Philippines
Implications of the Customs Reform Program
Importers in the Philippines have been subject
to significant changes to customs processes and
procedures since the government launched the
Customs Reform Program in 2013. With a new
accreditation process and post-entry audit rules,
importers must adapt to the higher standards or risk
losing the ability to import.

Background
The Customs Reform Program, coined “Uproot
Corruption, Reboot Customs,” is a response to the
wide corruption and weak performance of the Bureau
of Customs (BOC), as openly denounced by President
Benigno Aquino III in July 2013. Executive Orders
were issued that laid down the framework of customs
reforms and created the Customs Policy Research
Office (CPRO), which was mandated to update the Tariff
and Customs Code; and the Office of Revenue Agency
Modernization (ORAM), which was tasked to review
existing customs procedures and systems and formulate
changes and improvements. As part of the reforms, two
significant changes in customs systems and processes
were introduced: (1) the revamp of the accreditation
system for brokers and importers and (2) modification
of the post-entry audit rules.

New accreditation process
Accreditation for importers has become an extensive
administrative process to ensure that only legitimate
importers are accredited, which is a requirement to
import goods. Previously, the importer applied for
accreditation directly with the BOC. Since the issuance
of the Department of Finance (DOF) Department
Order (DO) No. 12-2014 in February 2014, importers
are subject to a two-phase process for accreditation.
Basically, the importer must first apply for and secure
an Importer Clearance Certificate (BIR-ICC) from
the Bureau of Internal Revenue. Then, the importer
presents the BIR-ICC to the BOC as part of the
application for Importer Accreditation (BOC-IA).
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The accreditation guidelines for the issuance of the
BIR-ICC are set out in Revenue Memorandum Order
(RMO) 10-2014 (10 February 2014) with a long list of
criteria that aim to establish whether the importer is a
legitimate entity that is compliant in terms of the tax
laws and the payment of taxes. For corporations, there
is a long list of documentary requirements, which must
be provided by “certified true copies” (CTC), such as
the BIR Certificate of Registration, annual income tax
return, among many others. The BIR-ICC is valid for
three years, unless revoked sooner.
The accreditation guidelines for the issuance of the
BOC-IA are provided in Customs Memorandum Order
(CMO) No. 4-2004 (21 February 2014). Under the CMO,
the original or CTC of a long list of documents must be
submitted by the importer as part of the application.
The documents aim to establish whether the importer is
a legitimate importing entity and includes information
regarding the imported products, volumes and the
importer’s status with the BOC in terms of payment of
taxes and various corporate information, as applicable.
The BOC must review and act upon the application and
corresponding documentation within 15 days of receipt.
The BOC-IA is valid for three years (a welcome change
as previously, the certification was only valid for
one year).
For more detailed information regarding the list of
criteria and documents necessary for the BIR-ICC and
the BOC-IA, see our February 2014 Tax Bulletin.
To refresh the list of accredited importers, DO
No. 12-2014 required that all importers re-accredit
pursuant to these new criteria and guidelines by
22 May 2014; this deadline was then extended to
31 July 2014. All taxpayers who failed to satisfy the
criteria for accreditation, including those that had
submitted incomplete documents, were issued Notices
of Denial, which precluded them from enjoying the
benefits of uninterrupted processing and release of
importations by the BOC until the accreditation criteria
were met (pursuant to BIR Memorandum dated
23 July 2014).
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Importers that succeeded in accreditation under the
new rules need to expect that the BIR will conduct
periodic compliance verifications. In the case of findings
of non-compliance, the BIR may cancel and revoke
an importer’s BIR-ICC, which has the effect of also
cancelling the BIR-IA considering that it is a requirement
of the latter. In this case, the importer may file a
request for reconsideration or file a new application for
accreditation once the compliance issues have been
rectified — but only one year after the effective date of
the disaccreditation. This means that the disaccredited
importer will not be able to import goods into the
Philippines for an entire year, which may cause severe
supply shortages, slowdowns and even the cessation
of operations.

New post-entry audit rules
The post-entry audit (PEA) was introduced in the
Philippines in 2001 and was carried out by the BOC
Post-Entry Audit Group (PEAG). Toward the end of
2013, the PEAG was dissolved and its functions were
transferred to the Fiscal Intelligence Unit (FIU) under
the Department of Finance with a clear mandate to
intensify the post-entry audit of importers and increase
customs revenue.
To guide the FIU in the discharge of its post-entry audit
functions, the DOF issued two DOs to-date. The first,
DO No. 11-2014, includes guidelines for the selection
of importers to be audited and for the issuance of
audit notification letters (ANLs). The second, DO No.
44-2014, covers the guidelines for the issuance of the
post-entry audit findings (PEAF), the final audit report
and recommendation and the assessment/collection
notice. This DO also provides the remedies available to
an importer to contest the PEAF. For additional detail,
see our February 2014 Tax Bulletin.
For importers, one of the most significant changes is
that DO No. 11-2014 implements new recordkeeping
requirements whereby all records of importations
relevant for the verification of the accuracy of the
transaction value declared on the import entries must
be maintained for a period of 10 years (compared to the
previous requirement of three years) from the import
declaration date.
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The DO enumerates a long list of documents subject to
recordkeeping by the importer, and customs brokers are
likewise mandated to keep copies of the import records
covering transactions they handle. Failure to comply
subjects the importer to one or more of the following:
• An administrative fine of 20% ad valorem on the
imported article(s) for which no records were
maintained
• Cancellation of accreditation privileges
• Criminal prosecution punishable with a fine of not less
than PHP100,000, but not more than PHP200,000
and/or imprisonment of not less than two years and
one day, but not more than six years

Implications for importers
The Customs Reform Program has heightened the
focus on importers and ensuring that they are acting
in a legitimate and compliant manner. The importance
of doing things “right” cannot be underestimated
considering the consequences — including large fines
and the potential cancellation of accreditation privileges
— for non-compliance.
Even for importers that have already obtained
reaccreditation under the new rules, it is important that
existing customs practices and procedures are reviewed
and periodic internal reviews conducted to identify any
compliance gaps prior to discovery of non-compliance
by the various government agencies, particularly the
BIR and the BOC, that now have the ability to review the
company’s import transactions.
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