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The Canada Border Services Agency (CBSA) released its semi-annual list of trade
compliance verification (audit) priorities on 7 January 2020. The list is designed to update
the importing community on ongoing verification priorities and set the stage for new
priorities for the upcoming calendar year.

The CBSA continues to focus on tariff classification as a priority audit area, with the
introduction of four new rounds to the list of tariff classification priorities.

Background

The CBSA uses trade compliance verifications to ensure that importers comply with customs
legal requirements and programs. The objectives of conducting verifications are to:

Assess an importer's compliance with CBSA-administered legislation
Determine compliance within industry sectors
Conduct a review of an importer’s liabilities and entitlements

Assess the integrity of trade data received from importers

The CBSA manages trade compliance within three program categories — tariff classification,
valuation and origin — using two verification processes: random statistical-based verifications

and targeted verification priorities.
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Random statistical-based verifications

Verifications, which are selected using a statistical model, are designed to measure
compliance rates and revenue loss. The results are used by the CBSA for many purposes,
including risk assessment (which may lead to targeted verification priorities — see below),
revenue assessment and the promotion of voluntary compliance.

Targeted verification priorities

Targeted verification priorities are established using a risk-based, evergreen process. New
targets are added throughout the year. Verification priorities may also be carried over from
previous years.

Importers that deal in products or industries that are outside the targeted verification
priorities should not presume they will avoid a verification this year. Through the random
statistical-based verifications, the CBSA continues to verify importers in sectors and
industries not included in the list of verification targets.

Verification priorities: updated targets

The first release of verification priorities for 2020 encompasses 21 tariff classification
verification priorities, 2 valuation verification priorities and 1 origin verification priority.

The continued focus on tariff classification may be due to the relative ease of verifying that
goods have been classified correctly for customs purposes. Increased audit activity in this
program may also lead to higher revenues for the CBSA.

The following chart lists all current tariff classification priority items:

Verification priority: tariff classification

Furniture for non-domestic Cell phone cases (Round 2) Other mountings and fittings,

purposes (Round 3) suitable for furniture

Batteries (Round 3) Olive oil (Round 2) Air heaters and hot air distributors
(Round 2 - New)

Footwear ($30 or more per pair) Pickled vegetables (Round 4) Flashlights and miners' safety lamps

(Round 4) (Round 2 - New)

Articles of apparel and clothing Gloves (Round 2 - New) Stone table and counter tops

accessories (Round 3) (Round 2)

Articles of plastics (Round 3) Safety headgear (Round 4) Disposable and protective gloves
(Round 4)

Parts of lamps (Round 3) Bags (Round 2 - New) Parts of machines and mechanical
appliances

Pasta (Round 2) Import Permit Numbers (Round 2) | Other chemical products
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The CBSA has introduced four additional rounds of tariff classification verification to four
product categories: Gloves (Round 2), Bags (Round 2), Air heaters and hot air distributors
(Round 2) and Flashlights and miners’ safety lamps (Round 2).

Verification priority: valuation

Current CBSA valuation priority targets are focused on two types of goods: apparel and
footwear. Importers of these types of goods should assess whether they are prepared for a
valuation verification audit. CBSA valuation audits targeting these imports have revealed that
importers are omitting additions to the price paid or payable of goods mandated by statute
such as design “assists,” not taking into account transfer price adjustments made for tax
purposes, or not putting proper documentation in place to account for non-dutiable agent
commissions, where applicable.

In addition, importers that purchase goods from related parties and use transfer pricing as
the basis for customs values should consider their record-keeping obligations and whether the
documentary support on record is sufficient to defend the use of a transfer price as the basis
for customs value.

Verification priority: origin

A single origin verification priority listed by the CBSA that remains ongoing since the last
listing of verification priorities relates to the North American Free Trade Agreement (NAFTA):
bedding and drapery. The purpose of a NAFTA origin verification is to determine whether
goods imported into Canada are entitled to the NAFTA preferential rate of duty according to
the NAFTA rules of origin.

The full listing of CBSA trade compliance verification priorities can be found on the CBSA's
website: https://www.cbsa-asfc.gc.ca/import/verification/menu-eng.html

Takeaways for importers

CBSA verifications can be time-consuming and costly for importers. Companies must be
proactive and adopt an informed compliance mindset. Best practices for companies include
implementing programs, frameworks and methodologies to help maintain and continuously
improve their customs and trade compliance profile.
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Learn more

For more information, please contact one of the following EY Global Trade professionals:

Toronto

Sylvain Golsse
Canadian Leader, Global Trade
+1 416932 5165 | sylvain.golsse@ca.ey.com

Krystal Hicks
+1 416943 2518 | krystal.hicks@ca.ey.com

Mike Cristea
+1 506 443 8408 | mihai.cristea@ca.ey.com

Quebec

Michael Zobin
+1514 879 2711 | michael.zobin@ca.ey.com

Calgary

Shannon Baxter
+1 403 956 5703 | shannon.baxter@ca.ey.com
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About EY

EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we
deliver help build trust and confidence in the capital markets
and in economies the world over. We develop outstanding
leaders who team to deliver on our promises to all of our
stakeholders. In so doing, we play a critical role in building a
better working world for our people, for our clients and for
our communities.

EY refers to the global organization and may refer to one or
more of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young
Global Limited, a UK company limited by guarantee, does
not provide services to clients. Information about how EY
collects and uses personal data and a description of the
rights individuals have under data protection legislation are
available via ey.com/privacy. For more information about
our organization, please visit ey.com.

About EY's Tax Services

EY's tax professionals across Canada provide you with deep
technical knowledge, both global and local, combined with
practical, commercial and industry experience. We offer a
range of tax-saving services backed by in-depth industry
knowledge. Our talented people, consistent methodologies
and unwavering commitment to quality service help you
build the strong compliance and reporting foundations and
sustainable tax strategies that help your business achieve its
potential. It's how we make a difference.

For more information, visit ey.com/ca/tax.

About EY Law LLP

EY Law LLP is a national law firm affiliated with EY in
Canada, specializing in tax law services, business
immigration services and business law services.

For more information, visit eylaw.ca.

About EY Law's Tax Law Services

EY Law has one of the largest practices dedicated to tax
planning and tax controversy in the country. EY Law has
experience in all areas of tax, including corporate tax,
human capital, international tax, transaction tax, sales tax,
customs and excise.

For more information, visit http://www.eylaw.ca/taxlaw
© 2020 Ernst & Young LLP. All Rights Reserved.
A member firm of Ernst & Young Global Limited.

This publication contains information in summary form, current as of
the date of publication, and is intended for general guidance only. It
should not be regarded as comprehensive or a substitute for
professional advice. Before taking any particular course of action,
contact EY or another professional advisor to discuss these matters in
the context of your particular circumstances. We accept no
responsibility for any loss or damage occasioned by your reliance on
information contained in this publication.
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