I [A® TTA®

ITALIAN TRADE AGENCY
ITALIAN TRADE AGENCY R

Key Elements and Implications of International Trade
Compliance
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International trade compliance refers to the complex processes and procedures involved in
exporting and importing goods while adhering to the regulations and requirements of the
countries involved. As the global market continues to expand, trade compliance has become
increasingly intricate, with severe consequences for non-compliance. This brief aims to
delve into the crucial aspects of trade compliance, including tariff classification, rules of
origin, valuation of goods, customs management, license management, and screening, to
provide a comprehensive understanding of their significance and implications in international
trade.

A Multifaceted Endeavor

The concept of trade compliance encompasses various aspects, necessitating specific
knowledge and understanding. Businesses engaging in the export and import of goods and
services, irrespective of their size, are bound to adhere to trade compliance principles.
Business owners shoulder the burden of compliance, necessitating continuous review of
international trade processes to avoid potential penalties and losses. For large
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organizations, dedicated teams play a crucial role in mitigating risks associated with trade
compliance regulations, mapping sanctions and risk countries, and proactively controlling
the business’s exposure to risk.

The Consequences of Non-Compliance

The repercussions of non-compliance with trade regulations have grown more severe over
time. Ranging from minor shipment delays to severe financial penalties and criminal
sanctions, the consequences can negatively impact a trader's customer relationships,
reputation, profitability, and global business prospects. As such, the importance of trade
compliance cannot be understated, and businesses must prioritize adhering to the
regulations of the countries involved in their trade transactions.

Key Elements of Trade Compliance
1. Tariff Classification

Tariff classification is a critical element of trade compliance as it determines customs
compliance, duty rates, origin of goods, export control, and other customs procedures. The
Harmonized System (HS), consisting of over 5,000 commodity groups, serves as a standard
nomenclature maintained by the World Customs Organization, providing uniform
classification for international trade statistics and customs tariffs. Correct tariff classification
is legally incumbent upon importers and exporters, enabling the determination of appropriate
duty rates, taxes, rebate provisions, permits, and standardized trade documentation. Non-
compliance in this area can lead to delays, increased inspections, fines, and even the
seizure of goods.

2. Rules of Origin

The rules of origin play a pivotal role in trade compliance, working in conjunction with tariff
classification and valuation. They determine the economic nationality of goods in
international trade, highlighting whether they qualify for preferential duty rates, anti-dumping
or countervailing duties, and other permit requirements. Understanding the country of origin
is crucial for determining quantitative restrictions on goods and compliance with labelling
and marking requirements. Accurate origin determination is also vital for trade statistics and
planning.

3. Valuation of Goods

Customs valuation is essential for determining the customs value of imported goods,
calculating customs duty, import VAT, and trade statistics. The WTO Customs Assessment
Agreement governs customs valuation, which offers six approved valuation methodologies.
It is imperative for traders to correctly determine customs value to ensure accurate
application of ad valorem duties and prevent delays, penalties, and undue costs. Both
overvaluation and undervaluation of goods can have significant impacts on trade,
highlighting the importance of meticulous valuation procedures.
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4. Customs Management

Customs management practices aim to ensure smooth and efficient processing of goods
upon entry into a customs administration. Integrated customs management systems
facilitate import and export processes, expedite transactions, and reduce costs involved in
international trade. By improving compliance with legal requirements and fostering greater
co-operation among customs processing, transit, presentation, classification, electronic
communication, and document printing, customs management enhances the effectiveness
of trade compliance.

5. License Management

License management involves the administrative process of applying for the import of
goods, requiring meticulous adherence to country-specific requirements and conditions.
Controlled goods necessitate permits or licenses before exportation or importation. Failure
to obtain the right license can lead to criminal charges, delayed shipments, and confiscation
of goods. Importers and exporters must be vigilant in understanding and obtaining the
necessary permits to ensure trade compliance.

6. Screening

Screening plays a crucial role in trade compliance by comparing data related to products,
customers, suppliers, etc., against external lists to identify links to trade embargoes,
sanctions, or risky entities. A thorough screening process helps traders avoid undesirable
business associations, safeguarding them from potential risks and legal consequences.
Regular screening, especially when handling transactions with outside parties, is vital for
mitigating risk and ensuring compliance.

7. Incoterms Rules

Incoterms rules published by the International Chamber of Commerce provide internationally
accepted definitions and rules for interpreting commercial terms used in contracts for the
sale of goods. Understanding Incoterms is essential for clarifying tasks, costs, and risks
associated with both buyers and sellers in international trade. Properly stating Incoterms on
relevant shipping documents enhances transparency and compliance in trade transactions.
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Conclusion

Trade compliance is a multifaceted endeavor, requiring in-depth knowledge of various
elements such as tariff classification, rules of origin, valuation of goods, customs
management, license management, screening, and Incoterms rules. Non-compliance with
trade regulations can result in severe consequences, impacting business reputation,
profitability, and global trade prospects. Businesses, regardless of size, must prioritize
adherence to trade compliance principles to ensure smooth and lawful international trade
transactions. By understanding and implementing these key elements, traders can navigate
the complex landscape of international trade with confidence and integrity.

How We Can Help

When it comes to navigating the intricacies of trade compliance, seeking professional
guidance is essential, and MPG stands as a beacon of expertise in this domain. As a leading
international law firm specializing in trade and customs law, MPG boasts a team of seasoned
legal experts who possess an in-depth understanding of the ever-evolving global trade
landscape. Leveraging their extensive knowledge, MPG'’s attorneys can provide invaluable
assistance to businesses of all sizes in achieving full compliance with trade regulations,
minimizing risks, and maximizing opportunities. Whether it's advising on complex customs
procedures, conducting comprehensive compliance audits, or representing clients in trade
disputes, MPG offers tailor-made solutions that address the unique needs and challenges
faced by each business. With MPG as a trusted partner, businesses can rest assured that
they are equipped with the most up-to-date legal advice and strategies, enabling them to
navigate the complex world of trade compliance with confidence and focus on fostering
sustainable international growth.

Bangkok, Novembre 2023
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