AEO PROGRAMMES

Chain reaction

As the EU launches its
AEQ programme, Lesley
Bankes-Hughes considers

the role of already
established schemes in
achieving global supply

chain security

10

he Authorised Economic
TOperator (AEO) scheme in the

European Union (EU) is now
a fact of life. Many conference hours
and words of wisdom from numerous
management and business consultants
were expended in 2007 on the theoreti-
cal advantages of this voluntary scheme
which is intended to improve sup-
ply chain security and facilitate trade
through a streamlining of Customs proc-
esses. The fact remains that the appetite
for such a scheme within Europe by
businesses involved in the global supply
chain seems — at least in the early days of
2008 — less than voracious.

The reasons for this apparent reticence
will no doubt become clearer as the year
goes on. Certainly the introduction of
the scheme within Europe has, at least
in terms of pre-registration, been on
a rather piecemeal, state-by-state basis.
Dire predictions of backlogs in 2008
in the processing of applications by
Customs authorities have failed to stir
companies into action in those countries
which have permitted pre-application
before the 1 January start of the scheme.

In the UK, for example, pre-
application has been allowed since July
2007, but, according to HM Revenue
& Customs (HMRC), only 50
applications had been received by mid-
December. An HMRC spokesman told
Cargo Security International that these
had largely been submitted by freight
carriers, and that smaller businesses
accounted for around 70% of the total.
He did note, however, that some 95%
of applications were for the combined
Customs simplifications/security and
safety certification, as opposed to the
single Customs or security accreditation.
He also said that many of the applications
which had been lodged with HMRC
did meet AEO criteria, ‘but there are
simple repeated issues such as incorrect
signatures on the application forms’.

In Ireland, where pre-application has
been open since 31 October, an Irish
Revenue spokesman acknowledged that
the pace of applications was slow: ‘But
we take comfort from that; we are saying
that [the application] is a job of work, so
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don’t panic and take time to get the right
documents and procedures together’. He
also noted that he expected the initial
raft of applications to come in from the
subsidiaries of US companies, to be
followed by their carriers and Customs
agents. Between 70-80 Customs officers
have already been trained to undertake
AEO accreditation validation in Ireland.

Already there seem to be opposing
viewpoints on AEO applications: the
‘wait and see’ approach suggested
above, or the ‘why wait when you
have an opportunity to get through the
process relatively quickly’ attitude, as
expressed by a spokesman from Ernst
and Young. Clearly, these viewpoints
are expressed by personnel operating in
different sectors of the AEO ‘industry’;
many Customs organisations within the
EU are bracing themselves for a year
of working through an ever growing
mountain of applications so a relatively
slow initial uptake of the scheme
may well be welcome news, while a
growing army of business advisors has
found a new revenue source in helping
companies to be ‘ahead of the game’ in
filing early AEO applications.

However, the EU is by no means
ahead of the game in the introduction
of an AEO scheme. A raft of initiatives
generated by the United States after 9/11
— the Customs-Trade Partnership Against
Terrorism (C-TPAT), the Container
Security Initiative (CSI), the Advanced
Manifest Rule (AMR), the Free and
Secure Trade (FAST) programme,
and the Secure Freight Initiative
(SFI) — have been joined by the ISO/
PAS 28000 standard (Specification for
security management systems for the
supply chain) and the World Customs
Organization’s (WCO) Framework of
Standards to Secure and Facilitate Global
Trade (SAFE).

The emphasis of many US initiatives,
such as C-TPAT, is largely weighted
towards security concerns, but other
countries throughout the world have
also introduced schemes where issues
of supply chain facilitation and the
simplification of Customs procedures
are also key components. The European
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AEQ certificate is intended to provide a
balance between security considerations
and expedited Customs clearance, and
the simultaneous introduction of such a
system by all the EU states is, without
doubt, an ambitious undertaking on a
scale not yet seen.

However, the experiences of Customs
organisations in countries where similar
schemes are already up and running may
provide valuable lessons in achieving a
smooth introduction of the AEO scheme
in Europe. A survey of such schemes
does seem to indicate that hands-on
Customs’ involvement at every stage
of the accreditation process is labour
intensive and, often, impracticable; a
greater degree of corporate self-
assessment in terms of meeting AEO
criteria seems unavoidable as schemes
gain maturity.

Similarly, a company’s investment in
achieving accreditation (in financial/
manpower terms) is often difficult to
marry up with the trade/security
benefits resulting from membership of
such a scheme. Although several AEO
schemes are operational throughout the
world, there have been few substantive
or wide-ranging studies into the cost
benefits or disadvantages of such
programmes.

Many industry commentators give
credence to the conclusions drawn in a
recent University of Virginia survey
on the benefits of C-TPAT membership,
but whether its observations have
demonstrable relevance to other non-US
schemes is very difficult to determine.
Similarly, a survey undertaken by the
University of Stanford on world-wide
supply chain security throws up some
interesting statistics and conclusions, but
it questioned such a small number of
industry players within specific sectors
that its relevance to companies involved
along the length of the supply chain is
also impossible to quantify.

Throughout the world, individual
countries have been devising and
implementing their own versions of
an AEO system, and several countries
have reached a stage where they are
taking practical steps to initiate and

implement mutual recognition , whereby
the Customs and security validation
accreditation status of national schemes
would be deemed to be acceptable
by other trading partners and the
requirement for companies to make
multiple applications to individual states’
AEO schemes would become fully, or at
least partially, redundant.

If a global corporation is to offer full
supply chain security (and also what
would effectively be a ‘green lane’ for
Customs clearance) to its customers
then clearly the resolution of the issue
of mutual recognition of procedures
must be achievable and achieved
along the length of that supply chain.

Already there seem to be
opposing viewpoints on
AEQ applications: the
“wait and see” approach,
or the “why wait when
you have an opportunity
to get through the
process relatively quickly”
attitude’

Organisations such as the WCO are
engaged in an ongoing programme
of consultation with the US to move
forwards on this issue and slow, but
discernible progress would seem to being
made (not withstanding the difficulties
thrown up by the US demand for 100%
scanning of cargo).

Some nations, however, have been
notably proactive in striving for such
reciprocity. New Zealand, for example,
has been at the forefront of forging links
with the US and other countries in the
ASEAN region. In 2004, it agreed a
supply chain security strategy with the

United States which is its second largest
trading partner. As at June 2007, exports
to the United States were worth some
$3.346 billion, while imports totalled
$3.313 billion.

Under the terms of its agreement
with the US, New Zealand Customs
and the US Customs and Border
Protection (CBP) National Targeting
Center work together to identify high
risk containers as early in the supply
chain as possible. Consignments
identified as targets for further
inspection are then inspected using non-
invasive x-ray or physical inspection
before loading for export to the United
States. Consistent with the WCO’s SAFE
Framework of Standards, New Zealand’s
security strategy also includes advanced
electronic reporting of information
about shipments; intelligence-based risk
assessment; and voluntary agreements
with the private sector to reduce risk.

New Zealand undertook to provide
around 20% of the total compliance
costs of $45 million involved in getting
this initiative off the ground, and also
contributed $22 million in capital costs
for new x-ray inspection equipment.
Perhaps in New Zealand’s case, the
logical step would have been to sign
up to the US CSI programme which
involves the screening of high risk cargo
destined for the United States at overseas
ports. However, its government has
taken a very independent position on
this, stating that it would have taken
the US some time to implement its CSI
initiative in a country the size of New
Zealand (thus leaving the country with
no secure exporting arrangements in
place in the interim), and also it was not
prepared to accept the possible adverse
economic implications of all its exports
to the US having to be channelled
through one accredited port.

New Zealand has also introduced a
Secure Export Partnership scheme (SEP)
which is a voluntary agreement which
ensures that goods exported under the
scheme are packed securely and with
no other goods. They have then to be
carried securely and without interference
to the port of shipment, where they
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are then sealed with a Customs-
approved seal which ensures that they
are then under Customs control and
can be considered as secure by foreign
administrations.

At the end of June 2007, a significant
step forward along the road to reciprocity
was taken with the signing in Brussels
of the world’s first mutual recognition
arrangement (MR A) between the US
and New Zealand. Under the terms of
this agreement each country recognises
each other’s Customs controls, and those
exporters who have been validated as
AEOs under the SES or C-TPAT are
recognised as low risk partners.

The Asian Pacific region is certainly
alert to the potential benefits of
co-operation on Customs/security
issues, and New Zealand is a consistently
active participant in such discussions,
whether they be on the basis of trading/
economic or geographical groupings. A
study published in August 2006 by the
Economic and Social Commission
for Asia and the Pacific also noted
that: ‘“The cost for developing countries
comes in two forms. On one hand is the
cost of implementing the measures, on
the other hand is the cost of being left
out of the global supply chain because of
lack of compliance with emerging multi-
lateral security frameworks. With the
global trend towards tightening security,
weak compliance with trade security
measures could discourage businesses
from investing in a country that may
otherwise be an attractive investments
destination and/or trading partner.’

In early 2007, the Japanese government
announced its intention to introduce an
AEO system by 2010 to coincide with
the completion of new airports at Narita
and Haneda. In early September last year,
the heads of the Customs authorities of
Japan and New Zealand began the first
of a series of consultative meetings to
discuss the issue of mutual recognition
of Customs procedures.

New Zealand is also engaged
with Australia on the question of
harmonisation of AEO
although Australia is still at a relatively
early stage in the introduction of its own

systems,

scheme. A pilot programme focusing on
security and trade facilitation involving
five companies was due to be finalised
by the end of 2007. Interestingly, this
programme model from the outset is
working on the premise of using self
assessment against a set of established
criteria, with the ambition of
implementing a programme of ongoing
checks and recertification every three
years.

‘Hands-on Customs’
involvement at every
stage of the accreditation
process is labour intensive
and, often, impracticable;
a greater degree of
corporate self-assessment
in terms of meeting AEO
criteria seems unavoidable

as schemes gain maturity’

The economic powerhouse of the
South-East Asian region, Singapore,
has also signed up to the AEO concept
with a seemingly well-planned, flexible
system which has the aim of reciprocity
as a guiding principle. Launched in May
2007, the Secure Trade Partnership
(STP) is a voluntary system consistent
with the SAFE Framework which aims
to establish the country as a secure
trading hub which can boast total supply
chain security. It is perhaps noteworthy
that Singapore has not rushed to devise
and implement its own trade/security
scheme in the immediate aftermath
of 9/11 and subsequent US legislation.
Instead, using a pilot scheme involving
seven companies, including IBM, it has
taken time to create a programme based
on risk assessment after seeking extensive

input from government and industry.

A frequent concern voiced by traders
in the EU before the introduction of
its AEO is that the European system to
some extent duplicates the mandates of
other, pre-existing security programmes
such as the International Ship and Port
Facility Security (ISPS) Code and
initiatives from the Transported Asset
Protection Association (TAPA). The
Singapore Customs authorities, however,
have stated that the country’s STP
scheme is not intended to override or
supersede extant programmes: ‘Existing
certificates that a company already
complies with will be taken into account,
if security requirement are comparable
to those required under STP guidelines.

The Singapore authorities have
confirmed that STP status, which will
be valid for three years, will achieve
reduced inspection times and expedition
to Customs clearance if the system is
recognised by overseas Customs
organisations. Already, Singapore has
overhauled its trade declaration process
with the introduction of an updated
Tradenet/Tradechange system, and
intends to undertake future work on the
issue of mutual recognition of parallel
programmes with Australia, New
Zealand and the US.

While individual countries ponder on
their respective AEO schemes, regional
and economic groupings are, at least
on paper, also looking at the prospects
for mutual recognition. In November
last year, the 7" Asia Europe Meeting
(ASEM) of Customs Directors in
Yokohama endorsed the proposition that
the establishment of AEO programmes
and mutual recognition of such schemes
should be promoted among ASEM
members (and, incidentally, was not
alone in its expression of concern over
the introduction of 100% scanning of
US-bound containers).

In terms of trade facilitation, talks
are also underway between the US and
ASEAN nations over the prospect of
forging a harmonised AEO system in
the Asian Pacific regions. A recently
amended Customs law in the region
states that an authorised importer, who
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fully satisfies Customs compliance
requirements, can file prior declaration
of his imported goods so that they are
cleared for delivery as soon as they
arrive. Administrative issues, such as the
payment of Customs duties and taxes, can
be deferred to a later date. Furthermore,
a new simplified declaration procedure,
which would allow an authorised shipper
to make an export declaration at his own
premises, such as a warehouse or factory,
may also be incorporated into a regional
AEQ system.

Not surprisingly in view of its
geographical and economic relationship
with the United States, Canada reacted
quickly to develop its Partners in
Protection (PIP) programme after the
US lead. Last October, however, saw the
publication of a report by the Canadian
Auditor General (Keeping the Border
Open and Secure) which levelled
criticism at the efforts of the Canadian
Border Services Agency (CBSA) to
establish a border management strategy
based on threat and risk assessments.

The report identified weaknesses in the
CBSA’s ‘lookout systems’, which were
designed to identify and intercept high
risk shipments, and it also recommended
that the agency should improve the
monitoring of its automated systems for
identifying high risk people and goods
— systems which have already involved a
$150 million investment on part of the
CBSA.

In November, a draft Memorandum
of Understanding (MoU) was issued
announcing Canada’s intention to
modernise the existing PIP programme
in order to boost its security measures
and narrow the current gap between
C-TPAT and PIP security requirements.
With the eventual aim of making it easier
for companies to be eligible for both
programmes, a revised PIP programme
will focus on higher security standards
for all sectors, and will include site visits
for approval purposes as well as revised
partnership agreements. Interestingly, in
light of the Auditor General’s comments,
security requirements will be based
on risk and an individual company’s
business model.

‘From an EU perspective,
the experience of Sweden
may well provide the best
indicator as to how a
European scheme should
be implemented’

From January until the end of April,
the CBSA will seek feedback on its
new proposals, but it has stressed from
the outset that businesses which don’t
meet the more stringent requirements
may not be able to continue with their
membership of the PIP scheme.

Those companies with revised
PIP membership will also be eligible
to participate in US/Canadian FAST
programme which reduces information
requirements for Customs and border
clearance.

Jordan is yet another adherent to
the AEO model with its Golden List
introduced in 2005. Under the terms of
this scheme, the Jordanian Customs
Authority implements audits on
behalf of applicants and although in
global terms it is a small-scale scheme
— 17 companies have Golden List
accreditation compared with the 7,400
businesses now enrolled with C-TPAT
— the goal of mutual recognition is in
its sights and talks are believed to be
underway with the United States.

From an EU perspective, the
experience of Sweden may well provide
the best indicator as to how a European
scheme should be implemented. Its
Stairways scheme was launched in 2002
to offer supply chain quality assurance
through an accreditation process, and
this was followed by the introduction
of the StairSec scheme in 2004 which
required traders to incorporate security
measures into their Customs routines.
Through StairSec, terminals, warehouses,
forwarders and importers and exporters
can also be certified in accordance with
CSI requirements, and it is estimated

that over 95% of all container exports
from Sweden passes through a StairSec
certified port.

A spokesman for the Tullverket
(Swedish Customs) told CSI that 57
companies have now received StairSec
accreditation. Questions asked on
(StairSec) applications are very similar to
those which the new European scheme
will use, and, in general, businesses are
required to engage in a process of self-
assessment. The use of self-assessment
has been in place for about a year
and has replaced the initial policy of
company visits by Customs officials.
‘This took too much time and was too
labour intensive for such a small country,’
commented the spokesman.

It is the EC’s expectation that Sweden
will undertake the transition from its
national scheme to the European AEO
model, although there seems to be an
element of reluctance to implement this
change in some areas of the Swedish
Customs authorities. A spokesman
noted that the StairSec programme is
very focused on transport movements
within the EC as opposed to the passage
of freight beyond European borders.
Taking the issue of drugs seizures as an
example, he pointed out that ‘75%-80%
of the narcotics we seize come from
within the EC; naturally we want to
continue to do the same’.

It would be unrealistic to expect
that the introduction of the European
AEO will be without some glitches, and
the harbingers of doom prophesying
application backlogs may well prove
to be correct. the fact
remains that companies may continue
to be reticent in applying for AEO
certification in the absence of a body
of evidence which can show how
much accreditation, in terms of time
and finance, will cost, and whether
the (as yet unquantifiable) benefits of
AEO membership will outweigh that
investment.

The pilot programme undertaken
by the European Commission (EC)
ahead of the January start date involved
11 companies working in various
sectors along the supply chain, but, as a

However,
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spokesman at Ernst & Young points
out, no SMEs (Small and Medium
Enterprises) were involved in the pilot,
and it has been suggested, he notes,
that ‘it could take as much as 300/400
hours for a company to go through the
questions, get the information and put
together a fairly robust set of documents
for approval’. For a small business this
level of time commitment must carry a
significant cost burden.

Michael Schmitz, the WCO’s Director
of Compliance and Facilitation, cited the
2006 Stanford University/Manufacturing
Institute report on the benefits of
investing in supply chain security in his
address to a special meeting of the WCO
SAFE Framework Counter Terrorism
Committee in Nairobi last October.
The report highlighted factors such as a
38% reduction in theft and loss through

improved merchandise/cargo safety,
and a 50% increase in access to supply
chain data through improved supply
chain visibility. However, it was pointed
out that the Stanford results are based
on a small study sample (input from 11
manufacturers and three logistics service
providers) and that other studies have
not found similarly high levels of benefit.
The authors of the report themselves
acknowledge that ‘the results of this
study should not be considered as any
type of industry average’.

The experiences gained in the
administration of existing AEO schemes
around the world would also seem
to show that a consistently hands-on
approach in company inspections by
Customs authorities is not, in the longer
term, a very practicable policy, and
that a balance must be struck between

physical validation by Customs officers
and corporate self-assessment. Not
surprisingly, the introduction of AEO
schemes seems to have worked most
efficiently in relatively small countries,
such as Sweden and New Zealand, and
the ‘success rate’ will, no doubt’ differ
between EU nation states.

While some European companies may
decide to defer accreditation until they
have seen how other companies fare, or
until the introduction of pre-arrival/
pre-departure inventory declarations in
July 2009, the fact remains that unless
all players agree to be part of the AEO
‘club’ the prospect of total supply chain
security can only ever be an ambition
promoted by strategists, consultants,
economists and within the pages of
academic reports or, last but not least,
industry journals.
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