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1.INTRODUCTION

1.1Political Context

Foundedn 196§ the Customs Unionmanages the external border of the IBJenforcing the

rules governing the crodmrder movement of goods, includibg imposing a common tariff

on goods imported from third countriet is the basisand the guardiamf the EU Single

Market, allowing goods to move freely within the Unidinis a European success story that
shaped the early stages of European integration and today enables the prime position of the EU
in global trade as one of the largest trading blocs in the world.

At its core are the exclusive competence of the Union to regulate a common legal
framework (the Union Customs Co¢le UCC) which is implemented by the customs
authorities of the Member StateSor ensuringtheir missions, customs authorities uae
increasingly complex seff IT systems that also allow the economic operators to fulfil their
obligationsby digital means

Customs traditionally collecustoms dutiesand other taxes on impoyend aspite the global
decline in tariffs, theollection of duties remains economically significEBUR 24.8 billion in
2021) 75% of the collected customs duties are destined to the EU budget, repreS&nohg
the Unionbudget for 2021.

The role of customs has evolved over time to c@aeo non-financial tasks. During the last

20 years,nonfinancial sectoral legislatiorapplicable to goodgso-called ¢rohibitions and
restriction§) hasincreasedexponentially, in line with growing expectations regarding security,
sustainability, safety, héh and theprotection of human rightsIn close cooperation with

ot her competent authorities, customs are t
against norcompliant, dangerous, or counterfeited goods from third countries, and EU
businessefrom unfair competition. Customs further contribute to the fight against smuggling

of illegal goods and terrorism and defend the EU values and way of life.

Due toits strategic position at the external border, custoansdirectly involved in managing

crisis situationsto ensure the smooth functioning of supply chains and to dab#itate or

restrict the flow of goodsCooperation between customs administrations of countries of export

and of import is key for securing international tragiee withdrawal of the United Kingdom

from the EU and the Cowitl9 pandemic presentedsaynificantchallenge for businesses and
cust oms. The trade sanctions i P highigheobthes e t c
major contribution of customs to the settyrand strategic autonomy of the EUhe capacity

to degermineand enforce which goods enter and leavelthen is of strategic importance

Box 17 Impact of recent events on th&Customs Union

The withdrawal of the United Kingdom effectively changed the boundaries of Bld Customs Unionn
2021 and increased the realm of exta trade.The Customs Uniorhad to adapt in multiple ways |to
handle the withdraway the end of the transition period on 31 December Z8@0f increasesogistics
operators registeredpll customs IT systemautomatically disconnectedK as a Member State on [31
December 2020 at 23.59 aretognizedt as a third country on 1 January 2021 at 00T0@ fourth largest
Member State in terms of imported items is now Ireland, whimtounts fomore than 8% of all items

() Regulation (EU) No 952/2013 of the European Parliament and of the Council laying down the Union Customs Code (OJ
L 269, 10.10.2013, p.i101) and its delegated and implementing rules.

(® At the time of writing,for an overall view of the EU sanctions against Russighseg for a detailed list of the customs
related measures skere


https://ec.europa.eu/info/strategy/priorities-2019-2024/stronger-europe-world/eu-solidarity-ukraine/eu-sanctions-against-russia-following-invasion-ukraine_en#relatedlinks
https://taxation-customs.ec.europa.eu/customs-4/international-affairs/eu-measures-following-russian-invasion-ukraine_en#related-links

declared at importThe combined effect of the withdrawal of the United Kingdom and the surge
value consignments result in thember of import declarations multiplied loyore than 20

The eruption of Covid-19 in February 2020 required adopting urgent measures for trade. This in
measures on duty and tax relief, simplified formalities and an agreement on control prioritie
common approach to risks at the borderis was vitato accelerate the delivery afgently neededoods
while identifying and blocking substandard or necompliant goods (masks, medicine, sanitizers).€t
Customsauthoritiessent 950 alertoon fake products. In 2021, the customs authorities enforce
mechanism for monitoring thexport of vaccinesThe pandemic and the associhtevckdown an
restriction measures severely affected the EU external trade in goods inT2@2public consultatio
revealed thathe contribution of theCustoms Unionin responding to the Cow#l9 pandemic and i
socioeconomic consequences is widelycpred as positive by the respondents to the public consu
(it is very,quite,or fairly positive for 638% of them, whilat is negative foonly 21%j.

The implementation and enforcement s#Enctionsthe EU adopted against Russia and Belarus
response to the war in Ukraineput a new emphasis on the security dimension of customs work, b
import restrictions and export controls. The humanitarian support for Ukraine, as well as the facifi

n low

cluded
5 and

d the
)|
n
ts
tation

n
oth for
ation o

grain exports demanded resolute work by the customs officers.

As anyindividual seaport, airport oland border crossing point is the entrance to wele
EU, the protection provided by customs in one Member State is at the serviwe aiitire
Union. The Customs Union is only as strong as its weakest Yiek, there are significant
differences in thénuman and financialesources, training, risk analysiapabilities and levels

of

control of the national customs administrations.

The CustomsUn i o capasity to keep pace with modern developmeniscieasingly under
pressureNew safety and security threat$ie rise of environmental and human rigiédated

concerns and the dramatic increas# e-commercetrade flowsare posing a significant
challenge and squeeze customs authorities

Meanwhile big data, new technologies and digitalisation are opening new opportunities for
handling andexploiting data for the benefit of all participanth the economy. While customs
authorities continue to strive to develop solutions, the cuwgemipletionof the IT systems
required by the UCC will not be enough to enstire full use of datan order to respond
effectively to existing and future challenges.

Considering current and future challenges and the evolving role of customs, the President of
the European Commission committediimke theCustoms Unionto the next levelequipping

it with a stronger framewrk that will allow us to better protect our citizens and &ingle
Marke® by proposingas one of her political prioritig8) éa bold package for an integrated
European approach to reinforce customs risk management and support effective controls by
the Member StatésIn September 2022hé Commission laid dowa CustomsAction Plan(®),

as a first stepuntil 2025t o

turn President von der

benefits for European citizensysinessesnd society

Leyenod:

The present initiative on the revision of the Union customs legislatioposesan integrated
European approactio reinforce customslooking at the customs processes, the data
management and governance framewdrkwuilds on the Customs Action Plan aisdpart of
the Commnission Work Programme 202@nder the priorityAn economy that works for the

O

@)
®)

For an overview of the measures taken by the European Commission in the customs and tax@GMa4Ds&6 Taxud

Response (europa.eu)

A Union that strives for moreMy agenda for Europe: political guidelines for the next European Commissior22@49

Communication from the Comission to the European Parliament, the Council and the European Economic
Committee Taking the Customs Union to the Next Level: a Plan for Action (COM (2020) 581 final).

and Social
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peopled By strengthening the EUOG6s ability to
goods, thereby ensuring a level playing field, this initiative will also contribute ter oth
Commission priorities such ggwomoting our European way of life, a European Green

Deal, a Europe fit for the digital ageanda stronger Europe in the world

Figure lillustrates the scope and relevance of thestomsUnion for broader EU policieand
thetransversaimportance of th€ustomsUnion as a shared strategic asset.

Figure 1- Policy contribution ofCustoms Uniort illustrative examples sourceDG TAXUD

- Single Market and -

ATariffs AEcodesign Asanctions, export controls
AQuotas APhytosanitary ADrugs/Precursors
AAnti-dumping AwWaste ANew psychoactive
AExcise AToy Safety substances
AVAT AF-gases ACounterterrorism
Alntellectual Property AREACH AFirearms

Rights AForced Labour AExplosives

ADeforestation

Thereis a close nexus between effective customs controls and the implementation of the EU
trade policy, including trade defen¢€olumn 1). Similarly, there is a strong connection
betweenthe contribution of customsto the Single Market and the objectives ofte EU
competition policyfor ensuring a level playing fieloh the competition between producers in

the EU and abroafColumn2). Unless theCustoms Uniorperforns optimally, EU producers

who respect all the rules and regulas@applying in theSingle Maket are not competingn a

level playing field necessary for securing EU jobs and growth. At the same time, traddrs

to operate smoothlysimply, and quickly, without unnecessary breaks in the supply chain. A
balancemustbe foundbetweercustomscontrolsandfacilitation for legitimatetraders

1.2 egal context

The Union Customs Code (UCC)tlse main legal and IT framework for customs processes
the EU customsterritory. The Union Customs Code is composed of a basic act and a wide
range of detailed implementing acts and delegated @hbts.customs authorities must also
contribute to enforce numerowsfferent EU policies applicable dhe external borderg?®)
Below are listed he most relevanpieces ofexisting or proposedegislationto which this
initiative is related

- On the finan@l side, the legislation oowwn resources for the EU budgetidentifies
customs duties as a direct source of revenue for the hjowhile another set afules
regulatenhow these are madwvailableto the Union ()

(6) The DirectoratéGeneral for Taxation an@Gustoms Unior{fEuropean Commission) published in 2021lirgagrated lisof
the EU policies requiring specific controls on goods at the bordduding prohibitions and restrictions imposed on
imports, exports or goods in transit.

() Traditional Own Resources or TORCouncil Decision (EU, Euratom) 2020/2053 of 14 December 2020 on the system of
own resources of the European Union and repealinisidac2014/335/EU, Euratom (OJ L 424, 15.12.2020, p. 1).

(8) Council Regulation (EU, Euratom) No 609/2014 of 26 May 2014 on the methods and procedure for making available the
traditional, VAT and GNibased own resources and on the measures to meet caglemeqts (Recast) (OJ L 168,
7.6.2014, p. 39).
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Also on the financial sidethe VAT rulesapply on imported goods and foresee specific
measureson crossborder businest-consumer (B2C) -eommerce sales from third
countries (°)

On the norfinancial side, e Market Surveillance Regulation(}%) providesthe legal
framework for riskbased controls of nefood products sold on the EU market, in
particular through a systematic cooperation and exchange of information béflaelest
Surveillance Authoritiesand customsauthoritiesfor detecting unsafer nonrcompliant
products entering th8ingleMarket Customs willalsobe called to implement the revised
General Product Safety Regulation(*}) andthe new rules aimed to effectively ban the
placing on theSingle Market of products made wholly or in part frced labour, (*2)
once theespectivgproposalsareadopted.

In the field of environmental legislation Customs are involved ithe enforcement of
numerous rulesnter alia on chemical¢'®), the protecton of species of wild fauna and
flora (*4), the fight againstclimate change by minimising the use and emissions of
dangerous substancg®) (1°). Customswill alsobe calledon to apply newEU rules to
curb deforestatiot’) and treatwasteshipmentg®). Moreover, the Sustainable Products
Initiative (*°) proposal calls orCustoms to crossheck the customs declaration with the
information on the imported goods contained in the newly credigathl passport for
products to reduce the negeg life cycle environmental impacts of products placed on the
Single Market. The proposal to establish @arbon Border Adjustment Mechanism (*%)

will help ensue that the EU's climate objectives are not undermined by the risk of carbon
leakageandencourag producers in noiieU countries to green their production processes
The mechanism applies to imported goods, and customs supports the enforcement.

)

*9

*)

*?
*9)

*9
*)
*9
*)
*9)
*9)
9

Council Directive (EU) 2017/2455 of 5 December 2017 amending Directive 2006/112/EC and Directive 2009/132/EC as
regards certain value added tax obligations for supplies of services and distance sades ¢Dg L 348, 29.12.2017, p.

7).

Regulation (EU) 2019/1020 of the European Parliament and of the Council of 20 June 2019 on market surveillance and
compliance of products and amending Directive 2004/42/EC and Regulations (EC) No 765/2008 and 38&/P0hl

(OJ L 169, 25.6.2019).

Proposal for a Regulation of the European Parliament and of the Council on general product safety, amending Regulation
(EU) No 1025/2012 of the European Parliament and of the Council, and repealing Council Directh#BEEC3and
Directive 2001/95/EC of the EuropeRarliament and of the Council (COM(2021)346)

Proposal for a Regulation of the European Parliament and of the Council on prohibiting products madeeditalfour

on the Union markeiGOM (2022) 453 final).

Regulation (EC) No 1907/2006 of the European Parliament atldeo€ouncil of 18 December 2006 concerning the
Registration, Evaluation, Authorisation and Restriction of Chemicals (REACH), establishing a European Chemicals
Agency, amending Directive 1999/45/EC and repealing Council Regulation (EEC) No 793/93 and €ammis
Regulation (EC) No 1488/94 as well as Council Directive 76/769/EEC and Commission Directives 91/155/EEC,
93/67/EEC, 93/105/EC and 2000/21/EC.

Council Regulation (EC) No 338/97 of 9 December 1996 on the protection of species of wild fauna ahg flora
regulating trade therein (OJ L 61, 3.3.1997, p. 1).

Regulation (EU) No 517/2014 of the European Parliament and of the Council of 16 April 2014 on fluorinated greenhouse
gases and repealing Regulation (EC) No 842/2006 (OJ L 150, 20.5.2014, p. 195).

Regulation (EC) No 1005/2009 of the European Parliament and of the Council of 16 September 2009 on substances that
deplete the ozone layer (OJ L 286, 31.10.2009, p. 1).

Proposal for a Regulation of the European Parliament and of the Council makhregy available on the Union market as

well as export from the Union of certain commodities and products associated with deforestation and forest degradation
and repealing Regulation (EU) No 995/2010 (COM (2021) 706).

Proposal for a Regulation of thEuropean Parliament and of the Council on shipments of waste and amending
Regulations (EU) No 1257/2013 and (EU) No 2020/1056 (COM/2021/709 final).

Proposal for a Regulation of the European Parliament and of the Council establishing a framewdihdaecaetesign
requirements for sustainable products and repealing Directive 2009/125/EC (COM/2022/142 final).

Proposal for a Regulation of the European Parliament and of the Council establishingra lmander adjustment
mechanism (COM (2021) 564)
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- On theenforcement side the legal basis for mutual assistance among national authorities
and with the European Commission regarding the application of customs and agricultural
legislation provides for elevant measuresThey include the rules forpreventing,
investigaing, and prosecuting customs fra(f) and the operational cooperation
framework between Member Statesd and EUOGSs
aimed to ensure security inside the EU againstdrgg and illicit firearms trafficking(®?)

- The newDigital Services Actsets clear obligtions for digital service providers to tackle
illegal content, which results in strengthened traceability and checks on traders in online
marketplaces to ensure products placed oSitigle Market are safg?®)

1.3Background work that will feed the initiative

A foresight report published in 2020 elaborated four scenarioshoiv customs in the
European Union could look in 2040(?% resuling in a vision where in 2040 customs in the

EU dully protect society, the environment and the EU ecortbnayigh effective facilitation of
legitimate trade, and intelligent, ridkased supervision of suppl
working seamlessly with our stakeholders and are committed to innovation and
sustainabilityé anadTheaaregjhtsepoet necommends addresgtilse o n e
governance challenge of tistoms Uniorby giving preference to a joint, central structure in
order to speak with one voice, to leverage technological advancements and to make the most
effective us e Busihesscsupport @anddrade fhalitateon shoulddeévered
through a fully integrated IT customs system, the Single Windéwironment for
Customs(?®) and a common EU sanctions system.

The Commission adopted tliistoms Action Plan(CAP) (?°) asits response to the foresight
reportand to implement the political guidelines of PresidemtderLeyen Theplansesout a
series ofactionsfor a more coherent and strondgéustoms Uniorto be completed by 2025
The actions focus ofour areas of interventiorisk management,-eommerce, compliance,
and theCustoms Unioracting as onelhe CAPprecedes, preparemndannounces the reform:

- Under Action 7 of the CAP, the Commission conducted an evaluation of the
implementation of the UCC’), which revealed a number of problems.

- Action 17 announ c ¢osonsiderRhentd neaketti@ustoms Gmiomu p O
smarter, more agile, more technologically advanced and more qrisiso @rid éan

(?9) Council Regulation (EC) No 515/97 of 13 March 1997 on mutual assistance between the administrative authorities of the
Member States and cooperation between the latter and the Commission to ensure the correct application of the law on
customs and agricuwiral matters (OJ L 82, 22.3.1997, p. 1).

(*» More information orDperational cooperation (europa.eu)

(*® Regulation (EU) 2022/2065 of tHeuropean Parliament and of the Council of 19 October 2022 on a Single Market For
Digital Services and amending Directive 2000/31/EC (Digital Servicay @Aext with EEA relevance)dJ L 277,
27.10.2022, p.i1102).

(®» Ghiran, A., Hakami, A., Bontoux, L.na@l Scapolo, F The Future of Customs in the EU 204BUR 30463 EN,
Publications Office of the European Union, Luxembourg, 2020

(®® Regulation (EU) 2022/2399 of the EuropeBarliament and of the Council of 23 November 2022 establishing the
European Union Single Window Environment for Customs and amending Regulation (EU) No 952/2013 (OJ L 317,
9.12.2022, p. 123).

(*® Communication from the Commission to tEeropean Parliament, the Council and the European Economic and Social
Co mmi tTakg thefiCustoms Union to the Next Level: a Plan for Actig®OM/2020/581 final This includes
measures to make EU customs smarter, more innovative and more efficient and proposes steps such as improved use of
data, better tools and equipment, the promotion of compliance, more cooperation within the EU and with customs
authorities of partner couigs and better preparation for future crises

(?") Commission staff working document on the interim evaluation of the implementation of the Union Customs Code
(SWD/2022/0158 final).
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i mpact a smstlepresmadicons df an agency approach covering a number of
customs domai nso.

Furthermorethepresent initative takes account dhe recommendations by théise Persons
Group. Thisindependengroup conducted stakeholder hearings gndduceda report on the
challengegacing theCustoms Union(?®) The report concludethat ¢he Customs Uniotis not

fAfit f or p wandphatéhe &U Single Marketis at riskd drhese shortcomings call for an
urgent structural change, which, building on the reforms already undertaken, would bring the
Customs Unionto the next levad. The group presented tewgoncrete, interelated
recommendationas a packagdahey address the need to use and ecbgek all sources of
data, to enhance drastically the cooperation with other authorities, to provide a centralised
customs governance, to enhance relationships with the econgmiatars through more
facilitation in exchange of greater transparency and responsibility, to cope-eathreerce, to
develop green customs, customs trainarg a focus on the revenue gap.

Finally, the current initiativealso aimsto further address theshortcomings identifiedby the

European Court of Auditors regarding specificissuesin the legal framework and
implementation for import procedur€), delays in IT developmei@®, and insufficient
harmonisation in customs controls that ipe@mthe EU financial interet!), beyond the
immediatesteps already taken

2.PROBLEM DEFINITION

2.1What is the problem?

The current system is not satisfactolyis burdensome for legitimate trade. And customs
authorities struggle in theimission to protect the EU, itsfinancial interests,citizens,
enterprises, th8ingle Marketand the environment. There diree problem areas:

(i) Customs authorities struggle in their mission to protect the EU

Since only a small share of imports and @xp can be physically controlled, customs collect
and analyse relevant information to identify risks and to determine the control action. This
makes thaisk managementa determining factom each Member Statédowever,customs

risk management today inentirely adequate to allow the customs authorities to fulfil its
mission at EU levelbecause nationalsk management is definextcording to the national
circumstances, priorities and IT system capabilivdbout anEU dimension of riskseven if

there is a common risk framework

- On financial risksthe European Court of Auditors identified structural challerages
the risk management of financial risk¥) the lack of uniform application of customs
controls and of harmonised risk management andlysis hampers EU financial
interests. Itimits the correct establishment and collection of the customs diites.

(?® The Wise Persons Group on the challenges facingCirgtoms Uniorwas composed by 12 higirofile members with
experience, in the public or the private sector, of customs matiesspmerce, risk managemethe international supply
chain, IT and data analytics internal market legislation and international trade law. The group, led by Mrs. Arancha
Gonzélez Laya, former Minister of Foreign Affairs, European Union and Cooperation of Spain, conducted Wwéhrings
48interlocutorsand arnopen consultatiariThereportwas published on 30 March 2022.

(*® ECA special report No 19/2017import procedures: shortcomings in the legal framework and an ineffective
implementation impact the financial interests of the EU

(39 ECA special report No 26/2018 series of delays in Customs IT systems: what went wrong?

(3) ECA special report No 4/202Customs controls: insufficient harmonisation hampers EU financial interests

(®®» ECA special report No 4/202Customs controls: insufficient harmonisation hampers EU financial interests
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results ina loss of revenue to the EU budget (section 2.2) and fails to protect EU
production and legitimate trade from unfair comipei.

- On nonfinancial risks, thecurrentrisk managementramework does not adequately
addresghe increasing number ofonfinancial issues of concern fd€U citizensin a
globalised worldhuman rights, labour rights, sustainability, environmental protection,
health, safetypeaceand security, etc.)The current performance on prohibitions and
restrictions is wealk-or example, Member States reported very low figures of refusals
in the field of product complianc€®®) As a result, noitompliant products enter the
EU Single Marketsame of which might entagafety and securitsisk with potentially
sevee consequences. Custoragpervision helps detectiminal activitiesthat exploit
legitimatetrade flows (section 2.2).

An additional difficulty is that astoms mustvork with other authorities acrossawide range

of challengesbut the quality and effectiveness of this-gperation is often subptimd and
varies across the Ehe UCC interim evaluation revealsthat @¢he fact that the specific rules

are the responsibility of other authorities (European or national / regional) is considered as a
source of problems when coordination is mis$itd) The boundaries between the roles of
Customs (generalists) and the large number of sectoral authorities (specialists) are defined in
the sectoralegislationand are not alwayaligned with customs operation@nceptsCustoms

is in the lead for cerdinatng controls at the border, bat EU levelthere is no common risk
management, strategy building or coordinated action with other competent authievidiesat
national level, theperformance of this coperation is weakFor example, inthe field of
product complianceMember States repoft®) a high share of cases where custstopgoods

but must release theragainbecausehe sectoralauthority did not respondithin the legal
deadline.(*%)

The cooperation problems between customs anecnstoms authoritieare confirmed bythe
businesgespondents in the public consultatiorho consider thah more effective sharing of
information and data between national customs administrations andaatherities enforcing

product requirements on imported goods istthied most important priority (very important

for 114 (59%), quite important for 48 (25%Yustomsin the EU rely also on cooperation with

and information from countries outside the EUh e pot ent i al of cooper
closest partnersould be exploited more effectively, in particularrdngh the exchange of
information leading to better risk assessmaamd fighting the infringement or circumvention of

trade rulesThis has beomemore apparent in the context of the enforcement of the sanctions
adopted visxvis Russia following its attack on Ukraine.

(®® Source: O0Report on controls on products entner2i0nR2gl 6t hder allvmni
in accordance with Article 25(6) of Regulation (EU) 2019/1020 on market surveillance and compliance of products; This
report is marked as sensitive and accordingly not publicly available in accordance with the provisions of Article 4 of
Regulation (EU) 1049/2001.

(3% érhe necessary coordination to ensure that prohibitions and restrictions are enforced consistently (e.g. in terms of data
requirements, document formats, digitalisation, the timing and arrangements for carrying out cetetjolsgtween
customs and the competent authorities and the competent authorities for the sectoral legislation (such as market
surveillance, phytosanitary requirements etc.) is limited, as it is mainly organised only via consultation @dtldities.
interim evaluation

(®) Source: 6Report on controls on products entering the Uni
in accordance wittrticle 25(6) of Regulation (EU) 2019/1020 on market surveillance and compliance of products; This
report is marked as sensitive and accordingly not publicly available in accordance with the provisions of Article 4 of
Regulation (EU) 1049/2001.

(®®) EU Reallation 2019/1020customs must release goods it suspended, if the market surveillance authorities have not
requested to maintain suspension or reached other conclusions
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(i) Compliance with customs formalities isourdensome for legitimate trade

For every consignmentradersand carriersmust collect the informatioseveral timesand
submit it to customs through dedicated IT systeassdescribed in the driver (section 2.R)e

cost of these formalities for trade was recently brought into focus by Bféa@tNetherlands
estimated in 208 that the additional costs due to customs formalities between the Netherlands
and the UK would range between EUR 387.2 million and EUR 627 million per year, and that
simplifying or eliminating some formalities could reduce this. 2019, UK priced the
administrative burden of completing customs declarations for its trade in goods with the EU at
£ 7.5 billion.(®") The cost for trade is assessed in Anngse@tion 3.3

(i) The customs model is not fit fore-commerce

Today, ecommerce represents more than twice the number of traditraxatransactions for
only 0.4 % (* This highenumbex bf uransactions for a low value represents a
challengeboth for customs which cannot properly supervise them, and for ajoes, which
must comply with several reporting obligations per parcel.

Parcels valued up to EUR 150 that are directly sent from a third country to a consignee in the
EU areexempt from customs duties(*®) Until 2021, there was also a VA&xemption on
imported goodsHowever, theCouncil decided to eliminate the VAT exemption to protect
Member States' tax revenue, to create a level playing field for the businesses concerned and to
minimise burdens on then(*®) Accordingly, from July 2021all imported goods are subject to

VAT and covered by a digital customs declaration, including for goods valued up to EUR 150
for which no customs duties are due.

However, despite each parcel from July 202ingreported to customs, customs authorities d

not have the information to efficiently control whether the imported goods comply with EU
nonfinancial requirements. Even checking compliance with financial requirements is
challenging for customdhere is evidence dhe systematic abuse tife 150 EURhreshold
through undervaluing and splitting consignments. A study conducted by Copenhagen
Economics in 2016 estimated that about 65% of tbenemerce consignments are undervalued

in terms of customs dutie€l) In its special report on impoprocedure¢*?, the European

Court of Auditors (ECA) concluded that the current customs IT clearance systems are not able
to prevent the importation of goods that are ineligible for the customsreligf; and this is

not compensated for by gost cotrols and investigation plang?)

(®) HMRC impact assessment for the movement of goods if the UK leaves the EU without a deal (third-e@EvhyK
(Www.gov.uk)

(®® From July to December 2021the first six months of compulsory customs declaration for all goods imported into the EU
irrespective of their value traditional trade in goods represented over 220 million import declarations for a value of EUR
1250 billion. In contrast, the Commission Surveillance system (SURV) recorded 490 million customs declarations related
to ecommece consignments, for a total declared value of EUR 4.8 billion. The amount of the valueofomerce
consignments is estimated to be higher than EUR 4.8 billion, because this only concern consignments accompanied by
customs declarations. In fact, betwekny and October 2021, certain postal consignments with a vahe EPYR150
could be declared by any other act, i.e. without a formal customs declaration. In addition, some Member States had initial
problems with the SURV reporting of the simplified deetion data for€ o mmer ce consignments (
decl arationd) .

(39 Article 23 of Duty Relief Regulation (Council Regulation 1186/200€ficial Journal L 324 of 10/12/2009, p.1).

(*9 Council Directive (EU) 2017/245%eefootnote.

(*Y) Copenhagen Economics (2016)c&nmerce imports into Europe: VAT and Customs treatment.

(*» ECA Special Report No. 19/2017 Import procedures: shortcomings in the fiegaéwork and an ineffective
implementation impact the financial interests of the EU

(3 ECA Special Report no 12/2019, points@a.
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Competition is therefore distortedhe duty exemptiorfavours third country €ommerce
operators oveitraditional trade ah EU retailers which must pay customs duties when
importing in bulk and encourages the estabinent of ecommerce distribution centres
outside the EU.

(iv) Limited d ata quality, accessand analysis

Customs risk analysis and controls rely on déthile most exchanges today are fully digital,
there are problems with the collectioapalysis and sharing of datdhe declarant or
representative compiles and submits information about a consignment from different supply
chain actorsmaking data integration difficult and compromising data coherence and quality.
The current customs progses require the data to be submitteddiféerent national and
commonsystemsand the relatedMember Stateg*¥) TheWisePersorsGr oup al thee no't
different IT systems are often not interconnected. Data are not transferred flesiasation

to anotherd(*®) The information requested in a customs declaration &scpamarily on
financial risks. Introducing additional information requirements, for example about the
manufacturer, requisssignificant modifications to the 27 natidrid@ systemslindeed, thalata

is processed irseparatenational IT systems for each type of declaration. Therefore, the
information is fragmented across different data bases and systems, making it difécigtite
coherence and datategrity, which is essential incustoms risk management, particularly for
risk analysis at EU leveThis reduces the capacity customs to address undervaluatioon
compliancepr security riskgsection 2.3).

Furthermore,he lack of a comprehensive ledgamework in the UCC on exchange and use of
data hampers its adequate sharing between national cuatmmsith the CommissigQrwith
other authoritiespr with partner countrieOverall, the UCC IT systems are designed for
exchanging messages on a specfffocess steplhis leads to exchanges of data elements
without context which often makes them meaningless for data analysis

The European Court of Auditors identifiedverakeasons for the increased cost and additional
time necessary to build the UG®stems(*®) The UCC evaluation draws a mixed pictuffe o
the IT implementatiopwith positive aspects on the centrally developed compor{éfts.

(v) Member Statesdiverge significantly in the application of the customs rules

There is increasing evidence of these divergent practicesmilar situationsand despite
applying the sameules the Union Customs Code (UCC)n 2021, the ECA published its

(**) For the UCC IT architecture see Commission Implementing Decision (EU) 2019/2151 of 13 December 2019 establishing
the work programme relating to the development and deployment of the electronic systems provided for in the Union
Customs Code (OJ L 325, 16.12.2019, p. 168). Other customs systems exist beyond the UCC, such as in the field of risk
management and prohibitioasd restrictions.

(*® The Wise Persons Group therefore recommended a new approach taattegatian relying principally on customs
declarations, to introduce a new approach to data, focussed on obtaining better quality data based on commercial sources
ensuring it is crosgalidated along the chain, better shared among administrations, and better used for EU risk
managementSeereport of the Wise Persons Group on the reform of the EU Customs Union

(* One of the aspects i s Theldevelopnmept lappnoeh selacted was maspeptnalisea.cThis 6
was despite the fact that centralisegblementation was the most casficient optiord  E EpAcial Report 26/201&
series of delays in Customs IT systems: what went wrong?

(*") drhe general view of thetakeholders (especially of the businesses) consulted in the context of the external study for
achieving the full harmonisation of customs procedures and processes would be to rely entirely on common, centralised
transEuropean IT systems and to avoid teeentralised approach, which is not seen as ideal, mainly for its complexity.
However, as national customs systems already existed before the UCC with significant investments from the Member
States to cover their needs, the starting point for develdpmdT systems has not always allowed the choice of the
centralised approach: the transition costs would have been too high while the common solutions would not meet all needs
and requirements as well as the existing national 8b€xC evaluation
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report(*®) on @Customs controls: insufficient harmonisation hampers flldncial interesté
concluding thaMember Statesliffer significantly in the way they carry out risk management
and customs controls, warning th@tis could allow noftompliant operators to target EU
points of entry with lower levels of control he same conclusion results from two of the
actions outlined in the CAPMmamelythe interim evaluation of the UCE? in 2021 and the
Commission report on the methods and penalties for addressingongatiance with the
customs legislation(®®) These reveal thatthe UCC rules on simpler methods for providing
information to customspn risk managementon monitoring economic operators considered
trustworthy Authorised Economic OperatoiSEO) and on penaltiekeave the Member States
considerable discretioso that divergent practices emergandinfringing the same UCC rule
may entail anadministrativepenaltyin one Member State andonstitutea criminal offencein
another (*%

Businesss confirm the divergentapplication of the UCCIn a large survey for an external
study on AEO (almost 2000 replie28% of the 900trustworthy operatoractive in more than
one Member Stateonsider that some of the benefin vary significantlfrom one Member
Stateto another(*?) In the public consultatigrbusinesgepresentatives regularly dealing with
multiple customs officeBundthat Member States execute similar operations in different ways
alsoin other areas such dsning of clearance procede; approach to representatioand
interpretation of basic definitions andles. For theséusiness respondents, the most important
goak to achieve in a customs reforare customs to act as onein order to improve
predictabilityfor businessesand simpler processes.

Every national customs administration is responsible for its part @dktoms Uniorandthe
Customs Union does not have structural capabilities with a mandate to identify common
priorities and allocate efforts tpursuing these prioritiethrough coordinated actiorhe
voluntary cooperation anldnited joint actions have not delivered a uniform approddfis is

even more obvious where the EU needs to react to geopolitical developmienGustoms
Unionis not sufficiently fit for the challenges posed by globalisatiod digitalisation, nor has

it been prepared for the green transition.

The five problem areas are related and | i mi
consequences (secti@?2). Although there are external factors, the cause of thesglems

can be found inthe customs processes, data analysis and the governance frarfesetidn

2.3 on drivers).

(*® ECA Special Rep 04/2021, paragraph 62.

(*9 See the conclusions of UCC evaluation, page Saous.

(%9 Commission report to be published.

(®) Forexampl e, Article 51 UCC provides for the following in
documents and information related to the accomplishment of customs formalities by any accessible means for the period
of time r equi Asepdnalth to this viaglatiam,nl® dMember States impose an administrative sanction, 5
Member States provide for both criminal and administrative sanctions, one Member State does not provide for a sanction
and 9 Member States provide for criminal sanctions.

(*» Study on the Authorised Economic Operator programme, Oxford Research, Ipsos, Wavestone, CT Strategies and
Economisti Associati, 202ZThe final report is not yet accepte@df the 863replies (out of 1973 total replies) the
questionif AEO benefitswere implemented differentlpetweenMember States, over half (53%) were not able to
respond, while for 28% benefits across Member States differed at least to some extent (for 18% thereatiesable
differences).
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2.2Why is it a problem?

Because of these problenfg not all customs duties are collected (i) dangerous, nen
compliant or counterfeit products still enter exit the EU Single Market and (iii) illegal
goodsare smuggled into the EU

() Loss of revenue

Customs duties on imported goods are a Traditional Own Resourteef@U budget and
contributed EUR 18.6 billion in 2021. Where goods are imgostéhout paying the full and
correctcustomsduty (and VAT on import)this undermines the financial interssif the EU

and its Member StatesThis is often referred to as thieustoms gap (°%) While a precise
guantification is not yet available a recent examplegives an impression fothe scope.
Investigations by OLAF discovered that textiles and footwear from China were imported on
falsely low values for yeays ncl udi ng by abusi ng -talbwsinessc us-t
facilitation under which customs duties are paid at importadiwh VAT is paid later in the
Member State of destinatioff’) As mentioned aboveimports are often undervalued
Furthermore, not all dutiemssessedre paid- the established and estimated amount of unpaid
duties was EUR 523.8 million in 202Another example is a recent pilot reporting exercise
involving 20 Member States. During pasiease controls, irregularities amounting to EUR
512.6 million in duties and VAT at import in 20%kre detected®)

(i) Non-compliantand dangerougproductsenterthe EU Single Market

This concernsules and standards in the BEuhich also apply to goods that are imported. For
example, rules on product safety, chemicals, famwhtact materials, and other health or
environmental considerations. There are serious weaknesses in the control of products entering
the EU, which putst risk the safety and security of EU citizeNsotified problems are three

times more oftendentified on imported thanon EU-manufactured product€®) Studies and
enforcementactionson the EU marketonsistentlyshow the high norcompliancerates of
imported products in differemhanufacturingsectors such aschemicals®’) or toys(®®), with

(%3 The Commission is working on a thedology to estimate this amount, which results from phenomena such as
undervaluation, misdeclaration of the origin and misclassification of the goods, and smuggling.

* The | argest of OLAFO0s investigati onsnd20ol6 SeeEurapean Coorpodr t s t
Justice Case 213/19European Commission v United Kingdom of Great Britain and Northern Irel@hd abuse of
customs, procedure 42 was also regularly highlighted by the European Court of Auditors (see ECARSpediaio
13/2011, Does the control of customs procedure 42 prevent and detect VAT evasion? ECA Special Report no 19/2017;
ECA Special Report no 12/2019).

(%9 Customs Union Performance (CUf@port2021.

(%8 According to data from RAPEX/Safety gate fronl2Go 2021, between 75 and 77% of the total notifications concerned
products with an origin outside the EU/EEA. This figure seems stable over the years: from 2010 to 2016, while imported
products represented 30% of EU consumption, 75% of them were tho¢ obgn alert in RAPEX/Safety Gate (see also:
Commission staff working document refit evaluation Accompanying the Proposal for a Regulation of the European
Parliament and of the Council laying down rules and procedures for compliance with and enforakefdeidn
harmonisation legislation on products (SWD/2017/0469). In addition to the above, more than half of respondents to public
consultations carried out in this context have experienceecompliance of products imported from nBtJ countries
and agre®n making more controls on products entering the EU.

(%) Based on the latest REACH and CLP enforcement report, up to 28% of imports are not compliant with REACH and the
Classification, Labelling and Packaging (CLP) Regulation. The Commission Communigatidremicals strategy for
sustainability towards a toxitee environment currently states that almost 30% of the alerts on dangerous products on the
market involve risks due to chemicals, with almost 90% of those products coming from outside the Ed&fing¢o a
recent CEFIC (European Chemical | -eatnpliant artigles Comtaiming bahnedor e po r t
restricted chemicals comes from outside the EU/EEA.

(*® Over the period 20182021, dangerous toys found on the EU marketesgted more than a fourth of total RAPEX /
Safety Gate alerts, with a significant proportion of unsafe toys originating frorEdocountries (85% from China
alone). See Impact assessment study on a possible revision of the Toy Safety Directive 2D0NABA CSES and
Asterisk Research and Analysis, September 2022.
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particular concerns ithe area o-commerce(®®) In the public consultation on this reform,
128 respondents(68%) considered it easy to buy n@ompliant or counterfeit goods
online.(%9)

In 2019,consumers suffered financialssof a totalestimatedsalue of EUR 19.3 billiorfrom
purchasg unsafe products that they would not have purchased if they knew these products
were unsafe and should not have been on the market in thaldizgt(®Y) this lossis expected

to reach EUR 20.8 billion by 2025 and almost EUR 22 billion by 2(f34Total detriment to

EU consumers and society from produgated injuries and premature desaith estimated to

be EUR 76.6 billion per yeaperhapsl5% of accidents could have been prevented if the
products were safémplying preventable damaghie to productelated accidentsf around

EUR 11.5 billion per year (%)

An OECD study on counterfeited goods estimates thaP®dQ imports of countdeit and
pirated products into the EU amounted to EUR 119 billioup to 5.8% of all EU
imports. (°*) From 2017 to 2019, there were almost 230 000 seizures of dangerous goods
entering the EU(®®) The stug estimate the global problem at 2.5% of world trade. About one
third of counterfeitedand piratedqgoodsare dangerous fakes (food, medicine, cosmetics, toys,
etc).

Imports of counterfeit and pirated products into the EU translate into a loss of profit, jobs and
revenues of legitimate business@8) This issue is particularly relevant for small and medium

size enterprises (SMEs): fekamplean esti mated 99% of the EUOGS
as of 2020, employing about 2/3 of the sector; this industry faces persistent unfair competition
from noncompliant toy importsA case study on toys is included in Annex 9.

Also, exportsmustcomply wih therules For example, the EU controls the export of duseé
items to prevent the proliferation of weapdf$, waste shipments to ensure that waste is
managed in an environmentally sustainable #yand, further to the Covid9 pandemic,
monitorsthe export of vaccines to third countri€¥)

(%9 See for example BEUQwo-thirds of 250 productsdught online fail to meet safety tesFebruary 2020Products from
online marketplaces continue to fail safety teltarch 2022.

(59 Furthermore, only 10.4% of the respondents consider that the Customs Union has a very positive contribution in ensuring
compliance with EU standards (animal and plant health, product safety, environment protection), and just 3% of them
think the same regding compliance with intellectual property rights and industrial protection rules.

) I mpact assessment accompanying the document OProposal fo
on gener al (SWDh(20013 16&iraln p.ELL v O

(59 1bid, p.31

(%3 Ibid, p.11

(°%) OECD/EUIPO (2021)Global Trade in Fakes: A Worrying Thred#ticit Trade, OECD Publishing, Paris.

(5% OECD/EUIPO (2022)Dangerous Fakes: Trade in Counterfeit Goods that Pose Health, Safety and Environmental Risks
lllicit Trade, OECD Publishing, Paris,

(5% The European Union Intellectual Property Office has estimated lost sales in 11 sectorsEld #we a result of
counterfeiting. These losses totalled more than EUR 83 billion per year during the perie2D2@1& addition, more
than 671 000 jobs in legitimate businesses were lost, and the Member States lost EUR 15 billion per year in tax revenue
(European Union Intellectual Property Offi@820 satus report on IPR infringem@nt

(5") Regulation (EU) 2021/821 of the European Parliament and of the Council of 20 May 2021 setting up a Union regime for
the control of exports, brokering, technical assistance, transit and transfer-odugms (rect) (OJ L 206, 11.6.2021,

p. 1).

(68 Commission Regulation (EC) No 1418/2007 of 29 November 2007 concerning the export for recovery of certain waste
listed in Annex Il or IlIA to Regulation (EC) No 1013/2006 of the European Parliament and of the Coursitain
countries to which the OECD Decision on the control of transboundary movements of wastes does not apply (OJ L 316,
4.12.2007, p. 6).

(59 Commission Implementing Regulation (EU) 2021/2071 of 25 November 2021 subjecting certain vaccines and active
substances used for the manufacture of such vaccines to export surveillance (OJ L 421, 26.11.2021, p. 52).
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(iii) Criminal activities exploit trade flows to smuggle illegal goods

Criminal networks exploit trade flows, smuggling drugs, weapons or cultural goods. Customs
controls detecincreasing numbers afegal goods. In 2021, a record of 592 tonnes of drugs
were seized, and a record amount of 4.7 billion pieces of tobaccocpsodibe 6496 pieces of
firearms seized aran increase of 58% compared to 2020, the seized ammunition grew by
460%. Other fraud schemes include infringement on intellectual property, or undeclared
movements of cash.-eommerce flows are also exploited tiyminals.(”®) Smuggling routes

adjust to increased control activities of customs in one country. Customs risk management and
the cooperation with law enforcement bodies are {&y.

These problems are perceived by customs administrationpablic stakeholdes. In the
Reflection Groupon the customs refornmost Member States shared the impression that
customs today is squeezed, with a dramatic increase in declaraticnsnmreerce on the one

hand, and a continuous increase of tagkmrdingprohibitions and restrictions on the other.
Business and civil society stakeholder expressed their views on the current situation in the
public consultation. The feedback from 194 respondents has a good distribution across the EU
and includes SMEs (details Ann@). Overall, the opinions of respondents show room for
improvement for different policy aspects.

Figure 21 Results of the public consultation on customs contribution to different policy objectii&surce DG
TAXUD

In your opinion, how well is customs contributing to the achievement of the below
objectives, through its controls of imports and exports?

revenues (EU financial interest) M N 59 ] G R

ensure comphance with EU standards I/ 61 ] 29 I A —
sanctions on Russia IS a7 39 TG | Y | I

dealing with UK withdrawal i (i) 52 26 L

IPR intellectual property rights Ll 62 50 DT | T ¢

combat smuggling I a5 62 NS N I

crisis response (Covid-19) EEEE 46 56 P N

cope with geapolitical developments  EE 47 60 44 o U
prevent the financing of criminal activities ENE 44 50 28 I I T S
protect EU industrial production + jobs  mErE 40 67 23 WA
up to date with new business modeks and technology =2 27 4 I T .

supply chain due diigence N2 33 44 - - -
combat forced and child labour EIE 32 41 I B ;T E——
circular economy and sustainable use of resources ENEIE 34 50 -
combat pollution (e.g. plasiic waste) 38 57 S - [
0% 20% 40% 609 80 % 100%
mvery well quite we fairly we not very well mnotwellat all ®don't know + no answer

("9 Counterfeiters have taken advantage of the new business opportunities genetatedise of &ommerce in multiple
ways. Distribution of coumtfeit goods is done increasingly online, and although some counterfeiters use the dark web,
the majority of counterfeit activities happens in legitimate surface web platforms. IP criminals use legal business
structures to obscure their operations. Moreogeunterfeit items are increasingly entering the EU in the form of small
parcels. These trends have been intensified during the CQ¥gandemic, as criminal networks adapted to the changing
demand and took advantage of new business opportunities..8B® . Europol (2022), Intellectual Property Crime
Threat Assessment 2022, Publications Office of the European Union, Luxembourgp! (europa.eu)

("M In this context, see thEuropean Multidisciplinary Platform Against Criminal Thi®4EMPACT), the EU flagship
instrument for multidisciplinary and multiagency operational cooperation to fight organised crime at an EU level. It is
based on an integrated approach to EU internal security, involving measures that range from externarmider c
police, customs and judicial cooperation to information management, innovation, training, prevention and the external
dimension of internal security, as well as pulgitzate partnerships where appropriate.
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2.3What are the problem drivers?

The key problems above have three main drivefi$ inadequate and complex customs
processein the UCQ (ii) a fragmentedJCC digitalisationmodeland (ii)) a fragmentednd
inefficient governance. They occur against a backdrop of external developments which
accentuate the challenges of the systerore akclarations, because of the rise afocenmerce
trade, and more tasks, because of additional prohibitions and restrictions.

() The inadequacy and excessive complexity of the customs processes

The Union Customs Code (UCC)tlse main legal and IT framewofkr customs processes in

the EU customsterritory. In essence, the UCC defines who must (or may) do what and
when(’® and, as explained in the legal context, is the basis to apply other pieces of legislation,
such as the Duty Relief Regulation and VAAS the UCC evaluation highlights, the UGG

most innovative feature is requiring that all communications between customs authorities,
economic operators and the Commission be didgitaé modernisatioriggered bythe 2016

UCC reform mostly consisted idigitalising existing customs processeshis in turn means

that each step of the customs processes depends on an IT system. This section and the next will
illustrate how this feature, while being positive a digital world has unintendedlgaused

(part of) the difficulties of customs to fulfil its mission, the poor data quality @redhigh
administrativecompliance cost®r businesses

As the ECA noted already in 201(7%) the entry processof foreign goods into the Union is
particularly complex Trades must provideinformation to the customs authorities on each
consignmenat five differentsteps (i) before the goodare loaded for oarrivein the Unbn,

(i) when the plane or the vessatives, (iii) when they present the goods to customsif(tie
goodsaretemporarily storeénd (v) when the goodse to be placedn the Union market

("» The UCC also provides rulesoncomon rul es on the customs authoritiesdé de
debt and on the use of guarantees
("® SR_CUSTOMS_EN.pdf (europa.eu)
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Figure 37 lllustration of current customs procedures for one consignment on impdource DG TAXUD
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Each step serves a different purpose and for that reason part of the information that the operator
must provide for each consignment varies from ste@to anoher. Yet, theprocesgesultsin
requiremerg which are bothinadequateand excessiveparticularly where they apply to the
billions of eecommerceparcels

The customs duty exemption for goods valuedp to EUR 150and no VAT exemption.

The customs duty exemption for levalue goods was enacted in 1983 and increased in
1991 and in 20087 VAT exemption for imported goods also existed. Battre justified

in the excessive administrative burden for charging low customs duties or VAGwon
valuegoods.The Council decided to eliminate the VAT exemption forJealue imported
goodsand to provide a One Stop Shop (I0SS) fec@mmerce intermediaries selling
foreign goods to European consumers, allowing them to collect the import VAT at the
moment of sale instead of collecting it when the goods enter the Union meskehieck
whether VATwas charged at the moment of the sale or needs to be collected at the border
all parcels must be declared to customs upon arrival to the A8dording to the
Commissionevaluation”) of the VAT rules eliminating theVAT exemption for low

value importshas been a success. In the first 6 months, Member States collected EUR 1.9
billion in VAT and both the tax and customs authorities now have datacommerce
transactions. However, the difference between VAT and customs rulesc@mneerce
renders the stem very complex for all involved (VAT applicable on all goods, customs
duties applicable from EUR 150; VAT collected and declared at sale by platforms but
checked atarrival when postal and express operators declare the goods to customs).

(")

See Commissio Staff Working Document impact assessment report accompanying the proposal for a Council directive
amending Directive 2006/112/EC as regards VAT rules for the digitalSay®(2022) 393 fingl
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Platforms comm@in that VAT is sometimes charged twice. Express couriers and postal
operators argue that they must declare goods for which they have no data because they are
not part of the original sale. Consumers often refuse the goods because postal operators
charge a unexpected fee for compliance with customs formali(f@sCustoms complain

that their IT systems cannot cope with the volume of declarationthatitiis not worth to

check whether the parcels are artificially undervalued below EUR 150 to claimya ve
limited amount of duty to the consumer for which there is no customs duty to collect

Difficulty to follow consignments in the EU the UCC allows economic operators to
combine and replace thive stepsof the import processThis responds to different
business needs (goods entering a Union port just for transhipment need different
information than those being placed in the Union m@rkehe multiple options make it

very difficult for customs to follow the movement of the consignment in the Union.

Unclear responsibilities the UCCallows severalactors tgprovide the information in each
step. The carrier, the importer, the repredergathe holder of the goodthe holder of the
procedure or evedany person able to provide the required informdtimay submit the
information. No operator bears the full responsibility for the entire supply chain, making it
difficult for customs to properly address roompliance Literature(’®) identified the lack

of clarity of the role of the declarant, who assunresponsibility for thefinancial
obligation the customs dutiesbut leaves to the importer the responsibifily the non
financialrequirements, in line witthe noncustoms legislatiof’”). In e.commerce, th&U
consumers having ordered the goodBre become the declarants and the importers, even
if in most cases no duties are due because the goods are below EURtLH0e non
customs legislation is not intended to impose compliance requirements on conanders
generally the consumease not providing the information to customs.

Rigid data format: By contrast, the UCC defines gxactdetail in a unique format the
information to be provided at each step for each consignment. ThentkZigh evaluation

signals the huge effort in harmonising the data requirements to facilitate the interoperability
of the IT systemsacross all Member Statethe harmonised application tife rules, and
alignment with international customs data models. However, it also notes that traders
perceive it as an increasing burden because they need to update their systems and because
national customs authorities still require certain additional degments. Furthermore, that
information is normally sufficient for customs to calculate the customs debt but not to
assess compliance with other requirements. For that purpose, essential data elements are
missing, such as the manufactur@nd the supplie of the goods.Furthermore, the
combined nomenclature (CN), under which customs classify and identify goods based on
WCO international standards, is not systematically used for the definition and classification

of manufactured products in EU sectoral $gfion. It makes it difficult to identify specific
products in customs procedures and to link CN codes with specific requirements applicable
to these products in nasustoms legislatin.

The ambiguous definition of the person responsible fomtfeemation combined with the

rigid definition of the information to be provided often resutighe poor quality of the

data that customgeceive as there is no certainty that the information is being required
from the operator best placed to haveAm. example is &éommerce, where the postal or
express operator, on behalf of the consumer, informs customs about the value of the goods,

™)
)

A surveyconductedby PostNord concluded that the clarity on the final price is an important factor when ordering goods
from outside the Elg-commercen-europe2020.pdf (postnord.se)

Tom WALSH, European Union Customs Code, 2015, Kluwer, p.110. Frank HEIJMANN, Customs: Inside Anywhere,
Insights Everywhere, Trichis, p. 358.

(") Article 4 of Market Surveillance Regulation, for instance.
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based on information that the sender has given in the origin country. However, that foreign
sender has often not takpart in the original transaction between the European consumer
and the Ekbased eeommerce intermediary sontight provide a lower value.

- Finally, for some steps, the UCC does not clearly definedhsequencesf not providing

the information. This iss hen entirely | eft to (rmamd Me mt
introduces an important element of distortion in thestoms UnionPart of the UCC
solution to that probl em i s saTheSer teistnwoonthg 06 t o

tradersentera partnership with customs to have access to simpler customs prodedures
exchange for carryingut certain tasksHowever, monitoring their compliance has become
challenging, as revealed by the UCC interim evaluation (section 2.2.).

Thesemismatches make the customs autholdtiest a sokect &and protect difficult To
balance needs and resources, the U€&dgliiresthe Member State$o base their controlen
automated risk management. Thember States must therefocarry out risk manageme
and decide what to contrahd they do sbased on national systems and national, deitaout
an EUwide perspectiveAccording to the UCChte Co mmi s ssitogpregassommorn e
risk criteria in legal mplementing acts operating some IT systems, and sharingsk
information. The Commission may also orgardeenmon priority control areas

By contrastto the entry proces the UCCexit processis simpler. It requires economic
operators to provide the customs authorities with informatiogamdsexiting the Union on

only two steps: (i) the exporters must provide customs with certain information once it is
known that the goods are to exit, so that customs can react if necessary and (ii) the carrier must
inform about the exit of the goods fnathe Union.

Finally, the effors in harmonising rules have resultedrigidity for crisis management For
instance, during the COVID crisis, most Member States were allowing operators to defer the
payment of taxes without guaranteeseptfor customs delst because the UCC often requires

a guaranteéorreferraland does n ofetrcemajeu® daese. any i

(i) Fragmented and complex customs digitalisation

Access tall relevantdatato exploit it bycrosschecking using artificial intelligenas a major
objective pursued in all domains by governments and compamg®weing them totrace
behavious and habits and further adapt their strategies. Big data is tboléayg the digital
revolution.

Customs isa pioneer in digitalization. From 2003(%) there is the ambition of creag a

simple and paperless environment for customs and.ffadd ay 99 % of tr ader s
customs is digital andustoms systems react automatically, in less than Gtesfor 87.3% of

the cases.

As mentioned above, erof the main goals of the UCC te complete this achievement by
requiringa fully electronic environment for the customs authorities and economic opgrators
complete customs formalities via the deploymentafumber ofelectronic systemsahile

("® According to the UCC, Member States must foresee effective, proportionate and dissuasive penalties for failure to comply
with the customs legislation.

(") The Council Resolutiofntroducing a paperless environment for custaiieady called on the Commission to draw a
multiannual aiming at creating a European electronic environment. The same principle is in the Decision on electronic
customs in late 2008jecision No 70/2008/EC diie European Parliament and of the Council of 15 January 2008 on a
paperless environment for customs and tré@é L 23, 26.1.2008, p.21)]. The Modernised Customs Code (MCC) also
required electronic customs (Regulation (EC) No 450/2008 of the Europdamat and of the Council of 23 April
2008 laying down the Community Customs Code (Modernised Customs Code) (OJ L 145, 4.6.2088).pTlHe MCC
was recast into the UCC to adapt it to the Lisbon Treaty.
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originally foreseen to be completbgt 202Q the date for final delivery of thedCC IT systems

has been postponed to 2028ue to delays in implementation both at Commission and Member
States level linked to the complexity of the developmentoth the ECA®) and the
Commission(®Y) foundthat the ambitious tas& proved more complethan initially envisaged,

due totheir decentralized nature, the lack of resources and the changing scope in projects.
However, mce implementedthe UCC IT systemswill significantly improve the customs
electronic environmentparticularly for economic operators active in various Member States.
While in 2022 an economic operator wishing to complete the formalities for the
aforementioned entry and exit processes throughout the Union needs connection to national
189 IT systemsn 2025it will dnlybneed 111 connections, a decrease of 41%.

This figure shows thathe UCC digitalization model, while bringingjgnificant benefits and
being thereforenecessary to completeemainscomplex and fragmentedrhe model has
contributed & the poor data qualitfor customs to fulfil its missignto the divergent
implementation of theustoms rulesand o  h i g h admisistratigesomgliande costs
as follows

- The UCC foreseea specific normally national] T system for eacltep of the proceshat
was illustrated in figure .1IThosenational IT systemsare not necessarily interconnected,
not even within one Member State. Operators have therafated (if any) possibilities to
save in compliance by reugithe data on a specific consignment for several steps.

- Economic operators provide the information segveralnational IT systems, which are
similar but not identical. For operatorsthere are 27 separate customs IT environments,
even if there is only on€ustoms UnionA notable exception is th@ommissiorbuilt IT
system to provide thpre-loading andpre-arrival information, Import Control System or
ICS2, which provides a unique trader portal forenéreUnion. The Commission hadso
built a series of tranEuropean systems to connect the national interfacesnable
operators to complete somerrfmalities from a single location (one stop shdgdwever,
until all national interfaces are updaiad2025 the operatorwill not perceive that benefit.

- The national IT systems producational databasesTherefore neither the Member States
nor the Comission have an overview of the consignments or the operators for risk
management purposes. Member States conduct their risk analysis based on national data.
The Commission has no access to those data, not even to the data stored on-the trans
European sysins that the Commission has built and managhs.exceptions are the
statistical collection of trade data calll
informationon specific risks (CRMS)(?)

- Maintaining and managing these 27pdrallel IT environmentss costly for the EU and
Member States. By change or adaptatiaos lengthy requiring aminimumof 2 years

- From a personal data protection point of view, the Wigitalisation model was in line
with the spirit of Directive 95/4&C (83, but it has shown its limits under the new
paradigm established by the General Data Protection Regulation, where obligations for data
controllers and processors are more detai
fully harmonised.

(89 See European Court of Auditors Special Replr 26/2018A series of delays in Customs IT systems: what went wrong?
(®Y) Regulation (EU) 2019/632 of the European Parliament and of the Council of 17 April 2019 amending Regulation (EU)
No 952/2013 to prolong the transitional use of means othetttieaglectronic datarocessing techniques provided for in

the Union Customs Code (OJ L 111, 25.4.2019, p. 54).

(89 The data are in Annexes-23, 23-02 and 2303 of the UCC Implementing Act.

(83 Directive 95/46/EC of the European Parliament and ofGbencil of 24 October 1995 on the protection of individuals
with regards to the processing of personal data and on the free movement of such data (OJ L 281, 23.11.1995, p. 31).
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- The IT systems were conceived with tfieancial role of customs in mind. The
information therein is therefore sufficient to calculate the custduiies, but it is not
adequate for enforcing the ndinancial requirements. TheEU Single Window
Environment for Customigitiative intervenes in this area, by ensuring that certain Union
noncustoms systems (agriculture, for instance) are made interoperalblenatipnal
customs systems and that information on the compliance ctumioms formalities is
exchanged between them. However, such intervention is strongly dependent on how the
sectoral policy is designed, including whether IT tools exists. In additienEU Single
Window Environment for Customs does not deal with risk management and the associated
identification of priorities of controls.

(i) Fragmented Customs Uniongovernance structure

The governance of théustoms Unioris largely unchanged sie its creation in 1968 here
has been no significant evolution in its strategic and operational management, méssg it
ableto face current and future challenges.

The responsibility for the implementation of the customs legislation is sheteden the
Member States and the Uniohhe Lisbon Treaty establisheédat theCustoms Unions an
exclusive competence of the EU and that the internal market is a shared competence.
Therefore, the EU has exercised its competences by adopting a commaidnalegwork, the

Union Customs Cod@JCC).

Member States implement the customs rules and proc€€ye3he Commission is
empowered to adopgubject to a positive opinion from tidember States in the Customs
Code Committee, implementing acts to esshbl more uniform conditions for the
implementation. The Commission also has the power to adopt delegated acts following
consultation of Member States in the expert group with the scrutiny of the Council and the
European Parliamen(®)

The CustomdsPolicy Group, an expert group composed of the directors general of national
customs administrations, advises the Commission on strategic customs policy issues, and
facilitates the exchange of views between the Commission and the Member States on customs
pdlicy; it is not a decisiomaking forum (2% In the Council, theCustoms UnioriWorking

Party, beyond its legislative role, meets regularly though not systematically in the formation of
customs directors general (thes@ | Highel e e |  Wo r &niCastpmsoa HLWE) do
discuss governance matters.

The aforementioned legal and legislative process and strédegilbave proven insufficient to
achi ev eCusoms® Unmrm Witich legislation is applied uniformly by all Member States
and risks are e@lly covered wherever the goods enter or leave the customs teb@seyg on
common, coordinated action. Additional policy and governance instruments have therefore
been put in place for better operatiosabrdination and cooperation and tosupport more
uniform implementation of the rules on the ground:

(3% Pursuant to Article 291 TFEU, Member States remain responsible for imgiegnand applying legally binding Union
acts, including the customs legislatiorhat same provision allows that Union acts empower the Commission to adopt
implementing rules where uniform conditions are needed for implementing Union legisHtisris dten referred to as
6Comi tol ogy?©d.

(89 Reqister of Commission expert groups and other similar entities (eurapa.eu)

(8% SeeCommission Register of Expert Groups, code E00944
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- The Commissiordevelops guidance and coordinates the sharing of risk informatiois
limited by the powers conferred to it in the operational domain and by the |gcktiafl
mas$ (%) for performing these tasks.

- The Customs Control Equipment programifi®, provides financing to equip the customs
offices with detectioncontrol equipment at the border. The Commission is entrusted with
the implementation of the programme.

- The Customs pgramme for cooperation in the field of custof®, also provides
financing to facilitate and enhance customs cooperation between national customs
authorities, and to build their administrative, human and information technology (IT)
capacity. The Commission is entrusted with the implementation of theapmote. Part of
the fund is used to financExpert Teamsa structured form of enhanced operational
cooperation on a thematic or geographical basis. Participation is however voluntary and
therefore concerns only interested Member States. Expert teamsthee fimited by their
lack of administrative and legal status and are not competent to take decisions on
participants. Finally, the administrative and budgetary managamargignificant burden
for Member States. Despite these limitatiotie positiveand tangible results of several
expert teams have shown @astoms Uniowould benefit from more and better organised
operational coordination and cooperatidime Customs Eastern and So#hastern Land
Border Expert Team (CELBETJ®) made progress on aommon approach to risk
management , j oint control s, border Crossi
centres of excellences, and cooperation with border guards and neighbouring countries.
Considering the limitations inherent to expert teams andedriby their positive
experiences within CELBET, the customs Directors General from thpatticipating
Member States unanimously called for the creation of an EU customs agency in November
2021.

Overall,the current governance structure is not fit for purpbsefacto,the Customs Unions
managed by means of legislative and “hegislative tools that are not designed for that scope
and making it difficult to adapt the customs systems and procedureses oO# crisisA
political prioritisation of areas for common, coordinated action in risk management does not
exist. Priorities are determinedhainly at national level, according to national political
preferencesand not following a Union approach requiror a homogenous enforcement of

the rules and an appropriate protection of 8iegle Marketby Customs Over time, the
multiplication of committees, expert groups, project groups and expert teams dealing with
customs matters has resulted in a majororcination challengefurther fragmenting the
governanceThere are many layers of customs activity but there is no strategic cohéreace
operational management of th@ustoms Unionis not coordinated and depends on the
willingness of Member States toauerate.

(®) In this context, critical mass means sufficient operational experts with the dadl mandate to organise and drive
delivery of operational results; to bring the necessary

(®® Regulation (EU) 2021/1077 of the European Parliament and of the Council of 24 June 2021 estaddigyangof the
Integrated Border Management Fund, the instrument for financial support for customs control equipment (OJ L 234,
2.7.2021, p. 1).

(®%) Regulation (EU) 2021/444 of the European Parliament and of the Council of 11 March 2021 establishirgjoiins Cu
programme for cooperation in the field of customs and repealing Regulation (EU) No 1294/2013 (OJ L 87, 15.3.2021, p.
1).

(°9) https://www.celbet.eu/
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2.4How likely is the problem to persist?

A number of ations foreseen in the Customs Action Plauil have acertainpositive effect
towards 2025 The Union Customs Code includes a simplification for trade that is still under
developmenicentralised clearanteFurthermore, the Customs Action Plan has successfully
implemented theCustomsControl Equipmentinstrument, the interoperability study for law
enforcement,and the EU Sngle Window environment for customs. The&ll bring some
improvemenrsg and are includeith the dynamicbaselingsection5.1) against which the current
initiative will be evaluated

However, theprevious sectionshowthat the problems derive frostructural elementsof the
Customs Union The divergence between Member Statess itsroots in the national
responsibilities for parts of theustoms Unionwithoutan EU perspectiverhe fragmentation

of data is directly hked to the approach to IT systems and to the individual customs processes.
Despite the consistent efforts to O6act as o
not reduced the divergent operational implementafidre cooperation with other awbrities
remains inefficientand predominantly at national lev&ore effort in the same system does

not bring a solutionThe independentVise PersonGroup similarly concluded in 20225There

is a need for systemic chanfgoth in terms of Customs proses and in putting more Union in

the European Customs. This is today an urgent matter of strategic sovereignty and reinforced
resilienced

The trends identified in the foresight report affecting the work of customs in 2646h as
larger trade volumes, increasingly compiencustomsregulatory environment for products,
growing use of technology and enlarged access to, use and analysisiofptidtag newskills
for customs officersdo not align with the current capacity of customs.

The urgencybecomes alswisible in the dramatic increase of declaratioAsd while the
number of controls increased, the proportion of goods controlled droppedy 2021, a new
customgeporting obligation on-eommerce became applicable. This made a trend visible that
is confirmed by two different reporting systems:

Figure 4 Evolution of customsleclaratiors (20162021)i SourceDG TAXUD®

Number of declarations (item level) and overall 000 Number of declarations (item level) per
value of trade ’ one customs officer 14318

140.000.000 250.000 €
with

120.000.000 e-commerce
200.000 € 12.000

100.000.000
£0.000.000 150.000 € 8435

60.000.000 100,000 € 8.000 -
without

40.000.000

e-commerce

50.000 € 4.203 4203 4573

20.000.000 3.397

4.000
0 0€

14710147101 47101 4710147101 4710
2016 2017 2018 2019 2020 2021

EU imports (M€) (RHS) Mumber of Declaration (LHS) 2016 2017 2018 2019 2020 2021

Onthelefthand,the t at i st i c al Surrevpeo rl téystemshewsthat the eaumber

of declarations (orange) surges with the meportingobligationfor low value parcelsn July

2021 from 35 million toover 100 million. It further showshis increase is not caukenly by

the overall increase in trade (blue). On the right hand, the internal reporting of customs
admini strat i Gustems Wmahe e r ftohr eprejacrtcsbodvs the increase in
declarations for one customs officer on average. The increasteader because of the
reporting decisions in each Member Stafer the year 2021, the blue line visualise the
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additional challenge-eommerce presents for customs supervision and compliance with both
the financial and ncfinancial rulesThe red linemakes it apparent thatcemmerce adds to a
trend of an already increasingly strained customs system

Without addressing the customs processes,|Theustoms environmerdnd thegovernance,
the current difficultiescustomshave in performing their dutie are thus likely to increase
significantly.

PROBLEM TREE

Problem tred Source DG TAXUD

Inadequate and Fragmented prohibition &

e-commerce:

Drivers Jull
declarations

complex customs governance restrictions:
processes structure more tasks

SR Ll Burdensome for (BHATE e ) Divergent national
Problems their mission to o not fit for g

legitimate trade implementation

protect the EU

e-commerce

Consequences BERGETEIE Criminals
q Revenues [o] T
weaknesses

lost products enter

3.WHY SHOULD THE EU ACT?

Article 3(1) TFEU establishes that tlistoms Unionis an exclusive competence of the EU.
This carries the consequence that only the Union can legislate and adopt legally binding acts.
The Member States can do so only if empowered by the Union or for the implementation of
Union acts. In addition, the int@al market is a shared competence pursuant to Article 4(2)(a)
TFEU. In shared competences, the Member States can adopt legally bindinghaathere

the Union has not exercised its competence. In the customsaesaregulatehe Customs

Union (tariff, quotas ad alike) andthe internal marketi.e., abolition of internal frontiers and
achievement of free movement of good)r thatreasonthe Union Customs Code (UCC), is
based also on Article 114 TFEUn either case, to the extent the EU le®rci®d its
competences by adopting common ruleember States are precluded from adoptingir

own customs legislation. Any revision of that framework should therefore occur at Union level.

The UCC is based also orrticles 33 and 207 TFEU accordingto which, the European
Parliament and the Council, acting in accordance with the ordinary legislative procedure, take
measures in order to strengthen customs cooperation between Member States and between the
latter and the Commissiotn addition, Article207 gives the European Parliament and the
Council the right to adopt measures defining the framework for implementing the common
commercial policy. Given the broad scope of the initiative as described in the above sections,
the revision of the UCC will iclude trade facilitatiorand supervisiomspects that go beyond

the cooperation between customs authorities, in accordance with the applicable international
framework for trade policith third countries
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However, the common rules and processes established at EU level in thenuGtChe
implemented by Member States. As previously detailed, the existing framework has
encountered problems in terms of uniform implementation and harmonisation, generating a
fragmentatiorof processes, practices and approaches that puutems Uniorat risk.Such
fragmentation and related consequences cannot be solved at nationalAlexatised,
comprehensiveand detailed set of rules ensuring that customs can act as one and implement
the rules in the same way is necessary.

4.0OBJECTIVES: WHAT IS TO BE ACHIEVED ?

4.1 General objective

Customs is the only comprehensive capability of the EU to supervise traaatasupply

chains and all goods crossing the external borders. The customs authorities supervise the flow
of goods in and out of the EU for ensuring compliance with a broad range of requirements
across different policy domains. Customs authorities hezetore at the centre and the
guardians of th&ingle Market After being cleared in one Member State, goods move freely
within the Customs UnionAs a result, th€ustoms Unions only as strong as its weakest link.

The proposedreform aimsat ensuring & r amewor k t hat better al | «
action across all the EU, to act as one, to be effective in identifying and stopping non
compliant goods and customs duties avoidance and efficient in carrying out those controls with
the lowest possibleunden both for the authorities and for trade.

The general objective captures the inherent need to achieve the right balance ckg&iims
needto efficiently and effectivelyprotect the Single Market, citizens, and values of the EU
by ensuring complianoeith a dramatically increasing series of Aamancial requirements.

Secondly customs need to ensyseoper, effectiveand timely collection of customs duties
and taxes due This includes detering customs fraudand undervaluatiorand theeby
preventing theéoss of revenue fdooth the EU budget and the Member States.

Finally, customsshouldfacilitate legitimate tradas this contributeto growth and prosperity
in the EU It is vital that the flow of legitimatdrade is not unduly disruptedCustoms
processesnd rulesmustensure thaall traders- including SMEsi can comply with the rules
as smoothly as possibl€he framework provided by tHéustoms Uniommust achieve the right
balance between ensuring effective controls across all the various types ahd&ksilitating
legitimate trade with as little coahdadministrative burdeas possible.

4.2 Specific objectives

Theway in which the reform cahelp theCustoms Uniorbetter achieve its overall objectives
can be decomposed imkespecific objectivesf equal importancand weight

SO.1. Strengthen EU customs risk management Customs are able to correctly decide
whether to stop a good from entering the EU when they have sufficient and timely information
available. The system must be able to build on its experiences to stop similar goods from
entering theSingle Market at anothe time or through another entry poin€ustoms
intervention must therefore develdpk managementof the whole supply chain in real time,

with an EU perspectivehrough the analysis of risks and threats in a constantly updated way
and identify the meases and controls to be performed at the border crossing points of entry
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and exit of the EU territoryA solid cooperation framework with authoritieesponsiblefor
otherpolicy areas, and with international trading partnersecessaryor this purposeThis
will also help bettermana@ current and future crés in a world marked by increasing
geopolitical tensions

- For financial risks, this will allow customs to identify fraud and undervaluatiand
improve duty collection

- For non-financial risks, this will improve thecustoms contribution to enfonceent of
prohibitions andestrictionsandcontribute to EU safety and security

S0O.2 Reduce the administrative burden and simplify the procedures for traders
consumersandcustomsauthorities, without jeopardising effectigastomssupervision.

SO.3 Ensure a level playing field between ecommerce and traditional trade as regards
customs in line with the VAT rules.

S0O.4 Enhance access and usef data for strategic customs action Ensuing timely and
flexible data managementill support better risk management, better crisis response, better
measurement of theustoms Uniorperformance and simpler rules for tra@eistoms attention
must shift from individual consignemts, towards the global supply chain to identify problems
and risks. Building intelligence from connecting the supply chain data will help strengthen
customs supervision and custongk managementA data-driven approach is needed to

place the emphasisnore on the collection of firdtand data from commercial systems, web
platforms and other sources, and to reduce reliance onptitd declared dat&ustomsneed

to access and tap into the wealth of datlrom all typesof sources, in a centralised way and
orchestrate uniformly the use of data for @uestoms Uniorto act as one

SO.5 Enable theCustoms Unionto act as oneby ensuring effective EU-wide protection,
irrespective of where the good crosses the baaddradoptingEU-wide approaches that are
more than the sum of individual national effosstrong, unifornrmechanism and respontse
crisis needs to be established

4.3 Intervention logic

Problems Drivers Key Choices Options Specific Objectives

CUStO_mS _Str!-lggle in e-commerce: Strengthen EU customs
their mission to , more declarations . o . risk management
protect the EU \
.. D Inadequate and change the Reduce administrative
T taws. complex customs | customs UG E E0L3 ST 17
SUIUELS RS \ Y, processes processes ? >o procedures
Customfst ?’IOGEI Fragmented national IT A level playing-field for

not fit for iy digitalisation e-commerce and trade
e-commerce ( central IT
/ \“ > o

; governance
structure EU Customs
Authority
Divergent national /4 f;;’:::’::;’:"d 'o Enable customs union to
implementation ke ‘act as one’

Revenues lost

Dangerous
products enter

Criminals
exploit
weaknesses
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5.WHAT ARE THE AVAILABLE POLICY OPTIONS ?

This Impact Assessment evaluafear different reform options witlan increasing degree of
ambition. In designing policy options, it is important to recall that the UCC provides a
completeCustoms Uniorecosystem. It provides in detail for how tBestoms Uniorworks,

with the rights and obligations of private and public sector stakeholders and witlo¢kesges

that are needed to handle and supervise goods moving to, through and from the EU. The
reform objectives are intatependent, and the reform options must be systematically coherent.

For these reasons, the options im@ppedjdentified,and assessl as viable reform packages,
taking account of how the measures taken would work together. Each package addresses the
problems, drivers and objectives identified (in a different manner and to a different extent).

Three major policy choiceswill largely determine the extent to which tl@@ustoms Union
gets the desired capacity to collect, protect and simplify as one. These provide the major
structural elements (building blocks) around which options are packaged. They are:

- To what extent should customs procassesbe reformed? The choice is between
continuing the processes in the baseline or changing them as a startirfgrpbiatrest
of the reform Although the principles for reforming the customs processes are similar
in everyoption, the way they are implementeatiesdependhg on the other two policy
choices (data management and governance)réfibemedcustoms processes can only
be implementedo the full extentjf they are accompanied by a centralised approach to
the collection, use and processing of d&8, O4) In case centralisation of data is not
implemented, these components vii# less effectivas explained in section @1,

02).

- To what extentshould the customs data management approadbe reformed? Data
management addresses how information is provided, stored, analysed, and used to drive
customs operationsln the current decentralised approach, every Member State
develops its ownT solutions for the different declarations, in line with common
criteria for interoperability. A new approach to customs processes requires a better
analysis and use of customs data.important policy choicés whether to build these
capacities individudy in national systems (Q102) or together in a centralisédhta
Spacg 03, 4).

- To what extent should the governance of theCustoms Union be reformed?
Differentpossibilitest o st r engt hen 6acting as oned at

0 Strengthen thexisting governance model based on cooper#@dr)
0 Introduce an EWAuthority for the CustomUnion (02, O4)
o Strengthen the role of the Commission (O3)

5.1What is the baseline from which options are assessed?

This impact assessmehtiilds on a dynamic baselinerhich assumes thaoth the ongoing
implementation of the Union Customs Code IT systemsadinthe Customs Action Plan are
completed by 2025.

The Co mmi s sCustamé Action Plan (CAP) adopted by the College in 2020
acknowkdges that espite the majomodernisation of EU customs legislation in 2(1l6e

UCCQC), there 1is evidence othere @ gredt askssof lassed of wa r |
revenues for the EU budget, of threats to the safety and security dafitiZens, and of
excessive burdens on legitimate trade, if action is not taken to reinforce the activity of national
customs authorities across the B(PY) The CAP precedes, prepares and announces the

(®Y) customsactionplan-2020_en.pdf (europa.ew.1.
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reform. It points towards the main areas where legf@nge would be needed and brings
forward in parallel some practical actions within the current legislative lif@t®rview in
Annex 9.1).

Indeed, in 2025if nothing else changeshe problems and drivei@re likely topersist(see
section 2.4pnd customsvill have difficulties to perform the increasing list of tasks a more
and more complex world. While customs managed to cope in recees, dike the UK
withdrawal, the Covidl9 pandemic, or thRussia invasion of Ukraine resulting sarctions
against Russiand Belarusit is not guaranteed that a future crisis situation can be handled.

In the baseline, Member States carry out risk management in national systems and with
national data, without an EWide perspectiveThe Commission rolés to provide common

risk framework.The customs processes, data management and govemnadheebaseline are
described in the driveiis section 2.3Member States and the Commission complete the UCC

IT systemsand need to maintain and constantly updaébem. The Member States, the
Commission and the economic operatordl therefore continue tancur in a series of
administrative costs that are further detailed in section 6.

Box 27 Baseline and timeline of the customs reform

In the baseline, the UCC IT systems are completed as foreseen by 2025, and continue to opgrate with
associatedcosts. The Customs Action Plan is implemented by 2@#5o0ptions proposed below dre
implemented in three phases. The exact years are specified for every option in the assessment.

2023 2025 20XX

ey Complete Operation of UCC IT systems

system implementation
Customs Gradual integration
Action Plan Planned actions and phase-out of
UCC IT systems
action 17 build on other actions

Customs it

5.2 Description of the policy options

5.2.1 Option 1: A package of simpler processes

General considerations

The keycustomgprocesscomponents to be considerea view of thereform objectivesare:

1 Theprocess stepss such, and the extent to which these could be reduced or simplified
(see further the baseline analysis in AnBegection )

1 Theroles of the different trade actors, and how they fit with compliance responsibilities
(see further Annex 5, sections 2ridan an operational view, section 2.7)

The waydata is providedand usedor effective customs supervision
Specific process treatment for moediable operators
Specific process treatment feicommerceflows of goods

= =4 4 A

Theway in whichpenaltiesare applied across the EU to deter4compliance
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An important consideration for this analysis is itfterdependenceof each component abave
Any valid option has to address the elements together.

As regardgrocess stepsthe relevance of each step wagxamined Account was also taken

of thecommercial reality that any supply chain involves certain acitockidingcarriers(with
various level of subcontractipgand principals (importers, exportersyhich have diffeent
business roles and possess different information in the normal course of their busisess.
alsoto be noted thatupply chains are diverse, with different features depending on the modes
of transport used and on commercial choicegb@l postal raffic, for example, has some
specific roles for origin and destination postal offices, which are not found in other supply
chains. Deesea maritime traffic has its owadistinctive features including layers of
subcontracting of transport, routings invioly calling at several EU and nd&tiJ ports,andde

facto integration of port community systems in customs compliades. remodelling of
customs processeeds to enableperatorso cleary discharge their responsibilitieacross a
diversity of commercial practices. given carrier needs to know, fexample, whether it is
carrying goods which have not been released to free circulation, and toukmeauivocally
when its accountability to customs passes to the next carrier in the Coatoms ikewise

need to know who is responsible for goods at a given mombistmeans that the approach to
simplificationsmustenable communication to some degree between customs and the different
operators athe relevant points in the supply chaso thatall actorscanfulfil their role and
always knowwho is responsible to customs until the goods are released to the market.

As regardgoles, a weakness in the current system is that the persons accountable to customs
for each process step are not necelysdhe persons best placed to fulfil substantive
compliance obligations. The commercial reality is that the peratismotivate the traffic
(exporters and importers) are best placed to assume responsibility for financial and non
financial complianceAlternativer ol e s , i ncluding the current
role, have greater difficulty in fulfilling this responsibilityh so far as they do not have full
insight to the commercial transaction. In light of the objectives of the reformmtst
appropriate change at the level of roles iattnibute compliance responsibility to importers

and exporters in the first instance (while providing for default responsifalitintermediaries

in specific scenarios such as transhipnmengénsure thiathe responsibility as such is always
covered. This change would also open the door to further simplificationhAsmporters and
exporters are also in possession of the information necessary for substantive comghdnce
could account for some aspsc(such as duty payment and certain product compliance
requirements) on a full supply chain basis, it is possible to consider alternative compliance
approaches, and place much less reliance on the provision of detailed declarations for all
compliance isses at every process step

Regardingthe modalities for provision oflata, the issue is partly formal (the regulatory
requirement as such) and partly operatiosalh{mercial practices and the existing legacy of
information environments)From the formal pepective, it is possible to provide far
rebalancing of information provision obligationie match information requiremestin terms

of scope and timingyetter with who can and should fulfil ther is also possible tarequire

that information, once submitted, should beused in all customs processes across the EU.
The extent to which this can be offered, and the relative costs and benefits of offering it in a
transnational environment where different national customs ati¢isoand trade have to
communicate across the flow of goods, depend strongly cawvtikable IT systemd o give a
concrete example, if a carrier provides information to the customs office of first entry to the
EU, that information is not going to be dwahle to other offices and used in other processes
unless the IT systems exist to make itGaoe approach is to rely on current national systems to
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be developed to handleishAnother approach is to provide for a singl@aentry point for
traders whib supports the rase and integration of data.

Regardingreliable operatars, consideration was given to different approaches. The first key
ingredient in any future formula is the way in which reliability is demonstrated. Here, the
options are essentialtp strengthen the existing system, by further clarifying the way in which
compliance assurance is provided and enhancing monitoring, or to introduce an alternative or
complementary approach basadre on transparency and accountabilitiie secondssue is

the nature of the benefits which can be offefadhe areas which have a business relevance,
i.e. procedural burden, facilitation of controls and provision of financial guaramettsrd

aspect is the practical understanding of the existingrae (AEO) and in particular its use as a
badge of trust between traders and for purposes of international mutual recognition agreements
currently limited toGAEO S5 (recognition for security and safety purposes). Each option needs
to present a balancedagkage. In addition, each option neddsensure that overall, the
customs supervision remains effective.

In that light, t was considered whether it would be possible to exempt reliable traders from
providingany data in the supply chain. A complete ex®ion in respect of their supply chains
would not be possible as this would open the dotingo exploitation by organised smuggling
groups without any possibility for customs to target their controls on such trafiie.
necessary balance on this prased aspect could be obtained howeveehguring a minimum
provision of advance cargo data and consignment identificasorsuchby carriers, and
connecting this with reliable importershis would enable a greatehift in the information
provision bureén of importers away from the supply chand shouldpply in all options.

Regardinge-commerce the essentiaprocess issue is how to include@mmerce flows in the
scope of customs duty and customs supervision measDpsi®ns could include requiring
consumers, postal operators, carriers, @ommerce intermediaries to provide additional
information and takeesponsibility for ensuring compliance both financial and-fieancial
requirements. Involvement of tens of millions of consumers in provision of customs duty
calculations or demonstration of compliance with product standards would be undeliverable in
prectice. Involvement of transport intermediaries in substantive compliance is possible in
principle, but their access to the underlying commercial transactions in practice is insufficient
and is demonstrated by the shortcomings inherent to the constraihes afrrent rules where
customs declaration requirements are based on the information available to these operators
(notably postal operators and courier compani€&fommerce intermediaries (notably,
platforms) are best placed to assume responsibilittheg have both a substantive role in
determiningwhat is imported or exporte@nd the depth of commercial data necessary to
identify the goods for fiscal and ndiscal compliance purposel so far as they act on behalf

of third party vendors, it is esonable nonethelegand consistent with other EU policy
measuresjo expect that they would use the technical means at their disposal to respond to
advice which public authorities may provide regarding-ocompliant supply chains which use
their servicesE-commerce intermediaries do not always possess full supply chain information
howeveri in this respect, the role of transport intermediaries remains impokatit in
providing supply chainnformationto customs, and handling practical interventionshsas
operational controls. Again, consideration of the commercial reality limits the practical options.
The viable policy options need to take as a common principle that compliance responsibility is
attributed to ecommerce intermediaries, andat trangort intermediarieswill continue to
provide supply chain data to customs and facilitate customs controls and risk mitigation
measures within their capacities
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Takingthe aboveconsiderations into account, it would not be appropriate or realistic to attemp

to present and assess options for each process element independently. The approach taken in
this assessment is to prepare coherent, viable packages integrating changes in processes, the
information environment and governance, taking account of interdepeies.

A final consideration is the approach fmenalties for noncompliance with customs
legislation. Variations across the EU in the approach to administrative penalties in particular
could undermine in practice the improvements provided for inréhesed legislation. For
example, it is not realistic to expect data quality to improve systematically if there are little or
no consequences for providing inaccurate data in some Member States and strong penalties in
others. Such variations also risk nwating distortion of traffic towards enforcement
environments which would be perceived as weaker. All options should therefore be
accompanied by a common approach to administrative penalties.

The first Option package Option 1- envisages a coherent raforaddressing all the key
elements above. Given the commercial realities, the main choices would in fact be common for
all options but their practical delivery would vary very significantly when they are combined
with additional measures for the infornaat environment and the governante.Option 1,

they are implementedithin the existing governance structure anihin the national IT
environmers.

Customs Processes

As the reformaimsto strengthen customs supervision and reduce the burdeaders option

1 contains g@ackageof changes to customs procesgesolvethe identified main issues in the
customs processas the UCC This is at the heart of customs activitidhey result from
requests put forward by the EC#om the internal reflectioand evaluation experieneathin
the Commission andtrategic insights provided ithe Wise Persons Group repdfey ideas
underlying he solutions proposedere discussedand welcomedin principle by the Member
Statedn different discussions'he processes are explained in detaAmmex 5.

The first issue identifieds the multiplicity of stepsn the import processxplained in the

drivers This option proposeto completelyremove somesteps in the import processto

make it more similar to the export process. The impoded the carriersvould provide
information to customs before the goods arrive to the Union. Cugierfarmrisk analyss on

the basis ofthat information and, once the goods have arrived, requesniol only if
necessary. The operator would not need to systematically present the goods to customs or
provide information on the consignment several tim@sstoms would not need to accept
every piece of information from operatoBy contrast, the olgjation to providecertain
minimum pre-loading andore-arrival information(advance cargo datajust remain

The second issue identified was the lack dfirayle responsibleoperatorper consignment
Removing the role of declarantand clarifying therole of theimporters and exporters
addresses this issuanporters and exportensiotivate the traffic of the goodsnd so they
becomeresponsible for providing the information to custorits paying theapplicableduties
and taxesand for ensuring compliance with other requiremetse operator per consignment
becomes the single liable person both for financial andfinancial risks The carriers are
alsokey. They have essential information on the route, the means of transpdogdirey and
arrival timesandthe weight of the good€ustoms needs that information aaldoneeds the
carriersto be gatekeeperso contribute to ensre that importersand exporters(and if not
them, thecarriersthemselvesprovide data on the consignmerdad to support controls
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Additional information that is relevant for customs to fulfil its role is used for the risk analysis.
This includes crosshecking information with other competent authorities on specific risks.
Economic operators are required to share more information about their supply chains,
including on the manufacturer and supplier. Carriers are required to share irdororathe
container status. Specific information requirements in other EU legislation, for example a
digital product passport, would also be applied by customs and used for the risk analysis.
Furthermore, the framework for administrative cooperation watigrnational trading partners

and the provision for the exchange of customs information are strengthened.

This links with the third identified issye¢he impossibility tdink the import process steps

and reuse the data This optionenvisageshat once the importer or exporter provides data on

a consignment, the carrier is entitled to link its own information to theepigting data. The
importer or exporter would also be able to use the data on one consignmesinidar one

(or even beyond, sebelow possibilities for trusted trader§ustoms would then have the
overview on the consignment. Howevehetimplementation of this possibility depends
stronglyon thedigitalisationand governancenodel choserin each optionOption 1 is based

on a ckcentralised digitalisation model (see below) so each national IT environment would
provide for the possibility to reuse data in its own way. The central iewrelOption 1, the
Commissioni would then have to play a role in coordinating the interopetyakakcross
Member States, very similar to the baseline. By contrast, in options where there is either digital
centralisation (O3 and O4) or a centgalvernancestructure (O2 and O4), implementing the
reuse of data becomes easier.

The reuse of data is clely linked to another identified issuehat the UCC defines an
excessively rigid format for data. To address this, this option proposes to remove the regulation
of the data format from the UCC. This would open up the dooraie flexible data formats

keeping in mind that the data should be sigfidy structuredand preciseto allow that
customscarries ouin automated risk analysismay be noted thatmbiguous data can lead to
inefficiencies such as false positives (wasted interventions) or false negatives (missed risks)
Again, the implemetation of thisfeaturedepends both on the digitalisation and governance
modek chosenas explained above

This new model otustoms processgmitse-commerce intermediaries and traditional traders
importing in bulkon a more equal footingith the following additional legal modifications

- Thecustomsduty exemption for goods up to EUR 1B8s been identifieth section 2.2as
providing a competitiveadvantage to foreign retailees opposed to EU retaileand in
section 2.3 as a source of complexityncertainty,and poor data in the completion of
customs formalities and as being prone to fralnis option wouldeliminate the customs
duty exemption for goods up to EUR 15@&ndto the highest possible extembuld align
the customs rulewith VAT rules to addresibse problems

- When it comes to responsibilitiasnderthe current UCC rules the consumer is considered
the importerand therefore any customs action against parcels, be it for undervaluation or
for noncompliance of the goods with other nfmancial requirements, has a very limited
impact This option follows the VAT model and makes electronic platfofideemed
importerso, requirng them to charge customs duties at the moment of the sale without
modi fyi ng Mdahlityefor theSEUsbudgedif ustoms encounters a problem in
a parcel, customs can therefore act against the platform and investigate whetheerihs
an isolated case or a systemic problem. In addition, customsamtiibute to enforcéhe
new rules on responsibility embedded in the Digital Services Aot idea to make
electronic platforms liable for complying with customs results froncudisions between
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the Commission with Member States angtoenmerce platformg??) Making the e

commerce intermediaries Adeemed i mporterso
at the moment of the sale would align the customs treatment with the &gime for
di stance sal es. This would not change Me ml

the Traditional Own Resources.

Calculating the applicable duig a complex task based on three factwfrshe good (i) its

tariff classificationamong more than 1 000 cogl€s) its customs value and (iiis origin.
Applying this methodin e-commerce wouldften resultin a disproportionate administrative
burdenand collection costboth forcustomsand businesse3o avod this, option 1 proposes

to providee-commerce intermediariegith the possibility to appla simpler duty calculation
method based on only different buckets(*®), each of them witha different duty rate
Applying the bucketing system should not resulbiner revenues than applying the standard
calculation but would be easierTo keep the approach simple, only goods subject to
harmonised excise duti€¥) would be excluded from the facilitatioft. would apply higher

duty rates than the standard ones in ordactmunt for potential revenue lossesulting from
commercial policy measures suchfiasn antidumping duty, countervailing duty, and specific
agricultural dues. In order to prevent the misuse of the approach that would only apply in
relation to goods sold directly to consumers in the EU, it would be necdssiatyoduce a
safeguardmechanism that would allow the Commission to intervene if a systematic abuse is
identified. The bucketing systerwould bebased on therga omnesluty rates and does not
take into account the originating status of the goods. However, if the economiobpasaes

to benefit from preferential tariff rates by proving the originating status of the goods, he/she
can do so by applying the standard proced@asada successfully applies such a simplified
system since 201¢°) and the Global Express Associaticefers to it as a benchmark in its
position paper on O6Tax/ Duty Col I®) ddkingptne on |
above elements together, the revised and simplified set of processes under thisfQ@ption,
0st andar did$depcreein Fgure 5 below

(%3 Customs 2020 Project Group on the Import and Export Customs Formalities related to Low Valige@ents and its
Subgroup on Platformi8egister of Commission expert groups and other similar entities (europa.eu)

(®® The four potential buckets would be buckets with respectived valorenduty rates o6% (e.g. for toys, games,
houseware articlesg% (e.g. for silk products, carpets, glasswat@po(e.g. for cutlery, electrical machinery)
and17%(e.qg. for footwearpnd containing goods based on theti¢it Harmonised System code number that remains a
requirement for prarrival cargo requirements under the legislative proposal for revising the Union Customs Code.
Goods having a 0%rga omnesluty ratewould contirnue to benefit from zero duties.

(®) Article 1(1) of Council Directive (EU) 2020/262 of 19 December 2019 laying down the general arrangements for excise
duty (recast) (OJ L 58, 27.2.2020, [p42)

(®®) Seehttps://www.wto.org/english/tratop_e/msmes_e/canada_sept21_e.pdf

(%) SeeGEA PROPOSAL ON DUTYTAX COLLECTION ON IMPORTED LOW VALUE SHIPMENTS.pdf (global

express.org)
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Figure 571 lllustration of simpler customs procedures for a consignmentiamport - Source DG
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Another problem identified is the lack of penalties, which is compensated by a reward system
to trustworthy operators or AEO. This system however has proven difficult to monitor. To
address this problenthe package ddimplificationwould modify the possibilitiesfor trusted
traders:

- AEO traderscan operate undex trust and checkapproachif they havetheir electronic
system interacting with the customs?d
customs to have access to all relevant data directly frora fhee r asystemsd lgeycan
selfmonitor the compliance of their goods and calculate and paiesiygeriodically,
without submitting transactichased customs declarations per consignnereloading
and prearrival information per consignment would still be required but carriers could rely
on the information previously submitted these trusted iporters.Customs would be able
to performrisk analyss and check information on a continuous basis and request a control

syst

whenever they estimate it necessanglevenunder certain condition
abil it yretlce ad s éHefgualityd ®herence and accuracy of the received
information will allowmonitoringt he oper ator ds trustworthine

- In return for transparency and systémrsystem exchange of information, the
trusted/AEO+ operators would experiendewer and more targeted customs
interventions in the supply chain, when these are necedsahermore subjectto the
prior agreement of the other competent authoritiesse tradersould carry out certain
controls generally performetly thoseauthorities.

- The existing possibilities to reduce garanteesfor these traders would be enhanced

The last three measures in the package are also intended to render customs processes easier bu
focus on the customs authorities, as follows:
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- The UCC would be more precise orthe cooperation between customs and other
authorities, opening up the possibility to agree on joint management criteria, to do joint
monitoring of trustworthy operators, to coordinate intervention, to set up ditméeor
reacting to specific consignmis, to address supply chains as a whole and to exchange
data. The implementation of éke possibiities highly depends on the digitalisation and
governance model chosen in each option.

- The Commissionwould haveproperaccess to datan national systemt get and process
some datan line with its role in risk managemeand forantifraud purposesut the core
of digitalisationress with the Member Statess explained belaw

- The UCC envisages a mechanism to addmassis scenarios which would allow
moderaibn of the effect of some rules. In this option, the Commission would be entitled to
adopt an urgent implementing decision to explain those flexibilities.

Many stakeholdersupport simpler customs processBEse public consultation confirmed that
respondents 150 (77%) agreed witie need to simplify how information is provided to
customs and to reduce administrative burden and formalities majority of respondents also
strongly agreg132 (68%) or tend to agre¢26 (13%) with making more use of commercial
information.6 A  pagtvershipwith trusted traders and other competent authorities for better

ri sk management , i ncludi ng r evassupmorted &yd10la d v ar
(52%) who strongly agree and 49 (25%)ho tend to agreeFinally, enhaning co-operation

between customs and nonstoms authorities (notably Market Surveillance Authorities, Law
Enforcement Authorities, Tax Agenciasas among the mostgported elements of the reform

options with 106 (55%) strongly agree and 47 (24%) teratyree

These measures should be accompanieddmyranon approach to administrative penalties

to ensure that these are used in an effective, proportionate and igessuasner across the

EU. This should take the form of a framework establishing a minimum core of customs
infringements and neariminal sanctions, and include a common list of acts or omis#na

should constitute customs infringements in all MembexteS{ and provide for minimum
amounts of pecuniary charges as well as the possibility of revocation, suspension or
amendment of customs authorisations. It should concern onkgnmamal sanctions without
preventing Member States for providing for crimirsanctions. This framework will help
underpin the proper implementation of the revised processes, and will also help ensure that
perceived differences in national enforcement environments do not motivate distortions in
traffic flows. The common frameworfor penalties should apply in all options as an integral
part i this description is therefore not repeatéd.common attempt to addressustoms
infringements and sanctions was considered in a proposal foeatié in 2013°’) but was

finally withdrawn by theCommission(®®) becausst failed to be adopted by the -tegislators

*9)

In the Reflection GroupMember Statesvelcomedthe explomtion of different customs
processes, but asked for detailed explanations in the impact asse&arteripants converged

on the importance of risk management, including at a European level. The structural
cooperation withother authorities was considered with interest. The topic was further
discussed in the Customs Policy Group on 14.12.2022.

(97) Proposal for a DIRECTIVE OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL on theion legal
framework for customs infringements and sancti@@M/2013/0884 final

(°® Wwithdrawal of Commission proposal620/C 321/03 (OJ C 321, 29.9.2020, [.4).

(®9 Only the European Parliament adopted a first reagosition (European Parliament legislative resolution of 5 July 2017
on the proposal for a directive of the European Parliament and of the Council on the Union legal framework for customs
infringements ad sanctions (COM(2013)0884C8-0033/20141 2013/0432(COD))
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The abovementioned customs processes also included in allsubsequenvptions They are

not repeated belownless a specific &ure needs to be signalle@ome elements of the
processes described in option 1 will see the intervention of another actor in subsequent options
2 and 4: the HropeanCustoms Authority.

Data management

Digital and automatedorocessing of information is necessaoyhandle the large amount of
goods entering and leaving tristoms Uniorevery hourln option 1, he simpler processes
as described abovevould require substantial changes to tmational customs IT
environments. The advantage ohaving national customs IT environments that each
Member State can adapttd its specific needs, and the continuation of established links and
formats for exchanging informatiomith other noncustoms IT systemwithin one Member
State. The challengs the interoperabilityf those national IT environmends EU level The
fragmentationacross different systems and capacities would contimyeovide a challenge

for theEU risk analysis.

Thenational customs I'Environments woulesheed to ensure that the following functionalities
are available:

- submission of information by different actors in the supply chHaapacityto connect
the different elements and recognize whether the information was already provided
elsewhereto overcome the fragmentation of data across the individual national
declaration systems

- handling more data, as additional informatimmthe goodssuch as its manufacturer,
would be requiredb check compliance with nefinancial requirements

- handling ofinformation provided by-commerceplatforms

- be built around the data (as compared to the declaration prdoegsprove the
customs supervision and risk management

- reaktime comparison of data

- exchange of datd&oth between customs administrations and with other competent
authorities

- international exchange of data with customs authorities in the country of export /
import.

Governance

In this option, he coordination of customs actiomould bestrengthened within the existing
governance framewonkith the Commission, Council and Member States as main actors

A mechanism thatvould involve Member States in deciding on a regular basis or non
financial plicy priorities for customs supervision and risk managementld be set upThis
common focus could helptreamlinethe approach of Member States in the areas of risk
management and controls. The operational implementation would however soteyn at
nationallevel as would operationateattime risk analysisand risk managemerieaving room

for divergencen approaches

Similar to the dynamic baselinenhanced collaboration projects and expert teamsdd be
supported by the customs programme.
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Implementation timeline

The implementation of this option would be split in three phases. Y1 is the first year of entry
into force of the new legal framewofRO days aftepublication in EU Official Journal

- Phase 1 (Y83) i Member States build the natial IT solutions for &ommerce
reporting

- Phase 2 (Y4B) i E-commerce intermediaries start reporting to national customs and
Member States continue adapting their IT environment to the new customs processes

- Phase 3 (Y41) i traders progressively start operating in the new national IT
environment

From Y12 all traders operate in the new national IT environments and can apply the new
processes

5.2.2 Option 2: An EU CustomsAuthority for coordination

In option 2, he Customsprocessesanddata managementwould in essencée as described
in option 1, but an EU Customs Authorityvould coordinate their implementatipfeading to
more synergies

Governance

In addition to thecurrentactors in the baseline and option 1, a European Customs Authority
(6t he Ainthéaform of a Elbapencywould beintroduced/Annex 8).

Similar to Option 1, nonfinancial policy priorities for customs supervision and risk
managementvould beintroduced. The implementation of the priorities would however be
done by theAuthority and Member State$Vhile Member Statesvould continue to do risk
analysis intheir national IT environmenisthe Authority would support and coordinatine
approach of Member States in the areas of risk management and cadimeofsuthoritywould
further conduct preparatory workor the Commissiorfor the prioritisation exerciseThe
Authority would preparecrisis response protocols and procedures ithatould activate on
political and policy demand amvdould support the Member States in their delivenpnitoing

the resultsThe Member States would be involved in the Authority.

The Authority would coordinatecooperationbetween the Member Stajetefine a common
content oftraining and uniform implementation of rujescluding guidance on processes and
working methods and common interpretation of classification, valuation and ofigen.
Authority would exploit the legal possibilities of cooperatidetween customs and other
authorities The Authority would conductperformanceneasurement activities for tii@ustoms
Union.

In addition,the Authoritywould support the deployment dfie funds of theexpected future
successorsincluding the activities related to the maintenance and operation of the EU IT
systems connecting the national customs environments, and the Customs Control Equipment
Instrument (CCEL)

It may be noted thathe tasks for théuthority in this optionwould bemore limited than the
operationaAuthority in option 4.
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Implementation timeline

The implementation of this option would be split in three phases. Y1 is the first year of entry
into force of the new legal framewofR0 days after publication in EU Official Journal)

- Phase 1 (Y83) i Member States build the national IT solutions fecoenmerce
reporting. The Commissionndertake some preparatory activities to forthe EU
Customs Authority

- Phase 2 (Y8) i E-commerceintermediaries start reporting to national customs and
Member States continue adapting their IT environment to the new customs processes
The Authority progressively recruits and starts functioning.

- Phase 3 (Y41l) i traders progressively start operating the new national IT
environmentThe Authority is fully functional.

From Y12, all traders operate in the new national IT environments and can apply the new
processesThe Authority is fully functional.

5.2.3 Option 3: A central EU Customs DataSpace managed bythe Commission

The Customs processewould in essencde as described in option, but the introduction of
an EUCustoms Data Spadacilitates their application particularly for tharust and check

Data management

In line with theoverall Commission strategy for dgtd%, the Commission would build and
managea CustomsData SpaceA Data Spaceés an integrated set of interoperable electronic
services for collecting, processing and exchangglgvantinformation It is securedand
allows datasharing by a set of stakeholders, including raw data anéhaononised formats,
matching them and producing results that carusedfor different purposes, includingsk
management and performance measurenfieot.further details, see Annex 7 section 4.4).

The Data Spacevould facilitate the collection of information from different sources along the
supply chain(manufacturers, insurers, carriers, importelisyvould use the information for
improved customsisk management, which is the very core of customs supervision. This
enginewould operate 24/7 in redlme andbe supported by modern data analysis tools and
artificial intelligence It would facilitate the exchange of information with other relevant actor

It would allow for better cooperation, both between customs administrations and with other
competent authoritiedt would enable information exchange and access between customs
authorities, the Commission services (including OLAF), economic operatafs other
authorities according to their role, while respecting data protectioa.realtime comparison

of data is of particular importance for the supervision offreancial risks.

In practical terms, th®ata Spaceonsists of a legal framework, which clarifies access rights
and obligations. A technical framework that specifies how different actors can connect and
interact with theData SpaceAnd a core, where the information is stored, processed, and
analysed. Acording to the evolving needs,-salled micreapplications can use the relevant
data for a specific purpos@hey are much more flexible and cheaper to develop than the
current IT solutions.

The example below shows the collection of informafiblue cirde) from different actors in
the supply chairf the import of a consignment of washing machines from South Korea. The
information fromthird country manufacturers and retaildrslpsthe importerdocumenting
compliance For instance, information on thegaluct can be submitted once aneused for

(**)see the 2020 Commipls sHuorno pceoannm usnt D@MHR0AQGMfinGbo r dat a o
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different shipmentsThe Data Spaceallows central risk managemermind the exchange of
information with competent authorities via miepplications (green box The micro
applications allow specific authorities, not only customs authorities, to use dettgally
definedi data from théData Spaceor to provide their iformation to theData Spaceto better
enforce the growing list of prohibitions and restrictiofitiis strengthens the cooperation
between customs administrations, with specialized authorities, and with international partners.
It shows how theData Spacecan support both the simpler processes for trade, and the
strengthened capacity of custoarsl their cooperation with other authorities

Figure 61 lllustration of a practical example in the EWCustoms Data Space Source DG TAXUD
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In the pastcentralised approaches to IT development were often discarded, due to a certain
path dependency. In the rigid IT systems, focused on process compliance and the exchange of
messages, the compatibility with the existing national structure was considereanpanrtant

than the synergies and savings from a central development. The option of a single centralised
system is considered hdvecause two aspects are different from previous cases. First, the size
and ambition of the reform is significant enough ter@eme the path dependency and develop

a better system instead. And second, Deta Spaceallows consideation of national
particularities in the respective micro applicatioliss not a onesizefits-all approach, but a
common platform on which the spic solutions can be developed.

Many stakeholdersupport a single customs IT environmenhhe public consultation asked

which policy changes should be considered in the reform. Most support was expressed for the
6si mplified pr ovi smatiam exchangedbetivee® cusiomsl and ithef o r
authoritiesdo with 139 highly positive (72%)
(64%) and 40 positive (21%) respectively. Asked about the impact on their assodasion,
single EU customs informationenvbo n ment 6 recei ved most suppor
as highly positive (63%) and 43 as positive (22%).

From the trade perspectivegtbata Spacenodifies the delivery of the simplified processes:

- Traders can deal with all customs proceqssduding release in any Member State)
through a single EU portal rather than through separate national systems for each MS
- The processes are uniform regardless of entry point
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- TheData Spaceonnects data for a consignment across all steps and acr&ss the

- EU accounts are offered to support compliance managensenmt for managing
documents or their references and guarantees, and enabling further facilitation services
to be rolled out for sectoral policies, in addition to Single Window formalities).

- E-commerce platforms provide information tae@environment rather than.27

Among Member States consulted in the Reflection Group, there was general convergence that
data needs to be at the c e nCustems tiiorficfar $he o ms 0
digital age. Although views differed whether such a -@mi@en approach could best be
implemented through a centralised or decentralised model, most Member States were in favour
of a centralised approach, acknowledging difficulties with tineenit IT model in terms of

timely implementation, data availability and data fragmentatieooBmerce was mentioned

as main priority to focus on and start with, in general, but also in this regard. While a few
preferred their national IT environment, mgmrticipants pushed for a longerm data/IT

vision and strategy towards more centralisation. Most also emphasized the need for an
operational risk management layer at EU level and that the reform should ensure optimal
access and use of data at cerleal, allowing also better risk analysis at national level.

From the customs perspectivihe Data Spaceimproves the use and usefulness of the
information:

- First, it allows for a realime EU risk management.

- Itincludes risks and fraud patterns preisty covered by the national perspective.

- New information requirements or new data sources can be integrated and used for
better risk analysis. F@&xamplejntegrating the container status data.

- It gives all customs administrationsa BU wide perspectiveon activities that concern
them.

- The collaboration framework with other authorities is facilitated by a combaia
Spaceand the crosshecking of relevant information

- ldentified risks are directly visible to all relevant administrations, to address
circumvention.

- It facilitates coordinated action on a specific risk across different Me®iages and
supports crisis response.

This optionproposes a graduatansition, starting with the central implementation by the
Commission. Member States customs IT systems are gradually integrated or phased out, as
more functionalities switch to common or customised applications iDalee SpaceAnnex 7
explains theData Spacén detail and outlines a transition roadmap that would tékgears to

the final migration of a national system.

Governance

From the governance perspective, this option would mainly work like Option 1: The
Commission prepares @mmon risk management approaatd co-operation frameworko

help national customs and other authorities to work together for risk management aold.contr
Non-financial mlicy priorities for customs supervision and risk manageraggintroducedas

per Option 1

In Option 3, the role of the Commissiarould howeverbe reinforced because it manages the
EU Customs Data Space. This would enable the Coroniss drive joint analytics projects
involving customs and other authorities. It would elabor@mmmon Risk Criteria and
operational risk indicators for direct application on the EU data fenvesvould work closely
with the Member States on this. The@mission would arrange for risk information from
other authorities to be integrated directly in-Bldle strategic and operational risk analysis.
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These factors would lead to a significant improvement in the quality of risk analysis.
Neverthel ess, the Commi ssionbs capacity to
and to conduct the necessary operatiwnsld need to be strengthened. If nbe significant
investment in the data management environment may be-ardited, and the governance
structure would lack an actor with the clear organisational mandate and critical mass to deliver
to the full potential.

Implementation timeline

The implementation of this option would be split in three phases. Y1 is the first year of entry
into force of the new legal framewofR0 days after publication in EU Official Journal)

- Phase 1 (Y22) 1 the Commission builds the seed oData Spacdor e-commece.
Deployingone solution requires a year less tdaploying27 solutions.

- Phase 2 (Y&) i E-commerce intermediaries start reporting to the Commission
Customs Data Spaead the Commission continues building it for the rest of operators.

- Phase 3 (Y®) 1 traders progressively operate in tbata Spaceand national IT
systems progressively phase out

From Y10,all traders operate in ti@ommissiorData Space

5.2.4 Option 4: An EU Customs Authority for coordination and operations managingan
EU CustomsData Space

Customs processesvould bereformedas described in option However, a centraData
SpaceandanoperationaEU Customs Authorityvould implement the changes.

Data managements built around a centr@ata Spaceas described in option B option 4,a
European Customs Authoritywould however manage i{For further details, see Annex 7
section 4.5).

Governance

Nonfinancial policy priorities for customs supervision and risk managemeatild be
introducedand implementeds per Option 2.

The list of tasksf the European CustomAuthority would cover thecoordination activities
and taskgo support the deploymemntf EU funds asdescibed in Option 2. In addition, the
Aut hori ty6s btoadsrlors risknnoanalgeinenb andageration, data management
andsupporting the delivery of simplified processéie Member States would be involved in
the Authority.

With the centralData Spacethe Authority would havea prominent role irprocessing and
managingdatafor allowing its use by stakeholders according to their access rights such as the
Commission service@ncluding OLAF), Member States and other authoritiesiould enable

the Authority to drive joint analyticsprojects and conducteattime operational risk
management for the Customs Uniarsupport of Member StateBhe Authority would be able

to directly design, test and implement operational risk indicators to be used-tavélldlata

flows and analyse operational results to provide periodic information and indicators for
performanceneasurement.

The authority would organisec-operation with othr authorities at EU levdbr all policy
priorities within a structured coperation frameworkallowing the development ojoint
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supervision strategie<Cooperation with other authorities and OL&RY, which organises
anti-fraud operations,would be described in the relevant legislation. Its investigative
competences would not be affectd@the Authority preparescrisis response protocols and
procedures that it activates on political and policy demaadsapports the Member States in
their delivery,with direct and immediate implementation of monitoring and targeting activities
on an EUwide basis using the EQustomdataSpace

In the Reflection GroupViember States expressed a clear preference that if a new additional
EU layer is introduced, it should manage the new centralised IT environment as opposed to the
latter being managed by the Commission. In general, they considered more centralisation in
areas like data management, risk management and training essential to makestbes

Union future-proof. Other areas for increasing cooperation were suggested: (i) organising joint
customs controls and operations, (ii) establishing national/regional centeesellence that

could execute tasks (e.g. joint training) for the benefit of all or similar Member States and (iii)
establishing an intr&U mobility programme for customs officers, allowing them to work in a
different Member State for a certain period

Public stakeholderequally see a role for th&uthority in managing the ITIn the public
consultation,respondentsexpressed support foeforming the EU customs governance to
provide for an EU layeras long as it would not bring additional burden &wmonomic
operatorsAsked about the specific tasks for such EU layer, respondents considered:

- Training of customs officefi 113 (58%) strongly agree, 42 (21%) tend to agree

- IT managemerit 97 (50%) strongly agree, 48 (25%) tend to agree

- Financing of customs equipmén85 (43%) strongly agree, 43 (22%) tend to agree
- EU crisis responsi 79 (41%) strongly agree, 56 (29%) tend to agree

- EU-wide risk managemeiit73 strongly agree (38%), 58 (30%) tend to agree

- Identification of risk prioritis at political leveli 57 (29%) strongly agree, 63 (32%)
tend to agree

Implementation timeline
The implementation of this option would be split in three phases. Y1 is the first year of entry
into force of the new legal framewofR0 days after publicain in EU Official Journal)
- Phase 1 (Y2) i the Commission builds the seed dbata Spacéor ecommerce EU
servicegrepare the satp ofthe EU Customs Authoritgrecruitmentsetup, etc).

- Phase 2 (Y3&) i E-commerce intermediaries start reportiagd the EU Customs
Authority takes over the building and management ofGbstoms Data Spader the
rest of operators.

- Phase 3 (Y®) 1 traders progressively operate in tbata Spaceand national IT
systems proressively phase outhe Authority is fully functional.

From Y10, all traders operate in th2ata Spacelhe Authority is fully functional.

(%Y The European AntiFraud Office, OLAF, carries out independent external administrative investigations for

strengthening the fight against fraud, corruption and ar

as well as any other agt activity by operators in breach of Union provisions.
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5.3 Discarded policy options
5.31 Full integration into one EU customs service

A first discarded option is theost ambitious one, the full integration of all national customs
administrations in one, single EU customs service in the formnaigancy.All national
customs staff would behifted to the EU level aneimployed by th EU customs servigavhich
would deade on the allocation of the resources according to the needs@fishems Union

The servicewould, in addition to the tasks of the Authority under Optiontake over all
customs related taskemaining at national leveind become the sole ECustomsAuthority.
Additional synergies and economies of scatelld be generated, reducing the number of
central services, like human resources, procurement, contract management, etc.

The EU customs servicerould become the singlctor implementing customs legislation and
policy. As it would also perform the operational controls and aymtésiously conducted at
national level the financial liability to make availabléraditional own resourcesould also
shift to the EU level.

This option would clearlybring significantbenefits. TheCustoms Unionis one,with one

single EU external bordeilhe costsfor the EU budget would be very high, but Member
Statesd6 role in collecting Ifdan&UGusiomns Autharityd ut i
in line with options 2 or 4 perforedits tasks efficiently and effectively, it could genergpdl

over effectdo other operationdhsksstill exercised at national levahd, in the endgradually

lead to full integration intone EU customs service

Howevertoday,full integration of all national customs into a single EU customs service is not
politically feasidle because it would not be supported by a vast majority of Member Shates.
comprehensive coftenefit analysis of all costs linked to the fdikintegrationof national
customs administrations was not possfblethis impact assessment

5.3.2 Other discarded options

Options requiring financial investments for a central digiaition or for an EU layewithout
reforming the customs processes are not analysed in detail because those options are
considerednefficient

When analysing to what extent theocessedor e-commerceneed to be modifiedhe options

to decrease ancrease the EUR 150 customs duty exemptiave been discarde@he reason

is thatnone of theidentified problems(distortion of competitioncomplexity, uncertainty

difficulty to control and fraud)s linked to theamountexempted but to theery exisence of

the exemptionThe analysis carried out by PriceWaterhouseCoopers in the framework of the
st udy Anantegrated and innovative overhaul of EU rules governiagoramerce
transactions from third countri e(@unningsnoe a cC |
November 2021§%). The study follows up action 9 of the Customs Action Plan whereby the
Commission endeavoured to examine the effectsainemerce on customs duty collection

and on the level playing field for EU operators, including gdssarrangements for customs

duty collection on the lines of the new VAT collection approach under the ImporStope

Shop (61 OSSo6) . The study assessed the possi
relief threshold and took account of the reswit the exploratory consultatiavhich ran from

16 December 2021 until 10 March 2021 and the outcome of the targeted questionnaire
addressed to Member Statesd customs author
regarding possible changes to theydelief threshold (removing, increasing to EUR 1,000, or

(3°9 The final report is still being assessed at the time of writing the impact assessment.
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lowering to EUR 22), the study concluded that the removal of the custermsnimiswould

result in the largest revenue increase, and would level the playing field between foreign sellers
and the dmestic market to the greatest extent. It would also remove fraud or evasion of
customs duty payment resulting from the splitting of consignments and reduce the incentive for
undervaluation. Therefore, removal of the custalasminimiswould result in thegreatest
number of benefits.

This conclusion was in line with the recommendations of the Wise Persons Group that claimed
in its report that the EUR 150 threshold provides the wrong incentives both in terms of trade
(unfair competition) and of environmentalistainability (higher emissions footprint due to
splitting of consignments), and therefore proposed its remAwather discarded possibility is

to have the consumers declaring to custdhes goods that they buy dime, because it is
considered burdensome for them while the ones placing goods in the Union market are the e
commerce intermediaries, not the consumers.

When considering thelata management a hybrid model between decentralisation and
centralisation, by which a Member Staie a group of Member States devedag digital
solution for the others has also been discarded. Previous experiencetisabw general
Member Statedave difficultiesto acceptlT solutionsdeveloped in asther Member State
and/or that public procuremeacross Member States is very complex.

In relation to thegovernance it was considered whethegxisting agenciessuch as
FRONTEX, EUROPOL, EtLisa and CEPOlLcould potentially host a dedicated department
for customsput this has been stiardedbecause none of them covers all aspects that customs
deal with and distributing the customs elementseveralspecialized EU agencieriously
risksfurther fragmentation in th€ustoms UniorfAnnex 8, section 3.4)

Page47/291



6. WHAT ARE THE IMPACTS OF THE POLICY OPTIONS ?

6.1 Methodology of assessment and baseline

All options are assessed in the same mannagainst the following categories of impact

Quantitative:

Investment in new or updated IT (co#)
Costs- Member

States Costof maintaining IT (recurrent)
Customs Staff (recurrent)

5 Costs- EU Investment. in r_le_vv or updated IT (cn#)
Services Cost of maintaining IT (recurrent)
Customs Staff (recurrent)

Compliance costgadministrative savingsnet of additional €

3 | Costs-Business | commerce duty costsrecurrent; in practice, in all optiof

reductiong.
Benefits- e-commerceaevenue (new revenue frormovingthreshold

4 Quantitative Cigarettes revenue (illustratigeenarios: preventing loss)
Consumer savings from ectesign (illustrative scenarios)

Qualitative:

5 Efficiency Overall efficiency

6 Effectiveness Against the General Objective, and each specific objective.
Protection outcomeased on casstudies in Annex 9 addressil
single market and sustainability, security and revenue)

7 Coherence Overall policy coherence, and strategic capability

8 Proportionality Overall proportionality

Quantitative estimates are based on assumptmutinedin Annexes 7 (for IT) and,using

current pricesAs with any forecast covering a-¥&ar period the figures cannot be regarded as
certain to materialiseThey are nonetheless useful as indicative measurekeotdale of
difference in outcomes that cée expected across the options based on objective differences
in the capabilities they brind\s regard IT estimateas particulay the final costs would depend

on outcomes of detailed specification exercisesarmocurement activitiesThis report takes

a best estimate of costsvhich provides a good indication of the relative position of the
options, butfor which the absolute values cannot be robustly quantified at this stage for 15
years into the future€lhe timing of materialisation of estimatedvings depersin part on the
migration approaches preferred in practice by the Member States and the economic operators;
the programming of this migration cannot be determined at impact assessment stageldbut wou
be developed with the appropriate external consultations only after the legal text is adopted.
The figures for cigarettes revenue (prevention of loss) and consumer savings from ecodesign,
are illustrative scenarios based on improved enforcement and am included in the
estimation of net impact(Further details relating to this analysis are found in Anfiex
sections 5.2.3nd 6.6.2).

Qualitative assessment of impact is based @care from (*) to (*****), where (*) indicates a
low achievement of # objective and (*****) a high achievement.(Detailed analysis
underpinning the quantitative analysis is found in An@esections 4, 5 and 6).
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Social and environmentalimpact is also described. This is not included in the tables, which
are used to provide a more direct assessment of specific issues based on cas€Rtuithes.
analysis underpinning this assessment analysis is found in Amhexsection 5).
Macroecomomic impacts are not directly estimated (this is explained further below).

This sectionexplainsthe assessedmpact of each option. It includeables for each option
addressing points-4 above, and describes the impacts for poir@sTo avoid duplicaibn, the
summarytables on points-B arepresented only isection 7, where options are compared.

Approach to quantification of costs for theMember States and the Commission

In the baseline with respect to which the impact of the options is asseeseder States and
the Commission have two maincost impacts (i) the cost of building (oreff) and
maintaining (recurrent) the custorssystems and (ii) staff costs.

® Direct administrative costs- IT

There are no reliable data on the total IT costMember States Thesediffer significantly
from one to another. To overcome that problem, a statistical approadhesenin 200§ the
Commission and a group of Member States valid#tedEU customs reference architecture
which depicted the current UCC customs processes, mapped the IT systems necessary to
automate them anprovided input on the potential cdsy assigning a number of staff (full
time equivalent FTE9 to develop themThis basic architecture supports ttedculationsof
the baseline scenarim this analysis. Informatonsultationswith Member Statesand the
figures that the Member States have repoft&dito the Commission for specific IT projects
show thatthe estimation is good enougis order of magitude (without implying, of course,
thateachMember States speséxactly the same amouan IT). More details are provided in
Annex 7, section 5.1.

For the Commission the 2021 costsvere considered as a good representation of the UCC
implementation and operationadsts,so they are used #we basis.

(i) Direct administrative cost impact- staff

To convet Member State=TE numbers to cost estimates, the Eurostat Total Labour Cost
figure for 2020 (EU 27) was usedlo convert EU services FTE to cost estimates, the average
EU costs relating to staff were usegsuminga ratio of 2:1 between establishment plan posts
and external posts.

Approach to quantification of costs forEconomicoperators

The complex customs processes as described in the driver in sectioesgIB in an
administrative costor the economic operators For this analysis, this cost has been assessed
using as benchmark the compliantteat both the UK and the Nethanids government
calculated for assessing the impact of Brexit. Therein, the castiaslated by applying an
hourly rate to the time spent on filing declarations for customs procdssesactice, the
ultimate costs for each individual business would depamdheir internal processes and
information management structures, thie measures that they take and the extent to which
they choose optional elements of the refof®.with IT coss, the overall estimate in this case

(199 2021 ecustoms annual report
https://op.europa.eu/en/publicatidetail-/publication/7727d524d9b-11ech94a0laa75ed71al/languaga
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should also be taken asdicative of therelative position of the optiongearing in mind that
absolute values cannot be robustly quantified at this stage for 15 years into the future.

Consumers

As explained in seaih 2.3, in the baseline, consumers are considered the importers of the third
country goods that they buy online and are brought to thél'Bld.means that legally speaking
consumers are responsible for the compliance of the goods with EU legislatiodjngclu
customs. In practice, howevehe carriergenerallyfulfils the customs formalitieen behalfof

the consumer andaiepending on the circumstanceBargs a (sometimes unexpected) fee for

that service.For this analysisthe fee for filing customs declarations that the consumer
sometimes payBasbeen considered part of the administrateenpliancecostsof businesss
becauset is not possible to isolate and quantify the cases in which that cost is passed on to the
consumer.

Approach to consideration of macroeconomic impacts

It would not be realistic nor credible to aim at estimating the precise macroeconomic impact of
different options pertaining to the organisation of the Customs Union. However, it can be noted
more generally that tdé extent an option delivers on the general objective, it will also have a
positive impact on key macroeconomic indicators such as GDP and employments This
substantiated in this section which assesses qualitatively, in light of academic literature, the
macroeconomic effects of simplified customs procedures.

One of the policy objectives is to simplify customs rules and processes. This objective, if
attained, would reduce administrative costs of customs procedures. Economic theory and
empirical researchFfankel and Romer, 1999; Dollar and Kraay, 2003; Alcala and Ciccone,
2004) suggest that trade flows positively affect gross domestic product (GDP). Thus,
facilitating trade through better customs procedures may have a positive effect on GDP.
Engman (200560E CD) evaluates the extent to which
increases trade flows. The author shows, through case studies, that higher trade transaction
costs reduce foreign direct investments (FDI) because of thepswstsand high risk of ding
business. Analysing several academic papers and using case studies, the author also concludes
that higher trade transaction costs reduce trade flows. Hornok and Koren (2015) reach similar
conclusion using a gravity model. They find that administrdiaseiers reduce trade volumes.

Trade freedom can also be expected to enhance competition, which increases GDP through
innovation and productivity growth. Alcala and Ciccone (2004) measure that trade flows have
a positive impact on growth mainly througicieased labour productivity. Moreover, Latorre

et al. (2020) used a genesguilibrium model to show that new trade barriers arising from
Brexit should result in GDP loss for the EU and the UK, with a stronger loss for the latter due
to competition and npductivity decrease. The UCC reform aims at positively affecting both
imports and exports, which should keep the EU trade balance unaffected making it unlikely
that options would result in significant macroeconomic effect through the trade balance.

Overal, the improvement and simplification of customs procedures increase trade flows, which
positively impacts growth, mainly through increased FDI and enhanced competition.
Furthermore,to the extent that international trade will be better supervised anefdbeer
customs would be in a better position to detect and stocompliant goods, this type of trade
should decrease and therefore legitimate competition should be further enhanced as well as the
level playing field between domestic and foreign productio
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Baseline

The table below summarises thstimatedadministrative costs that the Member States, the
Commission antbusinessebave in the baseline and includes aygar projection. These costs

are the benchmark to assess the options. Magnitudes in the tables for options are expressed as
additions or deductions with respect to the figures below.

Total costs million EUR Expected evolution of costs in a do-nothing scenario

Y11 Y12 Y13

Member States administrative costs

1. Investment in new

246 251 256 261 266 272 277 283 288 292 297 303 309 316 322 4.238
or updated IT (one-off

2. Cost of maintainin
existing IT systems | 1.784| 1.815| 1.847 | 1.879( 1.911 | 1.942| 1.974| 2.006 | 2.038 | 2.069 | 2.100 | 2.132| 2.164 | 2.196 | 2.227 | 30.084

(recurrent)

3. Customs Staff

(recurrent) 3.848 | 3.848| 3.848 | 3.848 | 3.848 | 3.848 | 3.848 | 3.848| 3.848  3.848| 3.848| 3.848 | 3.848| 3.848 | 3.848 | 57.721
?1_:—20_'_;?L MS costs 5.878( 5.914 | 5.951 | 5.988 | 6.025 | 6.062 | 6.099 | 6.136 | 6.174 | 6.208 | 6.246 | 6.283 | 6.321 | 6.359 | 6.397 | 92.043

EU services administrative costs

5. Investment in new

14 14 14 14 15 15 15 16 16 15 16 16 16 17 17 229
or updated IT (one-off

6. Cost of maintainin
existing IT systems 88 90 91 93 94 96 98 99 101 102 104 105 107 109 110 1.487

(recurrent)
7. Customs Staff 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 38 | 564
(recurrent)
?E_;Ig;')“‘ BUCOSIS | 139 | 141 | 143 | 145 | 147 | 149 | 151 | 152 | 154 | 155 | 157 | 150 | 161 | 163 | 165 | 2.281

Business administrative costs

9. Cost of compliancy
with customs 27.397|27.397) 27.397) 27.397] 27.397] 27.397| 27.397| 27.397} 27.397| 27.397] 27.397] 27.397] 27.397] 27.397} 27.397] 410.955

formalities (recurrent

10. TOTAL (4+8+9)  33.414 33.452 33.491 33.530 33.569 33.608 33.647 33.686 33.725 33.760 33.800 33.839 33.879 33.919 33.959 505.279

As regarddT, is estimated thaeven after 2026, eadlember Stateand theCommissionwill

still incur per year at least EUR 15 million in developing new systemsdffpend about

EUR 85 million in maintenance. The accumulated effect in 15 years is presented below in the
table, witha notableincrease per year (lines 1, 2, 5 and 6 in the table).

As regardsstaff, in 2021 Member Statesemployed around82 700 customs officialsDetails
on the costs of these officials were not available for this assessftlying the Eurostat
Total Labour Cost referred to above would suggest an acogth the regionof EUR 3848
million (line 3). For detailssee Annex 9 section 3.2.

As of 2021, thedCommissionemploys between 250 and 270 staff to work on custoofisy

and legislation, ¢ follow up the Committees, to produce guidance, to work on IT
interoperability projects, to maintain databasesjto ensure a minimum coordination in the
interpretation of customs legislation, including in the adoption of binding origin and tariff
classfication decisions.Other Commission services carry out complementary activities
relevant forthe Customs Union. Inparticular the European AntiFraud Office, OLAF,
exercises the Commissionds powers taThearry
options do not affect those powers, so the cagsnot included in the estimatelhe relevant
Commissionannual staff coss approximately EUR 38 millioifline 7). See detail in Annex 9

T section 3.1.
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As regards economic operators, the estimatedusisy the method noted above would be in

the region of EUR 27.2 billion per year in complying with the customs formafiires9). In

2021, that estimated cost of compliance would have represented about 0.59% of the total value
of imports (EUR 2 500 Hibn); for export and transit, it would have been 0.24% of total value
exports (EUR 2 938 billion). See detail in Annex 9, section 3.3.

6.2 Option 1: A package of simpler processes

The table below summarises the costs & quantifiablebenefits of option 1 (in essence,
better and simpler customs processes) o yearperiod Overall, the optiomndicatesthat,
while the costs for Member States and the Commissiond increase the operatorsvould
reduce theimdministrativecompliance costOther benefits materialise in terms of additional
revenue being collectedfom the removal of the EUR 150 exempti@md consumers
benefittingfrom safer products.

Member Statesadministrative costswould significantlyincrease, botfor IT andfor staff.

- The new processes requireargineering the national custoi$ systems The impact
for Member Statess estimated tde in the region ofn additionalEUR 6.7 billion for
adapting their national IT environments (line 1 in the table) in the first 9 yeararand
additionalEUR 9.8billion in maintaining them along the 15 years (line 2).

- The Member States would also have to make aofinmvestment in training the staff as
the new processes are different: they are bpsatarily on automated risk analysis of pre
arrival information audits to operatorand client compliance managemerather than on
acceptance of declarations and clearance. This new way of waxialgl require that
national eistoms staff increasdoy about +1% with respect to the baseline becagse
risk managers, auditors and IT experts would be needed in national administiétisns
entails an additional cost for Member States, reflecteché3iDetail in Annex 9, section
3.2.

TheEU servicesadministrative costs would increase mildlgomparedo the baseline

- In the firstyears,the Commission would need to invéstR about67 million more than
in the baselinéo connecthe national IT environments supporting the new processes (line
5). By contrast, maintaining those connections is estim&tedbe less costly than
maintaining the current UCC trasfisiropean systems and for that reason the maintenance
costs decrease witlespect to the baseline by the end of the analysis period of 15 years,
yielding a total increase @inly EUR 29 millionover the entirgeriod(line 6).

- For staff, @rt of the existing Commission FTEs could be redepldgethe analysis of
national data,da st r engt hen t he Canalysisasdsdd noakedte nawo | e
national IT environments interoperalsie the cost stays as in the baseline (line 7)

By contrast, the simpler processasuld bring someadministrative savings to businesses
(see moraletail in Annex 9 section 3), as follows(line 9).

- fromyear 4, once thMember Statebave adapted their customs IT environments to allow
the platforms to directly report their transactions to custgnmpliance cosfor e-
commerce will loweras businesses would no longer have several reporting obligations per
consignment. Theluties stenming from the removal of the customs duty exemption for
goods up to EUR 15@re considered as a cost to economic operatedsiing ther
savings accordingly netfigures are presented in ling 9

- from year 10, all other traders coujdaduallyoperate under the new processes and see
their customs compliance cost lowdrtoo, so theestimatedgradualreduction in their
compliance cost wh respect to the baseline is also reflected in line 9 from year 10
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From year 4removing the duty exemption for goods valued up to EUR 15®&ould bring
additional customs duties &UR 12 billion in 15 years 25% of the additional revenues
accrues to the Member States while 75% atdrues tahe EU budget.

The calculation of the revenue collectsthased on the projection ofc®mmerce evolution
included inthe Impact Assessment of the Commission proposathe VAT in the Digital
Age (**% where the total value of croé®rder ecommerce consignments from third countries
is projectedo increase from EUR 14 billion in 2014 to EUR 37 billion in 2029. The average
customs duty rate considered in the estimation is 2.92%ording to Commission data
(Surveillance) Thus, 37 billion per 2.92%yields a collection of approximately EUR 1 lolfi

per year, which isppliedin all the optiondrom the point in time when the system is in place
to start the collectian

The improved information from economic operators under the new processes would also allow
to prevent the loss of revenues stemnfiogn fraudulent practices such as undervaluation or

mi sclassification of the goods (06closure of
wasnot possible.

Consumers

As explained in section &1, Option 1 (andall the options analys¢groposs to modify the
legislation to make the-eommerce intermediaries deemed importérthe goods that
consumers order online from third countries becdlisentermediaries are in a better position

to develop streamlined processes than the consuni@esefore, these options benefit
consumers, who would be relieved from a formal obligation and would no longer face
unexpected compliance fees from the postal or express operators.

In addition, consumers indirectly benefitom the increasd level of proection and/or
facilitation of legitimatetrade(for instance because they avoid fraudulent products and because
reduced administrative burden on businesses can be expected to be passed on to consumers to ¢
certain degree).

To il 1l ustr at e ngsihthis respactdrmer & usesta cas@dy,iwhich analyses

how the different options in the reform would help enforclElg product sustainability
(Ecodesighand genergbroductsafety policies. These policies protect consumers from a range

of harms ad generate consumer savings, for which financial estimates have been prepared in
other studies as noted in section 5.3 of Annex 9. As a portion of the harm addressed relates to
products imported from outside the EU, a saving for consumers attributedetodstéction of
noncompliant impoted products is estimated amucludedin line 13 of the tableas an
illustrative scenario

Social and environmental impact

This option should haveositive social and environmental impact, althotlgh isdifficult to
guantify. The additional information that operators providewstoms should place customs in

a better position to enforce legislation pursuing social goals, such as the legistationgb
forced labour, or environmental goals. Furthermore, the better enforcement of product

(3*% commission Staff WorkingDocument Impact Assessment report Accompanying the documents Proposal for a
COUNCIL DIRECTIVE amending Directive 2006/112/EC as regards VAT rules for the digital age Proposal for a
COUNCIL REGULATION amending Regulation (EU) No 904/2010 as regards the a@inistrative cooperation
arrangements needed for the digital age Proposal for a COUNCIL IMPLEMENTING REGULATION amending
Implementing Regulation (EU) No 282/2011 as regards information requirements for certain VAT schemes,
SWD/2022/393 final
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requirements on imported goods might lead to a relocation of production into the. Union
Finally, the removal of the EUR 150 duty exemption will put an end tortdetipe of splitting
orders of a high value into several consignments lower than EUR 150 to profit from the duty
exemption, with the consequent positive environmental effetbnsporiemissions

However this option does not meet some of the specifjedlves:

- It falls short in strengtheningEU customs risk manageme(). The national customs
authoritie® access to more and better information (including data freconamerce
platforms)would allow them tobettermanagerisk,s uper vi se t he trader s
cooperate more efficiently with other authoritiekwever, mplementation across the EU
would continue to vary This option works better for tackling financial risks than Ron
financial risks. The reason is thatder this option, the Commission receives processing
rights to Member State data, allmg analysis and identification of possillieandal fraud
trends, and shares the results with the Member Statesh could then actecalculate and
recover unpaid dutiehe Commissioranalysis would be carried oatter the goods have
entered the Union, not reine stoping goods before or at thmoment of entryFor non
financial risks, national customs and market surveillance authorities would work together at
Member State level

- It reduceghe administrative burden and simp# the procedure$**) but each Member
State wouldadaptits IT environmentat its own pace, with possibility that certainont
runne Member Stategnove quicker than other¢eaving operatorsand consumersn
laggard Member States at a disadvantage

- It doesensure a level playinfield between-€ommerce and traditional tradg**) .

- It enhances the accessand use of datd**) thanks to the new processd$ie national
customs authoritiegetaccess to more and better informatiblowever at EU level there
is very limited improvemenicompared tdhe baselinewhich meansthat the potentialof
the wealth of datavill not be fully exploitedAs regards the protection of personal data,
this option would not differ substantially fronthe baseling as the decentralised
digitalisation model would bring the same complexities and divergences in the national
implementation of the GDPR. However, the simplification of customs processes could have
a direct, beneficial impact on tle@ministrative burden necessdoy compliance with the
GDPR, as the number of processes and their complexity will be reduced

- It falls particularly shortin enabling theCustoms Uniorto act as ong*). The common
prioritisationfor risk management and supervisanEU level would prowe a joint focus
for national customs administrations but the operational implementation would remain
solelyat national meaning divergent approadtouldpersist

Note: In the tabledor each Option,row9fi savi ngs i n c oreiggdtothen c e ¢
overall aggr e gdimation fobbuginessearterl the meréase in outlay on
customs duty on -eommerce consignments is netted afjainst estimated ongoing
administrative savings from the Option.
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Increase with respect to S e OPTION 1 - Phase 2 OPTION 1 - Phase 3

baseline (million EUR) Bwldlngplrzgg::lnnsg Lelelel Adapting national IT environments to simpler procesg Operators applying simpler processes progressively

COSTS (quantitative)

Member States - administrative costs
1. Investment in new or

1101 | 1045 | 1040 | 1035 | 1.030 | 433 428 422 416 413 | -106 | -112 | -118 | -124 | 131 | 6772
updated IT (one-off)

2. Costof maintaining I, 395 474 704 929 | 1.147 | 1.040 | 926 806 681 548 545 542 539 536 | 9.800
(recurrent)

8. Customs Staff 10 10 10 19 19 19 19 19 83 83 83 83 83 83 83 703
(recurrent)

Z‘i;?r;)AL MS costs 1099 | 1450 | 1524 | 1758 | 1977 | 1598 | 1486 | 1367 | 1306 | 1177 | 525 516 507 498 a8s | 17.274

EU services administrative costs

5. Investment in new or

updated IT (one-off) 34 13 13 12 12 -1 -1 -1 2 ‘1 1 2 2 2 3 67
6. Cost of maintaining | 3 10 20 59 - - 18 10 5 n s M M s — "
(recurrent)
7. Customs Staff

0
(recurrent)
8. TOTAL EU costs (5+6(+7) 30 23 32 42 42 26 17 9 0 -7 -17 -26 -26 -25 -25 96

Reduction of the business administrative costs, even considering the increase in duties from removing EUR 150 threshold
9. Savings in compliand
costs

-1.171 -1.171 -1.171 -1.171 -1.171 -1.630 -1.661 -1.784 -1.784 -1.784 -1.784 -1.784 | -18.063

10. TOTAL costs (4+8+9) 1.130 1.473 1.556 629 849 453 332 205 -324 -492 -1.275 -1.294 -1.302 -1.311 -1.320 -693

BENEFITS (quantitative] Y1

11. Revenue from
removing EUR 150

NET COSHENEFITAO-
11)

1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 12.000

1.130 1.473 1.556 -371 =Ll -547 -668 195 -1.324 -1.492 -2.275 -2.294 -2.302 -2.311 -2.320 | -12.693

Additional examples - illustrative scenarios not taken into account

12. Revenue loss prevention - cigarettes 62 62 62 62 62 62 62 62 62 62 62 62 744

13. Consumers' saving - Ecodesign 322 322 322 322 322 322 322 322 322 322 322 322 3.861




6.3 Option 2: EU Customs Authority for coordination

The table below summarises part of dstimatedcosts and benefits of option 2 ovet&year
period, showing that is very similar to option 1 but slightipore expensive

The estimation oMember Statesadministrative costswould bealmost identicato option 1,

as in this option Member States pttheir IT/dataenvironment to the new processes and have
to invest in staff to apply thefines 1 and 2)While Member States would continue to do real
time risk analysis in their national IT environments, the Authority would support and
coordinate th@ationalapproachksin the areas of risk management and contiidierefore, the
Member Stateswould need slightly fewer national riskanalystsand for that reasornthe
increase in staff costs with respdotthe baseline islightly lower than inoption 1 (line 3)

TheestimatedEU servicesadministrative costswould increaseomparedo boththe baseline

and option las follows:

- TheEU servicesvould have to invest in connecting the national IT environment EUR 102
million more than the baseline (line 4) and in maintaining those connections EUR 177
million more than the baseline (line 5) in ayéarperiod.

- The EU Customs Authorityvould be progessivelycreatedbetween years 1 and 7, until
reaching ataff of approximately 176 FTHealing withmainly coordination activitiedn
15 years, the EU services would spend in staff EURM#lion more than in the baseline
(line 6) in 15 yeargAnnex 9 section 3.1 for more details)

Additional customs dutieson ecommerce araboutEUR12 Billion over 15 years.

Thee c onomi ¢ admiaistrativessavsgsare similar to option and so is the revenue
collection from removing the EUR 150 exemptiélowever,a higher (norguantifiable at this
stage) closure of the customs gap can be ex|

Consumersbenefit from not facing unexpectedmpliance fees from the postal or express
operators when ordering online goods, as in optidn &ddition, consumers indirectly benefit
from the increased level of protection and/or facilitate legitimate tradeilllisgative case
study onEcodegjnyields a consumer saving over 15 years of EUR 7,5 billioa 13.

This option brings anore positive social and environmental impacthan option 1 because
the EU CustomsAuthority brings some uniformity in the treatment of Alamancial risksin the
Union, thereby ensuring a more similar level of impEatustoms enforcement action

Option 2 reaches number obbjectives:

- The creation of the authority is a stepvardsstrengthemg EU customs risk management
(**) . Thesupport and coordination by tik#J CustomsAuthority would reinforce Member
St a tisk mamagement and contrel®uld become more effective.

- Option 2reduce the administrative burden and simpi the procedureg**) and the
Authority would ensurenoreuniformity across Member States

- Option 2ensures ¢gevel playing field betweer@mmerce and traditional tradg**) .

- Option 2enhances the accessand use of data at EU levéf**) because théuthority
would receive national dat@ihis optionperforms a®ption 1for personal data protection

- Option 2is stronger than option ib enabling theCustoms Uniono act as on€***) due to
the coordinating role of the authority, even if the lack of direct access to the customs data
limits its potentalPosi ti ve results on the iathéfttwe i tyo
also generatespill-over effects that leadto centralisabn in other areas like the data
management approach
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Increase with respect th OlPEN 2 - [Fiees 4 OPTION 2 - Phase 2 OPTION 2 - Phase 3

baseline (million EUR BUIIdlngplrzggxsg el Adapting national IT environments to simpler process Operators applying simpler processes progressively

COSTS (quantitative)
Member States - administrative costs

1. Investment in new or

1101 | 1.045 | 1.040 | 1035 | 1.030 | 433 428 422 416 413 -106 112 -118 124 131 | 6772
updated IT (one-off)

2. Costof maintaining| 395 474 704 929 | 1147 | 1040 | 926 806 681 548 545 542 539 536 | 9.800
IT (recurrent)

3. Customs Staff 10 10 10 7 4 1 1 1 76 76 76 76 76 76 76 576
(recurrent)

?J;;AL MS costs 1009 | 1450 | 1524 | 1746 | 1962 | 1580 | 1468 | 1349 | 1299 | 1.170 518 509 500 491 481 | 17.147

EU services - administrative costs

5. Investmentin new o

36 15 15 15 14 2 1 1 1 1 1 1 0 0 0 102
updated IT (one-off)

6. Costof maintining| 5 10 23 34 36 34 27 20 13 6 1 -9 7 -4 2 177
IT (recurrent)

7. Customs Staff 0,7 14 2,2 58 72 13 139 | 121 | 121 | 121 | 121 | 121 | 121 | 121 | 121 141
(recurrent)

8. TOTAL EU costs 34 27 40 54 57 a8 42 33 26 20 12 4 6 8 10 420
(5+6+7)

Reduction of the business administrative costs, even considering the increase in duties from removing EUR 150 threshold
9. Savings in
compliance costs

-1.171 -1.171 -1.171 -1.171 -1.171 -1.630 -1.661 -1.784 -1.784 -1.784 -1.784 -1.784 | -18.063

10. TOTAL costs (4+8+9) 1.133 1.478 1.563 630 849 458 339 212 -306 -472 -1.254 -1.271 -1.278 -1.285 -1.293 -496

BENEFITS (quantitative

11. Revenue from
removing EUR 150
NET COSEENEFITAO
11)

1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 12.000

1.133 1478 1.563 -370 =1Ll -542 -661 -788 -1.306 -1.472 -2.254 -2.271 -2.278 -2.285 -2.293 | -12.496

Additional examples - illustrative scenarios not taken into account

12. Revenue loss prevention - cigarettes 124 124 124 124 124 124 124 124 124 124 124 124 1.488

13. Consumers' saving - Ecodesign 536 536 536 536 536 536 536 536 536 536 536 536 6.435




6.4 Option 3: A central EU Customs Data Spacemanaged bythe Commission
The table below summarises part of the costs and benefits of 8mii@r a 15year period.

The estimatedviember Statesadministrative costswould strongly decreaseomparedo the

baseline

- in 15 years, the investment in new or updatedystemsvould decreaséy in the region
of EUR 1 942 million with respect to the baseline (line 1)

- the costs of maintaining the national customs IT environmeaotsr 15 yearswould
decrease, resulting in a total about EUR 16 billion less than théaseline, even
considering the costs of phasingt the existing national and tragsiropean IT systems
(line 2)

- thecentralised digitalisation woulceducethe staff costs for Member Stateghich see a
reduction in FTEequirement®f about 0.6%mostlyin IT-related rolegline 3).

The EU Services administrative costsvould be higher than the baselinér building and
operating the ElWdustomsdata spaceTlhe total cost of building the data space is explained in
Annex 7, section 5.3t is based oran estimation ofthe cosof buildingthe capabilitieshat the
Data Space must provide, using as reference the cost of busldiilgr capabilities in some of
thelT systemghatthe Commissiorcurrently builds and manages
- Building theData Spacewould require the Commission tovestaboutEUR 455 million
in additioncompared to the baseline in 15 years (line 5). Most of this investment would
occur inthe first 7 years
- Operating theData Spacewould require the Commission to speatdout EUR 1 923
million more than in the baseline in 15 years (line 6).
- The Commissionvould alsospendaboutEUR 143 millionmore than in the baselirma IT
staff to be able to build theata Spacéline 7).

The investmend would alloweconomic operatorsto benefit fromadministrative savings
Theywould have tancur some on®ff adaptation costs to connect to thata Spacéut these
are not expected to be significaBly contrasthaving a unique IT environment to be able to
comply wih all customs formalities across the Elduld result in reducedadministrative
compliance costs 15 yearswith respect to the baselinas follows(detail in Annex 9, section
3.3).

- thereduction ofthe customs compliance costeércommercedespite the additional duties
would be achieveda year earlierréflected in line 9 fronyear 3 than in options 1 and, 2
becausehe Commissiomeeds less time than the 27 Member States to theldart of the
Data Spaceisedfor eecommerceThe additionatiutiesare netted ofthe savings

- from year6 and progressively until year(8gain earlier than in options 1 and ali other
traders could operate under the new processes and see their costopignce cost
loweredtoo (gradually reflected in line QJue to the advantage of operating isirggle IT
environment as opposed to 27.

Additional customs dutiesonec ommer ce traffic ar e 3eBdlion mat e
over 15 yearsbased omemoving the duty exemption for goods valued up to EURfié
year3.

The improved information from economic operators under the new processes and the
centralisation of data in the Data Space would also allow to better prevent the loss of revenues
stemming from fraudulent practices such as undervaluation or misclassification of the goods
(6cl osure of customs gapd). However, quantif
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Consumers

Consumers benefit from not facing unexpected compliance fees from the postqiress
operators when ordering online goods, as in optidn &ddition, consumers indirectly benefit
from the increased level of protection and/or facilitate legitimate tradeillib&ative case
study onEcodegjn yields a consumer savingstimateover 15 years of EUR &,billion,
reflected in line 13 of the table.

Social and environmental impact

This optionwould bringa more positive social and environmental impact thatons 1 and 2
because th&€Commission having direct access to thestoms dataand working with non
customs authorities could result in better enforcement of the relevant social and environmental
legislation.

Option 3 could deliver to an extent oall the objectives However, thegovernance structure
does not involve th national customs administrations sufficierathyd there is no coordination

of Member States activitieShis could lead to greater distance between the customs officer on
the ground and the decisiomaking at the centre.

- Having the Commission building and operating the Glustoms Data Spacggnificantly
contributes tostrengtheningeU customs risk manageme(fit*) . This would enable the
Commission to drive joint analytics projects involving customs and other autholtties.
would elaborateommon risk criterisaand operational risk indicators for direct application
on the EU data flows and would work closely with the Member States on this. The
Commission would arrange for risk information from other authorities to be ateehr
directly in EUwide strategic and operational risk analy3ieese factors would lead to a
significant improvement in the quality of risk analysis. The combination of the EU
visibility with the having a single liable person for customs purposes vatnddgthen the
ability of customs and market surveillance authorities to cooperate to act on the supply
chain and not only on individual consignments.

- Option 3 significantlyreduces the administrative burden and simplifies the procedures
(***) . In addition, itallowsa centraimplementation of théEO trust and checlpproach,
thanks to théata Space

- Option 3 also ensures a level playing field betweert@nmerce and traditional trade
(****) to a better extent than Options 1 anda@d achieves itnore cheaplyand quickly
because the reporting tool for platforms is not built 27 times

- Option 3 stronglyenhances the accesand use of data at EU levgt**) . However,the
significant investment ithe Data Spacenay be undefexploitedif the Member Stateare
not involved in the use of the data wealth for the-ttaglay customs operationshe Data
Spacewould integrate personal data protection tools and controls, enabling each data
controller to ensure data protection rights. This will have a positive impact also for data
subjects that would be able to exercise their rights in a very similar manner across all
Member Stees.

- Option 3 isstronger than option ih enabling theCustoms Unioro act as ong**) due to
thereinforced role of the Commission but the Member States can perceive it adawtop
approach in which their involvement is very limiteghd there is no @rdination of
Member Statesd activities
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Increase with respect |
baseline (million EUR

COSTS (quantitative)

OPTION 3 - Phase ]
Build seed of data
space for e-commercq

Y1l Y2

Member States - administrative costs

OPTION 3 - Phase 2
Build data space

OPTION 3 - Phase 3
Operators progressively operating in data space - phase out of national IT systems

L.Investmentinnewol ;g 123 1 6 11 144 -149 -155 161 -164 -170 176 -182 -188 -194 -1.942
updated IT (one-off)
2. Costof maintaining -169 294 -445 -607 774 948 | -1147 | -1353 | -1568 | -1.786 | -1.803 | -1.819 | -1.832 | -1.845 -16.402
IT (recurrent)
3. Customs Staff -8 -24 -41 -41 41 .22 .22 .22 .22 22 222 .22 -309
(recurrent)
?1':2(1;’;" MS costs -130 292 295 -459 -642 959 | -1.138 | -1.343 | -1535 | -1754 | -1.978 | -2.001 | 2023 | -2.042 | -2.061 -18.653
EU services - administrative costs
5.Investmentinnewo  ,; 39 90 89 89 60 7 7 7 7 7 7 6 6 6 455
updated IT (one-off)
6. Costof maintaining 39 79 144 163 163 141 130 132 137 152 158 155 155 152 1.923
IT (recurrent)
7. ff

Customs Sta 0 3 6 9 13 13 13 13 13 13 13 13 13 13 143
(recurrent)
?S'Ig;)AL EU costs 49 78 172 239 261 236 161 150 151 157 172 177 174 173 170 2522
Reduction of the business administrative costs, even considering the increase in duties from removing EUR 150 threshold
9. Savings in 1171 | 1171 | 1471 | -1.339 | -1506 | -1.972 | -2140 | -2.140 | -2.140 | -2.140 | -2.140 | -2.140 | -2.140 -23.306
compliance costs
10. TOTAL costs (4+8}9) -81 214 1294 | -1390 | -1552 | 2061 | -2.484 | -3.165 | -3524 | -3.737 | -3.945 | -3.963 | -3.989 | -4.008 | -4.030 -39.437
BENEFITS (quantitative) Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Total
11. Revenue from 0 1000 | 1000 | 1000 | 1.000 | 1000 | 1.000 | 1.000 | 1.000 | 1000 | 1.000 | 1.000 | 1.000 | 1.000 13.000
removing EUR 150
Z%Tlcl:;)SBEN TS g 214 2294 | 2390 | 2552 | 3061 | -3484 | -4165 | -4524 | -4737 | -4945 | -4963 | -4989 | -5.008 | -5.030 -52.437
Additional examples - illustrative scenarios not taken into account
12. Revenue loss prevention - cigarettes 124 124 124 124 124 124 124 124 124 124 124 124 1.488
13. Consumers' saving - Ecodesign 54 536 536 536 536 536 536 536 536 536 536 536 536 6.489
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6.5 Option 4: EU Customs Authority for coordination and operations managing an EU
CustomsData Space

The table below summarises part of the costs and benefits of dmiar al5-yearperiod.

The estimatedMember State$ administrative costswould strongly decrease with respect to

thebaseling evento ahigherextentthan in option 3

- In 15 years, the Member States investment in newvdlild decreaseby EUR 3 090
million comparedo the baseline (line 1)

- In 15 years, theaecurrent costin maintaining the national customs IT enviromise
decreasesven moreEUR 18 billion less than the baselirfene 2). The higher saving than
in option 3 isbecausehe involvement of the Member States allowsare ambitious
centralisation so there would be less residual Member tatedivity.

- The economies of scale in centralised digitalisation would also intipacitaff costs for
Member StatesThey would see a reduction in FTE requirefl about2.4%, mogly in
relation to thelT-relatedand risk managemembles where the EUCustoms Authority
would also play an operational rolene 3).

The savings for the Member States derive fromatiditional EU Servicesadministrative

costs as follows:

- Overl5 years, ie EU services wouldnvest additionaEUR 559 million comparedo the
baselinein building the Data Spacé&his cost is unevenly distributed along the period:
higher oneoff investments are required in the firsy&ars to build th®ata Spacéline 5).
This cost is higher than in option 3 becal
disentangled from the tax systems and transferred to the Authority.

- Maintaining the Data Spacequiresanadditional EUR illion in the 15 years (line 6)t
is more expensive than in option 3 because of the higher level of centralisation.

- During the 15year period, e EU servicesmust alsoprovide an addiional EUR 229
million for the Authority, which is progressively formed over a period of 8 years and
stabilises in year 9 with a total estimated stdfabout 250 FTEperforming IT, data and
risk management tasks, apart from the training, cooperation and some operational
activities(line 7).

Theseinvestmend would allow economic operatorsto benefit fromadministrative savings
Theywould incur some on®ff adaptation costs to connect to thata Spacéut these are not
expected to be significanBy contrasthaving a unique I'environment to be able to comply
with all customs formalities across the EU wi#sult in reducedcustomsadministrative
compliance costsstimatedn 15 yearswith respect to the baselinas follows:

- the customs compliance costeitommerce will loweas inoption 3 even if the additional
duties decrease the savir{ise 9);

- from year6 and progressively until year 9 (again earlier than in options 1 asdéflected
in line 9), all other traders coulgraduallyoperate under the new processes gnadiually
see their customs compliance cost loeedpo. The savings are higheghan inotheroptions
due to the advantage of operating in a single IT environment as opposedatn 2@
havinga central operational aubhity in close link with the national customs on the grqund
ensuring consistent treatment to operators across the EU

Additional customs dutiesonec ommer ce tr affi c ar e 3eBdlionn mat e
over 15 yearsasin option 3.The improved iformation from economic operators under the

new processes, the centralisation of data in the Data Space and the operational role of the
Authority would also allow a significant prevention of lost revenues stemming from fraudulent
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