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Hidden Headaches

Technology addresses problems with 'related party' shipments

Your subsidiary in Mexico needs to display a sample of your latest machinery at a trade show, so you ask the marketing department to ship one right away. Surprise! Your shipment is held up by Mexican customs because your paperwork says it has "no value."
That's right, you say. You're a diversified multinational, but you're not selling that machinery. It was purely for display, not for sale; after the trade show, the sample will return to the U.S., and not a single dollar will change hands.

Nice try, the Mexican authorities reply, but the equipment is clearly worth tens of thousands of dollars, or maybe millions. The machinery is sent to a customs shed, where it stays until you pay a high duty. By then, your trade show is over.

As companies go more global, these kinds of "related party" shipments are growing in importance, and generating headaches. It isn't just product samples for trade show displays that can get hung up. Disputes over related-party shipments can affect other products you need to ship overseas but you'd never dream of selling there, including T-shirts and toys with your corporate logo, customer gifts, trade show booths and more.

Why do so many companies overlook requirements for related-party transactions? One reason is that these shipments typically don't involve a purchase order or a sales order, said Ty Bordner, vice president of solutions consulting at Management Dynamics, a provider of global trade management applications. Trade specialists know to comply with requirements for product description, harmonized code and valuation. Ask someone in another department who has no experience with global trade compliance, and that person may overlook the basics.

Another major headache involves managing "assists." When a U.S. company re-imports a product sample or display into the U.S., it must declare the fair value of that product to customs, Bordner said. It's not always easy to determine fair value of a product you didn't make, especially for departments that don't sell that product.

How can companies minimize risks? The first step, Bordner said, is to recognize that this hidden problem exists, and to educate every corporate department about what they need to do to satisfy foreign compliance requirements. Companies must establish business practices that require everyone to generate accurate documentation, not just those people who formally manage imports and exports.

Vendors of global trade management software say their products make these business processes easier. For example, Management Dynamics' Trade Collaborator application automatically generates a wide range of shipping documents from its database, including information about the value of each shipment based on a product descriptions provided by each user. That user doesn't necessarily have to be someone who sells overseas.

Companies can configure the software to send automatic alerts to any user in any department who fails to insert a value for their related-party shipment or who inserts such meaningless values as "zero" or $1. "This could trigger an e-mail alert to the compliance people in your company," Bordner said. In any case, he said, companies need "one consistent path" for trade compliance for all departments, including those that don't actually sell anything.

Rodney Menas, director of global trade and security at Agilent Technologies, said that managing related-party shipments was a key reason Agilent began using Trade Collaborator in August 2006. Agilent, which makes equipment for life sciences, chemical analysis and electronic measurement, manages 650,000 global trade documents a year, and Menas said some of them are bound to fall through the cracks of "related party."

"The old system was comfortable for users, but it was complex," Menas said. Users had to access several different technologies in order to respond to any question from customs officials. Trade Collaborator "simplifies things," Menas said.
New technology can't address every complexity. For example, Trade Collaborator cannot provide accurate valuations for those products that are so unusual that they're not in anyone's product database. "If the products are one-off items and are not stored in your database, you won't get any benefit," Bordner said. And no technology will entirely cure the headache of related-party shipments until everyone in every department becomes aware that it exists.
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