampering trade and adding costs
that sometimes exceed actual duties.

To regulate the flow of goods in and out of a coun-
try, as well as collect and safeguard the collection
of custom duties, most countries have established
a customs authority as a nodal agency for regu-
lating trade. Although most countries today have
their own nodal agency for customs regulations,
the World Customs Organization (WCO) acts as
an intergovernmental organization for customs-
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related matters and is now globally recognized as
the voice of the customs community.

While international trade has been conducted
throughout much of human history, its increasing
economic, social and political ramifications have
been felt most during recent times, as its percent-
age contribution toward gross domestic product
(GDP) grows. The U.S. leads all countries in trad-
ing volumes and has a share of more than 13%?2
of the world's imports (see Figure 1). The Euro-
pean Union (EU) has a similar share of the world's
import market, without considering intra-trade
among EU member countries. Because of efforts
by the European Union to standardize trade pro-
cedures among its members, the continent can
be considered a single entity in terms of how it
handles trade requlations.
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Customs authorities worldwide are increasingly
focused on the twin goals of protecting national
security and requlating the flow of trade for the
collection of duties. With the quantum increase in
trade in recent years, ensuring compliance of cus-
toms rules has become even more difficult. For
example, the U.S. seaports alone received more
than eight million containers last year. In addi-
tion, agencies such as U.S. Customs and Border
Protection (CBP) are taking
on a nodal role and enforcing
trade laws enacted by the gov-
ernment. In fact, CBP enforces
more than 400 laws for nearly
50 U.S. government agencies.
In spite of the huge number
of shipments and myriad rules
and reqgulations, customs au-
thorities have been able to
ensure compliance to a fair
degree by partnering with the
industry to ensure self-moni-
toring and requlation.

Secure the supply chain

Following the 9/11 attacks, governments all over
the world realized the need for securing the entry
of man and material across borders to safeguard
their nations from external threats. The WCO, re-
alizing the need to develop a common framework
to facilitate international trade, drafted the SAFE
Framework of Standards to Secure and Facilitate
Global Trade.

In the U.S., various nodal agencies such as the De-
partment of Homeland Security, the Transporta-
tion and Security Administration (TSA) and CBP,
have joined forces on a comprehensive policy to
achieve this goal. While greater focus is on secur-
ing the entry points for personnel, goods passing
across the various entry points are only now com-
ing under increased scrutiny. One reason for this
is that the number of incidents related to security
threats from incoming goods has traditionally
been low. Based on a random sampling carried
out by CBP, 98.6% of the fiscal year 2010, imports
were materially compliant with all U.S. trade laws
and requlations.® However, securing all points of
entry is a huge task, and even marginal improve-
ment in compliance rates would require a massive
investment.
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Requlate flow of goods

The flow of goods entering a country needs to be
requlated, to safequard national companies from
predatory pricing practices and to protect intel-
lectual property rights (IPR). Measures like anti-
dumping and countervailing duty are effectively
used to prevent shipment of cheap goods and
inferior products. A total of $130 million was col-
lected by CBP in antidumping/countervailing du-
ties in 2009. Nearly 8,000 intellectual property
rights seizures have been made in the first half of
2010 alone in an attempt to reduce counterfeits
and protect IPR.

Requlating large volumes of shipments and con-
tainers requires a large pool of trained manpower
and sophisticated equipment. Innovative methods,
including collaboration with trade partners and
processing of goods and cargo before they leave
their country of origin, must be utilized to balance
the flow of trade while enforcing the law.

Source of revenue

Imports are a primary source of revenue for most
governments across the world. The U.S. Customs
Service is the second largest source of revenue
for the U.S. government, second only to the In-
ternal Revenue Service. In 2009, around 31% of
imported goods were dutiable, earning $29.5 bil-
lion in revenue for the government. This included
collections from duties, fees and miscellaneous
collections and taxes.* Due to trade liberalization,
the share of import tax to that of GDP is expected
to rise for most nations.

With an aim to increase compliance and ensure
security, countries across the world have intro-
duced a slew of rules, regulations, accreditation
programs and other partner programs. Filing of
documents, either manually or using e-filing, is
the primary touchpoint for any shipment entering
a country. Shipments may be subjected to random
or 100% inspection based on the procedures es-
tablished in each country. For example, while the
Singapore port has established a process with ap-
propriate technology for 100% inspection of con-
tainers, some countries, including the U.S., still
use random inspection measures based on risk
analysis, due to the large volume of imports,. Im-
porters that are part of programs like Customers-
Trade Partnership Against Terrorism (C-TPAT) and
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Importer Self Assessment (ISA) have the added
benefit of reduced inspections and waiting. Some
of the key rules, regulations and other mandates
put forth by the U.S. and the European Union are
detailed in Figure 2.

While rules and regulations for controlling trade
hinders the free flow of goods, it is in the interest
of all trading parties to adopt new policies as soon
as possible. One of the principle benefits of be-
ing a member of programs like C-TPAT or being an
accredited Authorized Economic Operator (AEO)
is the reduction in time for processing shipments

and related paperwork. CBP estimates® that there
is an average 29% reduction in transit times and
49% reduction in cargo delays for shipments
made by C-TPAT members.

With automation and possible integration with
government systems, shipments no longer need
bulky documentation to accompany them. With
the advent of paperless transactions, cargo ar-
riving at U.S. ports can be cleared electronically,
allowing for more efficient flow of trade. Accord-
ing to a study conducted by UNCTAD (the United
Nations Conference on Trade and Development),

Advance
Filing

The 10+2 security initiative requires 10 data el-
ements from the importer and two data elements
from the carrier to be electronically filed 24 hours
prior to loading cargo onto a shipping vessel ulti-
mately bound for the U.S. Also known as Importer
Security Filing (ISF), it is the result of the SAFE Port
Act of 2006.

The 24-hour rule requires that manifest informa-
tion must be provided 24 hours prior to the sea
container being loaded onto the vessel in the for-
eign port. CBP may deny the loading of high-risk
cargo while the vessel is still overseas.

The Import Control System imple-
mented by the European Union is the
electronic security declaration manage-
ment system for the import of goods. It
will come into effect on January 1, 2011.
Developed in the SAFE Framework of
Standards for global trade, it requires
importers to provide advance shipment
information to customs authorities.

Entry Summary Declaration (ENS) is
required to be submitted at port of first
entry by shippers.

Partnership
Programs

Customs-Trade Partnership Against Terrorism
(C-TPAT) is a voluntary supply chain security pro-
gram led by CBP and is focused on improving the
security of private companies' supply chains with
respect to terrorism.

Importer Self-Assessment (ISA): By meeting or
exceeding CBP standards for revenue-related inter-
nal controls over the import process, ISA-qualified
importers are allowed to expedite their shipments.

The Authorized Economic Operator
(AEO) supply chain security program is
an accreditation program to improve se-
curity by attempting to certify the cross-
border actions of businesses and their
trading partners.

The registered exporters system sim-
plifies the process for known and trusted
exporters in third countries.

Security
Analysis

The Advance Trade Data Initiative helps CBP
more effectively target high-risk shipments, while
reducing cargo inspections for C-TPAT importers. It
helps detect discrepancies and trigger alerts prior
to the cargo's arrival.

A security-related risk analysis is con-
ducted upon receipt of the ENS message
by the customs office of port of first
entry.

Screening &
Inspection

The Container Security Initiative (CSI) enables
CBP, working with host government customs ser-
vices, to examine high-risk maritime containerized
cargo at foreign seaports, before it is loaded on
vessels destined for the U.S. Approximately 86% of
all maritime containerized cargo imported into the
U.S. is currently subject to prescreening.

CBP and other government agencies conduct
random statistical sampling of imported goods.
In 2010, CBP expects to randomly review approxi-
mately 50,000 shipments from the incoming 27
million shipments.

The EU's Customs Security Pro-
gramme (CSP) covers activities sup-
porting the development and imple-
mentation of measures enhancing
security through improved customs
controls. Amendments made in April
2005 provide the legal framework for
the measures. This includes introduc-
tion of a mechanism for setting uniform
community risk-selection criteria for
controls, supported by computerized
systems.

IT Systems

Automated Commercial Environment (ACE)
Automated Export System (AES)
(see sidebar, page 8)

Automated Import System (AIS) and
Automated Export System (AES), as
part of the e-Customs initiative.

Figure 2

cognizant 20-20 insights 3




100%
80% | ¢—*

60% |

Percentage
1 1

40%

20% _|

0%

T T T T T T 1
2004 2005 2006 2007 2008 2009 2010
Year

—O— Entry Summary Paperless Rate  —@— Cargo Paperless Rate

Source: CBP 2010
Figure 3

in a paper-based system, over 30 data elements

out of 200 need to be retyped more than 30

times, and 60% to 70% of these data elements
have to be re-keyed more than
once.® Figure 3 shows the steady
increase in the rate of paperless
filing and entry summaries.

Theimpactonsupply chainplayers
due to these new rules and regu-
lations cannot be underestimat-
ed. The difficulties in global trade
stem from not only the increase
in costs but also delays and
hardships in getting goods across
the border, which can lead to customer dissatisfac-
tion and loss of business for trade partners.

Increasing cost to ensure compliance

Increasing self-compliance mandated for importers
requires upfront investment in equipment, as well
as manpower. According to a cost/benefit survey?
conducted by CBP, the activity of
improving or implementing physi-
cal security (doors, windows, elec-
tronic access, cameras, fences,
gates, lighting, etc.) received the
highest mention among possible
implementation costs. In addition,
maintenance costs related to
physical security, in-house educa-
tion, training and awareness, ad-
ministrative costs, etc., were also
major expenditure items. The average start-up costs
for C-TPAT were approximately $187,000, while the
maintenance costs were around $118,000.
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In addition to the costs related to investments,
importers also have to face penalties for non-
compliance. CBP assessed more than $120 mil-
lion in penalties to non-compliant importers in
20009. In addition to these, penalties for failing to
file correctly are also increasing. In 2009, CBP is-
sued over 500 penalties to exporters and freight
forwarders for failing to file timely or accurate
Automated Export System (AES) filings. Each
penalty amounted to $10,000. When considering
a global trade management solution strategy, it is
important to consider the role that supply chain
partners and solution providers play, but it is also
very important to understand each party’s risks
and responsibilities.

Delays in global trade

Increased inspections have led to considerable
delays for shipments and increased customer
dissatisfaction. These delays are often due to
multiple reasons, including a time lapse in fur-
nishing information, filing incorrect information
and random inspection of shipments. There are
economic tradeoffs between the frequency and
rigor of inspection and the rate of turnaround for
containers. While more inspection leads to less
chances of a security hazard going undetected,
it also increases the delays in the supply chain. In
one study (conducted by Martonosi, et al, 2006),
it was estimated that the cost of delay per day
can approach 0.5% of the value of a container.
Even when the delays due to inspection are antici-
pated in the long run, the extra pipeline inventory
required to accommodate delays can be costly.

Managing data for conducting seamless trade

Although programs like C-TPAT reduce the num-
ber of inspections and, consequently, associated
delays for members, it has led to increased re-
quirements for data collection, as well as modi-
fications to processes and systems able to fulfill
the requirements of these programs. In addition,
with varying regulatory frameworks associated
with each country, filing has become a complex
procedure for trade partners.

The volume of data also keeps growing, with the
increase in the number of players and lists of in-
formation furnished for each transaction. A re-
search paper published by the Australian Minis-
try of Foreign Trade and Economic Cooperation
indicates there are more than 27 different parties
involved in the international trade supply chain,
with over 40 documents and 200 data elements.®
In Singapore, traders may be required to submit
as many as 21 different forms to 23 different agen-
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cies, a process that may take up to 15 to 20 days
to complete. Even in the case of countries using
extensive automation, the volume of data entered
could be significant. By the end of the year, CBP
expects data volumes to reach 27 million, an in-
crease of 5% over the previous year.?

Limitations of current systems

Most companies have a plethora of applications
to manage their global trade activities. Many op-
erators, however, still use applications such as
spreadsheets to perform daily tasks. Traditional
document management systems are also manu-
ally intensive, requiring laborious processes for
gathering data and disseminating information.
These cumbersome processes lead to inaccura-
cies and delays. Currently, most large companies
use ERP systems to handle trade management.
However, due to the rigidity of their framework,
as well as a lack of integrity with outside systems,
ERP systems have issues with supporting data
content requirements and are unable to handle
the complexities of documentation and filing.

The importer must be able to reference lists such
as denied-party lists and other blacklisted-party
lists for each shipment. In addition, legislation
seeking to curtail global money laundering and
terrorist financing requires businesses to verify
customer identities. These lists, which are updated
by government agencies from time to time, must
be accessed in real time to ensure the accuracy
of declarations. Most companies do not have the
technological capability to handle these situations,
causing errors and omissions and, in severe cases,
leading to penalties and lawsuits. Most companies
also do not understand how to use the online infor-
mation systems deployed by government agencies
for automating the submission of forms and ship-

12%
16%
D /

Manual
B semi-Automated
. Fully-Automated

Integrated Third Party

Source: Kewill Benchmark Survey
Figure 4
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ment data. For example, in spite of the introduction
and upgrades of the AES, companies are having
problems using the Export Classification Control
Number (ECCN) with the country chart. Users
often see incorrect ECCN and license exception
combinations and are referring cases to export en-
forcement agents when AES data does not appear
to be correct. CBP is also on

the alert, contacting export-

ers with warning and penalty

letters for AES violations.

In a survey conducted by

Kewill,© only 16% of exporters

have fully automated systems

for preparing export docu-

mentation (see Figure 4). A

higher level of automation is

seen in large shippers, while

smaller ones still struggle

with manual, semi-automat-

ed or third-party systems.

Currently, less than half of all

shippers surveyed are able to

produce and distribute export-related documen-
tation efficiently in less than 10 minutes. For half
the respondents, more than 1% of shipments have
errors that lead to delays and rework. However, of
those using completely automated systems, only
37% had an error rate of more than 1%.

Due to the emphasis on regulatory compliance,
enforced with penalties and removal of benefits,
the industry is left with little choice but to build a
robust import and export control program, as well
as demonstrate to the gov-

ernment the efficiency and

consistency of these controls.

One of the biggest challeng-

es associated with following

the new reqgulations is the

fact that most of the data is

dispersed in the supply chain

and held by various partners.

Trade partners will need to

collaborate with each other

and create a strong process-

oriented framework, backed

by appropriate technology and standards. In a sur-
vey conducted by World Trade Magazine" almost
70% of automotive and industrial manufacturers
felt the need to improve their global trade pro-
cesses to combat cost-savings erosion.



companies are
bringing together
the various supply
chain partners

on a common

Action Points for Better Trade Managment

Extensive
automation
across the
organization

standardization
of manual

processes

Figure 5

The leaders in global trade are managing the chal-
lenges of inefficient manual processes and unpre-
dictability by using automation and controlling
the complex environment to drive out costs and
risks from global trade (see Figure 5). They are
accomplishing this objective by setting up global
trade competency centers and instituting corpo-
rate-wide performance measures.
Traditionally treated as a back-
office function, the trade compli-
ance department is now viewed as
a strategic advisor to keep supply
chains moving and reduce total
landed costs.

Leading

Combating delays and fines caused
by compliance and documentation
errors is one of the focus areas
for best-in-class companies. Quick
wins for reducing lead-time variability and reduc-
ing trade risks can be obtained by fixing these is-
sues. High-technology companies, in particular, are
focusing on improving the financial supply chain,
with 52% reporting in the World Trade Magazine
survey”that they want to improve their trade pro-
cess to control working capital requirements and

platform.

Design for
flexibility without

increasing supply . the benefits
chain complexity

Collaborate with
partners to extend

Implement
common
performance

measures within
and outside the
organization

across the
value chain

improve cash flow. Decentralization and manual
trade processes are resulting in redundancy and
proving a roadblock for leveraging lessons learned
across the organization. Figure 6 depicts the typi-
cal data that needs to be captured for efficient
management of trade.

Leading companies are bringing together the vari-
ous supply chain partners on a common platform.
This is because all gaps in the chain will need to
be closed to ensure effective security and compli-
ance. In addition, any one player will not have all
the data needed for filing. Supply chain movement
datais usually spread among importers, exporters,
carriers, customs, freight forwarders, etc. For in-
stance, while the importer will know its AEO status
and the goods’ commodity code, the exporter will
have information on the consignor, contents, type
of packaging, transport charges, method of pay-
ment, dangerous goods code, etc. The forwarder
will have additional elements related to the trans-
action booking, while the carrier will provide details
of transport and referencing. Setting up a common
platform and facilitating “straight-through” infor-
mation from the party that owns the information
will ensure both timely and accurate filing.

Data Requirements for Effective Trade Management

Classification

¢ Import/ export #
management

* Import/ export #

assigning

¢ Mass reclassification * Audit trail

Figure 6
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Compliance

¢ Sanctioned party
list screening

* Import control

* Embargo check

Customs Declaration

¢ Import document
preparation and printing

* Electronic communication

* Duty calculation

o Transit procedures

* Warehouse processing

* Process monitoring
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A huge gap exists between best-in-class operators
and the rest of the industry in the consistency of
processes and the consolidation of activities across
the organization. Best-in-class companies improve
their manual process by using pilot programs and
then standardizing best practices across the orga-
nization. This is followed by extensive automation
to leverage technology for realizing the benefits
and aiding continuousimprovements. Various tools
- such as trade agreement planning solutions,
classification engines, solutions for managing
shipment information like country of origin and
certificates of origin — are deployed, along with
methodologies like Six Sigma for streamlining
process flows and increasing automation.

A large number of players in the industry run
their processes in a disconnected and divisional
manner, supported by multiple systems that
require a good deal of manual effort to syn-
chronize the complete supply chain. In contrast,
the leading players have standard processes
across the organization, measured with common
metrics, as well as the ability to obtain a single
view of all operations, aided by automation with
integrated systems and a common set of data.
This also enables cross-functional workflows
and alerts. The end goal for companies should
be to automate the physical and financial supply
chain processes not only within the organization
but also beyond the four walls of the enterprise
to vendors, brokers, forwarders, carriers and
the like. Figure 7 captures the guidelines to be
followed for implementing a strong process-ori-
ented framework for improving global trade.

Leveraging IT to Stay Ahead of the Curve
Technology is one of the strategic levers for

organizations involved
realizing
and gaining a competitive
edge. Leading companies are
getting ahead of the curve by
implementing and upgrading
their IT systems to address the
dynamic reqgulatory environment
(see Figure 8). To be able to han-
dle complex and rapidly changing
business scenarios, IT systems
for global trade should have the

in global
improved and effective operations

trade for

It is essential that
organizations build
more points of
flexibility into their
systems to be able
to accommodate
future scenarios.

following features incorporated
into them:

* Flexible and open layered architecture.

e Tight integration with multiple stakeholders
across the supply chain.

¢ Closed-loop feedback mechanism for
resolution of issues.

The principle characteristic of the global trade sup-
ply chain is its dynamic nature. With ever-changing
business scenarios and detection of new threats
for supply chain security, it can be expected that
rules and regulations will continue to evolve. Al-
though the WTO offers standards for formulating
new regulations, standardization of global trade
processes across nations is still quite a way off.
In this scenario, it is essential that organizations
build more points of flexibility into their systems to
be able to accommodate future scenarios.

Guidelines for a Process-Oriented Framework for Improving Global Trade

Analyze

Identify currently
available data and additional
data points needed ‘

Reengineer process to

capture and transfer data along
chain of command of shipment

Consolidate

Changes to ERP and trade
e management systems for
‘ capturing additional data points

T o
|dentify persons/ groups
responsible for collecting data
from each supplier

Identify and implement procedure
for advance determination of
correct commodity classifications

~— 2 T

Record decisions and
outcomes for continual analysis

|

Identify process gaps in
achieving compliance,
potential for quick wins

Analyze current procedures
to ensure ability to handle
additional filling requirements.

) ——

Bring partners on a
common platform

Analyze technology used
by service provider and
customs broker

Document plans, policies
and procedures
¥

| Set up global trade competency

center for sharing learning's
and consolidating processes

Figure 7
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Integration with the parties involved in the trade
cycle is no longer just a desirable feature in mod-
ern automated systems. Filing of customs data
needs to be accurate and timely to avoid delays
and penalties. As mandates
to furnish even more data
from all the participants in
the supply chain emerge,
creating integration points
has become essential both
inside and outside the orga-
nization. Third-party service
providers (such as GT Nexus
for shipment-level data and
trade-related information)
may also need to be inte-
grated to plug the informa-
tion gap. In addition, integration is also needed
with customs agencies to enable e-filing, as well
as to refer to various sanctioned party lists that
are published from time to time. A well-integrated
system also provides greater visibility into the net-
work and standardization of data, enabling better
and faster decision making for stakeholders.

A closed-loop feedback mechanism helps detect
errors and flag discrepancies while there is still
time to take action. Standard metrics and KPIs
across the organization, coupled with real-time
alerts and notifications, help close the gap be-
tween information and action. Closed-loop deci-
sion processes between the physical and financial
supply chains also helps management control
cash flow, while mitigating business risk. Duty
drawbacks are one such area where most organi-
zations would be able to extract immediate gains
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from analysis of trade transactions. In addition,
audit trails have become mandatory for meeting
compliance with customs agencies and other reg-
ulations such as the Sarbanes-Oxley Act.

Shipment Control and Visibility:
Capturing Missing Data for
Customs Compliance

A leading global player in international ex-
press, overland transport and air freight
was suffering from noncompliance with
global security standards. The problem
stemmed from its current system, which
was unable to capture required shipping
details and lacked security features to pre-
vent unauthorized use of shipment data.
Among other limitations, the system was
unable to provide piece-level tracking of
shipments, capture of new customer infor-
mation and multi-user support, which cre-
ated inefficiencies and shipment delays.

This company turned to us to develop a
shipment control and visibility system,
which led to improved productivity and
better visibility. Shipment details were
captured and tracked at a piece level. The
system also reduced data entry effort
due to use of validations and business
rules and enabled operators to add new
customer information.
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We leverage a unique value creation framework
to help our clients achieve greater efficiency, ef-
fectiveness, virtualization and innovation. Fig-
ure 9 depicts some of the key areas for business
transformation and for creating higher levels of
value for our clients.

The global trade situation is bound to get more
complex before it moves toward a more uniform
and simplified regime. With the European Union
following in the footsteps of the U.S. with increased
regulatory activity, it has become imperative for

organizations to proactively adopt these changes
and take an early lead in implementing new
processes and technologies. The burden placed on
exporters and shippers today can be turned into an
opportunity. Extensive automation of the processes,
while preserving the flexibility of the environment,
along with a mechanism to sense and respond to
changes, can become a competitive differentiator
for all supply chain players that have a significant
stake in global trade. The ability to respond in the
right manner to rapid changes, as well as being able
to manage risks, can translate into new opportuni-
ties for higher profits and reduced costs.

Effectiveness

Productivity/ Quality Improvement |
e Enabling “straight-through data” from |
suppliers to the importer by using a !
common platform !
e Better “first time right” hit rate for filing, 1
processing documents, etc. to reduce :‘

Virtualization

i e Enabling partnership with custom
----------- -agencies, third-party service providers

Improve Capital Utilization
_* Application rationalization/
 |ntegrating applications, de\‘{ices, supplier
data and customs systems to provide a
seamless, unified trade transaction
o Using Saa$ solutions/cloud jplatform
1

Innovation

!
Revenue Enh:ancement
* Enabling compliance department to focus
on improvem:ents and strategic issues
 Providing trape management
as a business offering

rework & delays S
Reduced Costs Efficiency
e Reducing costs per document processed, filing, etc.
® Reduction in penalties & delays from incomplete filings
o Reduced manpower for documentation & routine tasks
Figure 9
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