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Attached is the subject final audit report. Our report
addresses the U.S. Customs Service's (Customs) reimbursement
and resource allocation at Courier Hubs (Hubs) and Express
Consignment Carrier Facilities (ECCF). The cbjective of the
audit was to determine whether Customs was properly assessing
and collecting all revenue due the Government for services
provided to these facilities. The audit was performed at
Customs' Headquarters in Washington, D.C.; Customs' Accounting
Services Division in Indianapolis, IN; the Miami, FL, and '
Jamaica, NY, ECCFs; the Federal Express Company Hubs in
Memphis, TN, and Indianapolis, IN; the United Parcel Service
Hub in Louisville, KY; and the Emery Hub in Dayton, OH. '

Expenses incurred by Customs at the ECCFs and Hubs are
reimbursable under Title 19, USC 58(c). However, we found.
that Customs did not bill for all hours worked by inspectors
and did not bill for all night differential premiums. Based
on a sample of 12 2-week pay periods, we estimate that as much
‘as $1.28 million may have been under-billed in Fiscal Years
1999 and 1998. We also found that approximately $115,000 in
canine costs would have gone unbilled had we not brought this
issue to Customs attention. We estimate that, if changes are
not made, over the next 3 years Customs will lose about
$2,035,000 in additional revenue.

We also found that Customs computational charge of 137 percent
designed to cover benefits, holidays, and leave was inadequate
and should be revised to 158 percent. We estimate that this
change would result in an additional $5,520,000 in revenue
over the next 3 years. ' ’
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Finally, we found that Customs has not developed a process for
allocating staff among Hubs and ECCFs based on need. We made
recommendations addressing these matters in the draft and
final report.

In responding to our draft report, you detailed a set of
corrective actions that when fully implemented should
satisfactorily address our recommendations. Customs did not
agree with our recommendation of sending copies of invoices to
the Hubs and ECCFs for supervisory review. Customs, however,
is considering other alternatives to improve supervisory
review of the billing process. Once Customs has determined
the corrective actions to be taken, we will evaluate them to
determine if they provide adequate controls.

- Please be advised that we are recording potential revenue
enhancements totaling $7,960,444 in the Inventory, Tracking
and Closure system (ITC) for our recommendations related to
(1) unbilled inspector hours and night differential premiums
and (2) the need to increase the computational charge. These
recommendations are identified in Appendix 3 of our report.

We will also include the potential revenue enhancement amounts
in the OIG Semiannual Report to the Congress. Customs
management is responsible for recording the amount of revenue
actually collected as a result of the audit in the ITC.

We would like to extend our appreciation to Customs for the
cooperation and courtesies extended to our staff during the
review. If you have any questions, please contact me at
(202} 927-5400, or a member of your staff may contact
Donald Benson, Director, Program Audits, at (617) 223-8640.

Attachment

cc: William A. Keefer, Assistant Commissioner, Office of
Internal Affairs

Brenda A. Brockman, Director of Evaluation Oversight,
Office of Planning
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Overview

L

Express Consignment Carrier Facilities (ECCF) and Courier Hubs
(Hubs) are privately owned air cargo operations located at or near
major airports. These facilities, operated by companies such as
Federal Express (FedEx), United Parcel Service (UPS), and DHL
offer expedited delivery of imported cargo. At Hubs and ECCFs, the
U.S. Customs Service (Customs) provides timely inspections and
processing of shipments in exchange for which the companies
reimburse Customs for their costs—approximately $19 million
annually. '

In recovering its costs, Customs issues biweekly invoices. The |
invoices include a reimbursable charge consisting of an amount equal
to 137 percent (computational charge) of the hourly rates of pay of -
the Customs employees. This rate set by Customs regulations is
intended to cover the cost of various employee benefits such as leave,
holidays, retirement, life insurance, and health benefits. The
invoices also include night differential payments made to Customs
employees, applicable overtime payments, a 15 percent overhead
charge, a 1.45 per cent Medicare premium charge, and a
Merchandise Processing Fee.

Objectives, Scope and Methodology

The objective of this audit was to determine if Customs was properly
assessing and collecting all revenue due the Government from Hubs
and ECCFs. To achieve this objective, we interviewed Customs
officials at six of the largest Hubs and ECCFs, and at Customs port
offices, Headquarters, and the Accounting Services Division (ASD)
in Indianapolis. We performed reviews of invoices and supporting
documentation, conducted a staffing/workload analysis, and reviewed
the adequacy of Customs 137 per cent computational charge. Field
work was performed from April to November 1999, and was
conducted in accordance with Government Auditing Standards issued
by the Comptroller General of the United States.
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Audit Results

We found that Customs has not collected all the revenue due the
Government because it did not bill for all hours worked by inspectors
or for all night differential premiums. We sampled 12 2-week pay
periods during Fiscal Years (FY) 1999 and 1998 and found that about
$324,000 went under-billed. Based on this amount, we estimate that
as much as $1.28 million may have been under-billed during FYs -
1999 and 1998. We also found that approximately $115,000 in
canine costs were unbilled, and would have remained unbilled had
we not brought this issue to Customs attention. This occurred due to
insufficient internal controls and Customs personnel at the Hubs and
ECCEFs not being fully aware of the process of entering data into the
billing system. All together, we estimate that, if changes are not
made, over the upcoming 3-year period Customs will lose about
$2,035,000 in revenue.

We also found that the 137 percent computational charge was
inadequate to cover Customs actual costs. We believe that, in order
to recoup its costs, Customs needs to charge 158 percent. We
estimate that an increase to 158 percent would result in additional
revenue of about $1.84 million annually, or about $5,520,000 over
the next 3 years. Finally, we found wide variances in workload
among the Hubs and ECCFs, and believe that Customs must develop
a staffing allocation model to ensure that its inspectors are optimally
located. ' - :

Recommendations

We made recommendations to the Commissioner of Customs to
address the deficiencies we found. These recommendations include:
(1) issuing guidance to assist Customs inspectors at the Hubs and
ECCFs in properly billing for all reimbursable costs, (2) amending
the regulations to increase the computational charge, and

(3) developing a staffing allocation process.
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Management Response and OIG Comment

Customs has outlined a set of corrective actions that when fully

- implemented should generally satisfy our recommendations. For
example, Customs issued a directive defining reimbursable activities
at Hubs and ECCFs, and agreed to amend regulations increasing the
computational charge. Customs goal is to have the new rate in place
by October 1, 2000. Customs is also in process of developing a
Resource Allocation Model.
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BACKGROUND

Express Consignment Carrier Facilities and Hubs

. Express Consignment Carrier Facilities (ECCF) and Courier Hubs
(Hubs) are privately owned air cargo operations. These facilities
located at or near major airports offer expedited delivery of imported
cargo and are operated by companies such as Airborne Express,
DHL, Emery, Federal Express (FedEx), United Parcel Service
(UPS), and TNT. At Hubs and ECCFs, Customs inspectors provide
timely processing of shipments to ensure that the companies meet
their delivery dates. In return for this service, the Consolidated
Omnibus Reconciliation Act of 1985 (COBRA)! requires the
companies to reimburse Customs for the costs of services provided.
In Fiscal Year (FY) 1998, Hubs and ECCFs reimbursed Customs
about $18.5 million, and for FY 1999 (through July 31)
reimbursements totaled approximately $16.1 million. (See
Appendix 1 for the reimbursements paid to Customs by the various
Hubs and ECCFs.)

In processing imported carge, Hubs and ECCFs provide Customs
with information about all shipments on a manifest in advance of
their arrivals at the airports. Customs inspectors review these
documents and select specific cargo for physical examination before
its release mto the commerce. This process, at times, can be difficult
because Hubs and ECCFs generally handle extremely large volumes -
- industry data shows that during the 23-month period of October 1,
1997 to August 31, 1999, over 200 million packages and documents
passed through these facilities.

Although both process international cargo, differences exist between
Hubs and ECCFs. Hubs are single-company operations that
generally operate between 5:00 PM and 8:00 AM, and have Customs
inspectors and support staff assigned fuil time. In contrast, ECCFs
can operate both day and night. Inspectors are not assigned full time
and generally spend only a portion of their work-days at any
particular ECCF.

COBRA authorized reimbursable services for work performed by Customs inspectors outside of normal duty
hours. In 1996, a technical amendment to the Customs Modernization Act authorized Customs to also be
reimbursed for daytime services so that now all services are reimbursable.

OIG-00-111 CUSTOMS HAS UNDERCHARGED COURIERS Page 1
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The differences in the way that ECCFs and Hubs are staffed also
significantly impacts the billing process. At ECCFs the couriers are
only billed for the actual hours worked by Customs personnel. In
contrast, since Custom personnel are assigned full time to the Hubs,
the couriers are billed for all the employees' time including holidays,
annual leave, and sick leave. Another difference is that ECCFs are
usually comprised of a number of air carriers operating at the same
airport in close proximity to one another. For example, the ECCFs
in Miami, FL, consist of four air cargo carriers--DHL, UPS, Miami
International Air Cargo, and Miami International Courier
Association. '

Reimbursements

Hubs and ECCFs provide Customs with office space, equipment,
furnishings, supplies, and security. They also pay for the training of
Customs inspectors as well as expenses related to canines (kenneling,
food, veterinarian fees, and other expenses) used at these facilities.
However, virtually all reimbursements received from Hubs and
ECCFs are to cover the salary, benefits, and overbead costs of
Customs employees.

Customs uses an automated invoice system in seeking reimbursement
for work performed by Customs employees. The process begins
when work tickets detailing inspectors working hours are inputted
into the Customs Officers Scheduling System (COSS). Through an
interface between COSS and the Customs Automated Commercial

System, biweekly invoices are generated. These invoices, printed by

the Office of Information Technology in Newington, VA, are
forwarded to ASD's Accounts Receivable Group in Indianapolis,
who mail them to the express consignment companies. The invoices
include a reimbursable billing and a Merchandise Processing Fee
(MPF). The reimbursable charge includes:

¢ An amount equal to 137 percent of the hourly rates of pay of the
Customs employees (computational charge). This rate set by
Custom regulation is intended to cover the costs of various
employee benefits. ‘

» Applicable overtime payments.

0I1G-00-111 CUSTOMS HAS UNDERCHARGED COURIERS Page 2
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A D

e A 15 percent administrative overhead charge.
» A 1.45 percent Medicare premium charge.

The MPF is simply a fee identical to the reimbursable amount. For
example, if the invoiced amount for the reimbursable costs was
$2,000, the total amount billed would be $4,000 — $2,000 for
reimbursements and $2,000 for the MPF. This MPF was instituted
as a fee for processing all merchandise valued at less than $2,000
(the bulk of the merchandise processed at Hubs and ECCFs). For
merchandise exceeding $2,000, formal entries must be submitted
with a MPF assessed at the rate of .21 percent of the merchandise’s
value, with a minimum fee of $25 and a maximum of $485.

In contrast to the automated invoice system noted above, Customs
uses a manual process for recouping costs associated with canines,
relocation of employees, training, and when issuing an adjustment
invoice for errors in the original automated invoice. In these cases, it
15 the responsibility of the field to notify ASD and provide it with the
documentation needed to invoice the consignment companies.

Payments for both automated and manual invoices are sent to a
lockbox in Atlanta. Collections for salaries and the other
reimbursements are posted back to the individual Customs
Management Center’s (CMC) budget, while the MPFs are entered
into the Treasury's General Fund.
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OBJECTIVES, SCOPE AND METHODOLOG

The objective of this andit was to determine if Customs was properly
assessing and collecting all revenue due the Government from Hubs
and ECCFs. To accomplish this objective, we interviewed Customs
officials at Headquarters, ASD, port offices, Hubs, and ECCFs. We
also reviewed applicable laws, regulations, directives, manuals, and
records maintained at various ECCFs and Hubs.

We visited six of the largest Hubs and ECCFs. At these facilities we
observed operations, reviewed records, and interviewed Customs
inspectors. The facilities that we visited were:

| » FedEx Hub, Memphis, Tennessee;
o FedEx Hub, Indianapolis, Indiana;
¢ UPS Hub, Louisville, Kentucky;
e Emery Hub, Dayton, Ohio;

e ' Miami, Florida ECCFs consisting of DHL, UPS, Miami
International Courier Association (MICA), and Miami
International Air Cargo (MIA); and

e Jamaica, New York ECCFs consisting of New York Air Courier
Clearance (NYACC), DHL, and TNT Skypack.

A major portion of our audit involved two separate but closely
related reviews, the purpose of which was to determine if Hubs and
ECCFs were invoiced for all reimbursable costs due the Government.
The first review, a work ticket/invoice review, was performed at the
two FedEx Hubs and the two ECCFs that we visited. The second
was an invoice-only review of all Hubs and ECCFs.

In the work ticket/invoice review, we judgmentally sampled 2 FY
1999 pay periods and 6 FY 1998 pay periods. For these pay periods,
we reviewed paper copies of work tickets, reimbursement registers,
and inspectors biweekly work schedules, and compared these
documents to the invoices issued to the companies by ASD.

OIG-00-111 - CUSTOMS HAS UNDERCHARGED COURIERS Page 4
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OBJECTIVES, SCOPE AND METHODOLOGY

After performing the work ticket/invoice review, we expanded our
scope to cover all Hubs and ECCFs. However, we did not make
further field visits. Instead, for those Hubs and ECCFs that we did
not visit, we only performed an invoice review (no review of
supporting documents, such as work tickets, work schedules, or
other related documents).

In this review, our scope was the same 8 pay periods as the work
ticket/invoice review, plus an additional 2 pay periods in both FY
1999 and 1998—a total of 12 pay periods. We focused on
determining if premiums for night differential were billed, and
whether all of the inspectors assigned to the Hubs were billed a full
80 bours for the 2-week pay period. We also reviewed the invoices
for grossly out-of-line items, such as no billings or a very small
amount of hours billed in comparison with other invoices. After
completing this work, we addressed questions to the responsible
Customs officials in the field.

~ These reviews revealed that Customs had under-billed the couriers

for hours worked by Customs inspectors and had not billed for all
night differential premiums. In determining the amount that was
under-billed, we multiplied the hours not billed by the individual
employee’s rate of pay obtained from the invoices, and included any
applicable night differential premium that should have been billed.

In the few cases that we were unable to determine the rate of pay, we.
used the average salary of Customs employees. In the instances
where the hours billed were correct, but night differential premiums
were omitted, we applied the appropriate premium to the salary.
After these calculations were completed, we added a duplicate
amount to provide for the MPF. We then estimated the annual effect
of these under-billings. Because we reviewed 8 pay periods in FY
1998, we multiplied the amounts under-billed in those pay periods by
3.25 (26 annual pay periods divided by 8). For FY 1999, we used a
factor of 6.5 because our review consisted of 4 pay periods (26
divided by 4).

0IG-00-111
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OBJECTIVES, SCOPE AND METHODOLOGY

Our review covered the following pay periods:

FY 1998
Work Ticket/Invoice Review Invoice Only Review
11/23-12/06/97 | 11/23-12/06/97
12/07-12/20/97 12/07-12/20/97
04/27-05/09/98 04/27-05/09/98
05/10-05/23/98 05/10-05/23/98
05/24-06/06/98 - 05/24-06/06/98
06/07-06/20/98 06/07-06/20/98
06/21-07/04/98
07/05-07/ 18/98
FY 1999

Work Ticket/Invoice Review Invoice Only Review

01/03-01/16/99

01/17-01/30/99 01/17-01/30/99
01/31-02/13/99 01/31-02/13/99

02/14-02/27/9%

We also reviewed manual billings issued in FYs 1999 and 1998,
performed a staffing and workload analysis of the Hubs and ECCFs,
and reviewed Customs 137 percent computational charge.

Audit field work was performed from April to November 1999 at
Customs Headquarters in Washington, D.C., the ASD in
Indianapolis, IN, and at the Hubs and ECCFs listed on page 4.

We conducted our audit in accordance with Government Auditing
Standards issued by the Comptroller General of the United States and
included such audit tests as we determined necessary. :

OIG-00-111 CUSTOMS HAS UNDERCHARGED COURIERS Page 6
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AUDIT RESULTS

Finding 1. Customs Has Lost Revenue Due to Under-Billing

We found that Customs has not collected ail revenue due the
Government because Customs did not bill the couriers for all
inspector hours or applicable night differential premiums. Our
review of 12 2-week pay periods during FYs 1999 and 1998
disclosed that about $324,000 went under-billed at seven Hubs and
three ECCFs. Based on this amount, we estimate that Customs
under-billed the couriers about $1.28 million for these 2 fiscal years-
approximately $640,000 per year. We also found that reimbursable
canine costs of about $17,000 per year, and a one time equipment
purchase of $64,000, had gone unbilled, and would likely have
remained unbilled had we not brought these issues to the attention of
Customs. As a final note, due to errors within the system, the
invoices contained incorrect badge numbers, making it difficult to
identify inspectors for whom the couriers are being billed.

The failure of Customs to correctly invoice the couriers occurred
because personnel at the Hubs and ECCFs were not all fully aware of -
the process of entering hours into the billing system, and in some
cases were not aware of what expenses should be billed. Also,
important internal controls were missing. For example, effective
supervisory reviews to ensure that all billable hours and premiums
were entered into the system were not conducted, and Hubs and
ECCFs did not receive copies of invoices sent to the couriers. These
invoices would provide Hub and ECCF supervisors with another
means of checking the accuracy of invoices, even though these
invoices would be received 3 to 4 weeks after the work performed.

To ensure that all revenue due the Government is collected, Customs’
needs to improve its process of seeking reimbursement from the
couriers. Customs needs to (1) provide better guidance to the Hubs
and ECCFs; (2) institute better internal controls at the Hubs and
ECCEFs; and (3) initiate collection efforts, where feasible, for the
$324,000 in unbilled items identified in our review.

If Customs improves its internal controls and issues better guidance,
we believe that Customs will receive about $2,035,000 in additional
revenue over a 3-year period, comprised of $1.92 million is salary

0IG-00-111 CUSTOMS HAS UNDERCHARGED COURIERS . Page 7
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AUDIT RESULTS .

M.
costs ($640,000 per year), canine costs of about $51,000 ($17,000
per year) that we believe would have gone unbilled had we not
performed our audit, and the $64,000 equipment purchase noted
above. '

- Recommendations
. The Commissioner of Customs needs to ensure that;

1. Guidance is issued defining reimbursable costs and the methods
for processing them.

2. Better internal controls are established, such as requiring
supervisory reviews to ensure that hours are correctly billed each
pay period, sending copies of courier invoices to the Hubs and
ECCFs, and updating employee badge numbers in the invoice
system.

3. Collection actions are initiated for certain unbilled items
identified in our audit.

Management Response and OIG Comment

Customs will take actions that, when fully implemented, will satisfy
our recommendations. Customs’ Office of Field Operations issued a
directive on December 10, 1999, defining reimbursable activities at
Hubs and ECCFs. Customs also has retroactively billed for under-
billed items identified in our report, and has corrected deficiencies in
canine billings. No revenue has been lost because of under-billings
for canines. Customs disagreed with sending copies of invoices to
the Hubs and ECCFs but is currently considering alternatives to
improving supervisory review of the billing process as well as
updating badge numbers. Once Customs has determined the
corrective actions to be taken, we will evaluate them to determine if
they adequately address our recommendation of instituting better
internal controls.

Customs provided us with additional documentation showing that our
draft report overstated by about $31,000 the under-billings that
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AUDIT RESULTS
occurred for the 12 pay periods that we reviewed--we reported
$355,126; Customs documentation shows that the amount should
have been $324,444. We have made the necessary corrections in this
report. Also, Customs commented that our estimate of $1.58 million
in under-billings for FYs 1999 and 1998 (revised to $1.28 million
based on the additional documentation noted above) is inflated and
unsupportable--stating that our methodology involved annualizing
"isolated errors.” However, we believe that our methodology was
valid. Further, we believe the under-billings were not "isolated" in
that the errors we found occurred at 10 separate facilities during 12
different pay periods.

Details :

Hours and Night Differential Not Billed

At seven Hubs and three ECCFs, Customs did not bill the couriers
for all hours worked by inspectors and/or did not bill for night
differential premiums. In the 12 pay periods in our sample, Customs
under-billed $324,444. Based on this amount, we estimate that
under-billings for FY 1999 and FY 1998 may have totaled as much
as $1.28 million -- $824,774 in FY 1998 and $459,343 in FY 1999,
an average of $640,000 per year (see Charts 1 and 2, page 12). The
methodology used in estimating annual billings is described above on
page 5. Details by individual Hubs and ECCFs follow:

FedEx Hub, Memphis, TN

A total of 400 hours covering 4 different FY 1998 pay periods were
not billed, totaling $24,785. This annualizes to $80,551.

UPS Hub, Ontario, CA

Eighty hours of one inspector’s time was not billed for a FY 1998
pay period. Also, night differential was not billed for four other
employees, in 2 FY 1998 and 1 FY 1999 pay periods. These under-
billings amounted to $2,400 in FY 1998 and $6,797 in FY 1999.
These translate to estimated under-billings for FY 1998 of $7,800
and $44,181 for FY 1999.
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FedEx Hub, Oakland, CA

In 2 pay periods in FY 1998, six inspectors did not enter a total of
408 hours into the work ticket function, resulting in under-billings of
$26,570. |

Also in FYs 1998 and 1999, night differential was not billed for
several inspectors. For 3 FY 1998 pay periods, night differential
was not billed for six inspectors, resulting in under-billings of

-.$10,728. In FY 1999, night differential for seven inspectors in each .

of 3 pay periods was not billed, resulting in $17,591 in lost billings.
The total of $37,298 not billed in FY 1998, and the $17,591 not
billed in FY 1999, results in estimated under-billings of $121,219
and $114,342 on an annual basis, respectively.

Airborne Hub, Wilmington, OH

We found that in 1 FY 1998 pay period, 240 hours of work
performed by three inspectors were not billed. As a resuit, Airborne
was not billed $18,510 in salary, night differential and MPFs. The
same thing occurred for one of the inspectors in 1 FY 1999 pay
period, resulting in an under-billing of $5,694. These under-billings
annualize to $60,158 and $37,011, respectively.

Emery Hub, Dayton, OH

In 1 FY 1998 pay period, Customs did not bill for a supervisor who
was on leave, resulting in an under-billing of $7,522. This

. annualizes to $24,447.

UPS Hub, Louisville, KY

In 1 FY 1998 pay period, the supervisor’s 80 hours was not entered
with the proper importer number, resulting in $7,252 not being
billed. Also, Custorns did not bill 80 hours for one other inspector in
FY 1998. The amount under-billed for this inspector was $6,227.
The $13,479 not billed in FY 1998 projects to $43,807 on a yearly
basis. '
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CUSTOMS HAS UNDERCHARGED COURIERS Page 10
FOR THE COST OF INSPECTOR SERVICES



AUDIT RESULTS
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FedEx Hub, Indianapolis, IN

In several pay periods during both FY 1998 and FY 1999, Customs
failed to bill for various employees. In all, FedEx was not billed on
11 separate occasions for inspectors who worked 80 hours. These
under-billings totaled $57,828 in FY 98 and $11,410 in FY 1999,
These equate to annual under-billings of $187,941 in FY 1998 and
$74,165 in FY 1999.

UPS and FedEx ECCFs, Newark, NJ

For both FY 1998 and FY 1999, there were several instances where
night differential was not billed. For UPS, $33,044 was not billed in
FY 1998, and $11,507 in FY 1999. These project to estimated
annual under-billings of $107,393 in FY 1998 and $74,795 in FY
1999. For FedEx, $10,064 was not billed in FY 1998 and $10,525
was not billed in FY 1999. Annually, these equate to $32,708 and
$68,413, respectively. '

NYACC, DHL, and TNT Skypack ECCFs, Jamaica, NY

During FY 1998, a total of 474 hours of inspector time was not
billed. These hours consisted of 1 week in 2 different pay periods in
which Customs did not bill for any inspectors, and at other times
during the year there were no billings for three inspectors. The
amount under-billed was $25,043, which annualizes to $81,390.

MICA, DHL, MIA, and UPS ECCFs, Miami, FL

Customs did not bill for two inspectors for 1 FY 1998 pay period.
The amount under-bilied was $2,257, which annualizes to $7,335.

In addition, Customs only billed 7 hours a day when inspectors
worked a full 8 hours at the ECCFs. This occurred because
personnel at the ECCFs were under the incorrect assumption that
they could not invoice the couriers for time spent at lunch. These
under billings amounted to $21,546 in FY 1998 and $7,144 in FY
1999, which annualize to $70,025 and $46,436 respectively.
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