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Introduction
The EU Customs Union exists since 1968. It covers all trade in goods and it involves both the free movement of goods within the customs territory and a common customs tariff and a common commercial policy in relations with third countries. As a result, all EU Member States apply the same customs duties to imports from outside the EU and the EU acts through its common commercial policy as one trade bloc in drawing up international trade deals.
The customs union is an area of exclusive EU competence, meaning that the EU alone is able to legislate and adopt binding acts. However, the individual national customs authorities of Member States are responsible for the actual implementation of the Customs Union. Many commentators have criticised a perceived non-uniform application of customs rules by Member States, pointing out that this leads both to problems of unfair competition between Member States and to fraud.[footnoteRef:1] [1:  https://ec.europa.eu/taxation_customs/general-information-customs/eu-customs-strategy_en ] 


The role of Customs Controls[footnoteRef:2]  [2:  https://ec.europa.eu/taxation_customs/business/customs-controls/general_en ] 

Customs are involved in the implementation and enforcement of EU legislation on import and export from and to non-EU countries.
Previously, customs controls focussed more on the fiscal aspects of customs work, but in recent years, there has been an increasing emphasis on the importance of customs controls for purposes such as security, safety and protection of the environment.
This includes controls on:
	The duties to be paid, and the correct description of the goods, their origin and value
	Security and safety measures  (smuggling, drugs, cigarettes, weapons, counterfeited products, fight against terrorism)
	Compliance with environmental legislation
	Compliance with Common Agriculture Policy (CAP) rules
	Health requirements, veterinary, phytosanitary and quality regulations.
In addition, customs are also often supporting the work of other services such as police and immigration services.
Operating in a fast-moving environment
Customs controls must be quick, effective and based on modern risk management techniques in order not to disrupt trade flows in a fast-moving economy.
Effective controls, avoiding unnecessary delays or costs for economic operators is achieved through…
	close co-operation with business, particularly when it comes to exchange of information.
	the use of modern IT techniques and tools
	highly specialised examination equipment
	efficient risk management methods

ECA Special Report n° 04 / 2021

Summary of background content 
The Union Customs Code (UCC) is the EU’s main customs legislation and requires the Commission to ensure that the Member States apply customs controls uniformly. In light of the UCC, the Commission adopted a new regulatory framework, consisting of the Financial Risks Criteria and Standards Implementing decision (FRC decision) and a corresponding guideline. The aim of the framework is to ensure that Member States establish the common financial risk criteria and standards required by the UCC.

Audit scope and approach

The audit was carried out in light of the new regulatory framework. It covered the Commission’s establishment of common financial risk criteria and standards, as well as the way Member States implemented them.

The audit was conducted by

	analysing whether the framework ensured uniform application of customs controls, whether the framework was adequate and how Member States used their risk management systems to select import declaration controls
	examining whether the Commission had sufficient monitoring, review and reporting arrangements
	visiting the customs authorities in five Member States to assess the application of the regulatory framework in practice
	collecting information from all Member States on their perceptions regarding the level of customs control harmonisation, the adequacy of the framework, and the degree to which they had implemented the common risk criteria and standards


Main findings

The audit found that the framework is not leading to a uniform application of customs controls. There were shortcomings in both the content of the framework as well as its application in practice.

The audit identified several weaknesses with regards to the content of the framework:

	The framework does not define the concept of risk well and with enough detail. This can lead to situations where Member States’ customs authorities do not prioritise controls on imports that pose a high risk to the EU’s financial interests. 
	The risk criteria do not specify the circumstances under which controls should be activated. Member States can therefore activate controls under different circumstances, and the application is not uniform. This lack of harmonisation in customs controls could allow non-compliant importers to target EU points of entry with lower levels of controls.
	The FRC decision does not lay down specific rules on the nature and duration of customs controls.
	The guidance lacks an in-depth description with quantifiable indicators that custom authorities can use for their risk analysis in practice.
	The framework does not include a risk analysis at EU level
	The framework does not describe appropriate data-mining techniques for risk analysis
	The framework does not describe appropriate methods for addressing risks resulting from e-commerce
	The framework does not provide a harmonised approach to random selections of declarations for control
	There is no EU wide platform or database to share information on risky importers systematically across Member States. The framework does not cover the implementation of such a system.
	The framework includes little reporting, monitoring and review requirements. The FRC decision specifies intervals in which Member States must report to the Commission on the implementation of the common financial risk criteria, but these intervals may be too long to maintain an up-to-date system of information.
	The framework allows Member States to reduce the number of controls they carry out to a “feasible” amount. It does not set limits in this regard, which means that the number of controls across Member States is not harmonised and under the discretion of the Member States. 

The audit identified several issues regarding the practical application of the framework:

	Member States did not identify and interpret risk signals in the same way. This resulted in different criteria for selecting imports for control, as well as differences in the risk profiles they created.
	Member States did not systematically share information on risky importers with one another.
	Member States did not apply similar procedures for reducing the number of controls, which lead to different national practices when addressing similar risks. Although Member States generally used the methods for control selection prescribed in the FRC decision, they applied these methods in substantially different ways.
	Not all of the five Member States visited subjected all declarations to an automated risk analysis, as is required by the FRC decision.
	Even after the adoption of the FRC decision, Member States have different risk management practices. They did not change their risk management system or control capacity significantly after implementing the FRC decision.


Recommendations

The ECA recommends the Commission (in cooperation with the Member States) to enhance the uniform application of customs controls. It should do so by 

	strengthening the rules for Member States by adding more detail to the framework, as well as instructions on how to apply it
	transferring some of the rules in the guidance (non-binding) to the FRC decision (binding)
	adapting the framework to ensure that the risks related to e-commerce imports are properly addressed
	improving the quality of risk signals
	addressing gaps in the handling of declarations across Member States
	developing an EU-wide risk database
	setting out sound arrangements for monitoring the Member States’ application of the framework

Timeframe: 2022
 
The ECA further recommends the Commission to create a central function at EU level to better guide overall customs control. 

More specifically, the role of the central function should include:

	defining the risks that should be subject to an integrated approach and, in cooperation with Member States, ensuring that such risks are addressed appropriately
	developing and implementing effective data mining capabilities to carry out data analysis at EU level and identify EU-relevant risks
	exploring ways to develop IT risk management systems, to allow direct and automatic application of control recommendations for EU-relevant risks

Timeframe: 2023

EU - BUDGET IMPLICATION / EUROPEAN FUNDS COVERED:
The special report addresses how customs controls can be conducted in an effective and harmonised manner across the EU. Ensuring an efficient flow of goods across the EU is crucial, as the EU’s imports and exports comprise around 25% of the EU’s GDP (EUR 4 trillion in 2019). In addition, customs duties on imports are an important source of EU budget revenue, amounting to €21.4 billion (13 % of the total) in 2019. While the special report does not directly cover specific EU funds, it focuses on a topic with strong budget implication.

The Rapporteur’s point of view
	Regrets that, notwithstanding the quality of the report, the outcome does not reveal anything new - customs management has many weaknesses, and these weaknesses have a colossal impact on the finances of the EU 
	Reminds that the European Commission has an obligation under Article 17(1) of the TFEU to oversee that Member States apply the EU law. The role of “guardian of the Treaties” is essential for ensuring the EU’s overall performance and accountability
	Insists on the need of Member States sharing information with each other on importers deemed to be at risk
	Underlines, moreover, that an efficient customs control requires closer cooperation between customs authorities and other law enforcement authorities operating at the EU’s borders, including through interoperability between relevant information systems
	Points out that the non-uniform application of customs rules by Member States  leads both to problems of unfair competition between Member States and to fraud
	Underlines that the success of many EU policies depends on Member States putting EU law into practice in their jurisdiction
	Questions, therefore,  the Commission on the actions taken so far or planned to support Member States to apply customs controls in a uniform and harmonised manner 



Facts and Figures (2019)[footnoteRef:3] [3:  https://ec.europa.eu/taxation_customs/sites/taxation/files/facts_figures_en.pdf] 


The EU is the largest trading bloc in the world
The EU is the largest trading block in the world, accounting for over 15% of the world trade, alongside the United States and China. In 2019, the value of the EU trade with other countries amounted to EUR 4.09 trillion[footnoteRef:4]. Half of EU external trade was mainly with five main partners: the United States, China, Switzerland, Russia and Turkey. [4:  1 trillion = 1 x 10¹².] 

[image: ]
To manage this volume of international trade in 2019, more than 2,000 EU customs offices, working 24 hours a day and 365 days a year, handled the import, export or transit of over 868 million articles. The amount of customs duties collected in 2019 reached € 26.7 billion.
[image: ]
Source: DG Taxation and Customs Union and Eurostat
Various means of carrying freight are used in the EU trade 
The most frequently used form of transport in the EU trade is maritime transport, followed by air and road transport.

[image: ]

Customs duties mean revenue
Customs duties are one of the sources of income for the budget of the EU and its Member States.
[image: ]
Source: DG Taxation and Customs Union and Eurostat


Customs are business friendly
The Union Customs Code aims to maintain a proper balance between customs controls and facilitation of legitimate trade, to enable the EU to prosper and develop competitive businesses.
[image: ]
Source: DG Taxation and Customs Union

Business operators

To be able to carry out commercial activities related to importing and exporting goods (in the role of a consignee, declarant or representative), business operators have to register in the Economic Operators Identification and Registration system (EORI). At the end of 2019 there were over 7 million entities registered in the EORI system.

Simplifications
 
Simplifications such as the simplified procedure or authorised warehouses enable business operators to perform customs procedures faster and more efficiently reducing administrative burden and costs.

Paperless environment 

The electronic customs systems are crucial for the operation of the Customs Union. The replacement of paper based customs procedures with EU wide electronic procedures has created a more efficient and modern customs environment. Nowadays nearly all customs declarations are submitted electronically. With the ongoing implementation of the Union Customs Code electronic systems, EU traders will be able to use customs electronic systems for other elements of their business operations.
[image: ]

Duties collected in 2019 increased compared to 2018, reaching EUR 26 707 billion, in line with the sustained rise in the value of goods imported. The share of customs duties in the total EU revenue remained stable at 13% in 2019. The picture below shows the structure of EU revenue in 2019.

	[image: ]
	
Source: DG Budget 
* GNI- Gross National Income
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