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The Meeting of the Parties of the 
Protocol to Eliminate Illicit Trade in 
Tobacco Products (the Protocol) 
decided to establish a working 
group on assistance and 
cooperation. The Meeting of the 
Parties requested the Working 
Group on Assistance and 
Cooperation, among others, to 
promote the exchange of good 
practices in implementing Article 
12 of the Protocol.

In support of the Working Group, 
this document is intended to 
showcase experiences in 
controlling the supply chain of 
tobacco products in free zones, 
which could be beneficial in 
implementing Article 12 of the 
Protocol regarding the 
management of free zones, transit 
trade and comingling of tobacco 
products in containers. The content 
of this document is based on desk 
research and a literature review in 
addition to a survey sent to the 
Parties to the Protocol.

Illicit trade emanating from free 
zones is a well-documented and 
growing problem and a key 
reason that Article 12 was included 
in the Protocol.

Article 12 requires the Parties:

 • to implement effective controls 
on all manufacturing of, and 
transactions in, tobacco and 
tobacco products in free zones;

 • to address the intermingling of 
tobacco products with non-
tobacco products in a single 
container; and

 • to adopt and apply control and 
verification measures to the 
international transit or 
transhipment of tobacco 
products.

Free zones are designed to 
promote investment, generate 
employment, develop and diversify 
export, increase foreign exchange 
earnings, upgrade industry, 
transfer technology (1) and 
contribute to the host country’s 
overall economic growth by 
reducing regulatory burdens and 
introducing simplified procedures 
to facilitate legitimate trade. 

Introduction

These measures are well suited for 
legitimate companies with low 
incentives for circumventing 
controls; however, they have been 
exploited by illicit traders and are 
now a significant source of illicit 
trade in tobacco. About 10% of 
seizures inside free zones relate to 
tobacco, 16% of customs seizures 
of goods coming from other 
countries’ free zones involve 
tobacco and 34% of respondents 
to an Organisation for Economic 
Co-operation and Development 
(OECD) survey have encountered 
tobacco smuggling in free zones 
(given the limited scope of customs 
activity in free zones, the real 
prevalence of smuggling is likely 
much higher) (2).
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This report is based on the 
information provided by 11 of the 
Parties to the WHO Framework 
Convention on Tobacco Control and 
the Protocol that responded to a 
few questions sent to them on their 
experience with free zones and 
conducting smuggling-related 
investigations.1 Annex 1 outlines the 
questionnaire for the survey. 
Because of the small number of 
responses, the survey was 
complemented by a desk review of 
current experiences that were 
publicly available.

As a first step, Parties to the 
Protocol were contacted in 
October 2019 and in February 2020 
to provide information related to 
their free zones. This report 
includes all information received by 
the Convention Secretariat by 5 
March 2020.

Then a non-exhaustive list was 
compiled of countries currently 
operating free zones and was 
matched to countries with 
obligations under the Protocol. 
Since the first progress report on 
the implementation of the Protocol 
has not yet been published, the 
most recent WHO Framework 
Convention on Tobacco Control 
implementation reports of the 
Parties operating free zones 
(available at http://untobaccocontrol.
org/impldb/parties) were reviewed. 

This enabled the extent to which 
they have adopted measures 
related to Article 15 (Illicit Trade in 
Tobacco Products) of the WHO 
Framework Convention on Tobacco 
Control that could match with the 
requirements of the Protocol to be 
identified and assessed.

Desk research involving a thorough 
literature review was conducted to 
amplify the findings of the survey 
with more recent experiences and 
good practices. Wherever 
additional information was 
necessary beyond that contained 
in the official implementation 
reports and survey responses, 
further resources were searched, 
identified and referenced. These 
additional sources included the 
Tobacco Control Laws Database of 
the Campaign for Tobacco-Free 
Kids, an observer to the Conference 
of the Parties; publications of the 
Secretariat of the WHO Framework 
Convention on Tobacco Control and 
the Protocol, WHO, the World 
Customs Organization (WCO), the 
World Trade Organization and 
OECD; reports of the respective 
national governments, research 
institutes and advocacy 
organizations within the Parties’ 
jurisdiction, along with media 
articles; and the results of a survey 
that was sent to Parties.2

The initial focus was on the 
countries that are Parties to the 
Protocol and have free zones. 
Nevertheless, given the limited 
scope of information available for 
this study, additional examples 
have also been included from 
countries that are not yet Parties to 
the Protocol, since their 
experiences on managing free 
zones may also be relevant to the 
Protocol Parties.

1.  A summary of Parties’ responses is available for consultation from the Convention Secretariat. It includes information from Austria, 
Belgium, Fiji, Germany, Mali, Mauritius, Norway, Panama, Portugal, Spain and Turkey.

2.  It should be noted that customs authorities often choose not to disclose details around specific practices like the frequency or 
nature of inspections or verifications, as this could potentially undermine their effectiveness. As a result, country-level details 
included in this report may not completely reflect the scope of activities undertaken by customs and reflect only those elements 
that have been publicly disclosed.

Methods

http://untobaccocontrol.org/impldb/parties
http://untobaccocontrol.org/impldb/parties
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The Protocol entered into force in 
September 2018 and is one of the 
few international legal instruments 
to explicitly mention the 
relationship between illicit trade in 
tobacco products and free zones. 
The preamble to the Protocol 
acknowledges that, although free 
zones are established to facilitate 
legal trade, they have also been 
used by organized crime to 
facilitate the globalization of the 
illicit trade in tobacco products, 
with illicit cigarettes being both 
manufactured in free zones and 
transited through them.

Article 12 of the Protocol requires 
Parties to implement the following 
regarding “free zones and 
international transit”.

1. Each Party shall, within three 
years of the entry into force of 
this Protocol for that Party, 
implement effective controls on 
all manufacturing of, and 
transactions in, tobacco and 
tobacco products, in free zones, 
by use of all relevant measures 
as provided in this Protocol.

2. In addition, the intermingling of 
tobacco products with non-
tobacco products in a single 
container or any other such 
similar transportation unit at the 
time of removal from free zones 
shall be prohibited.

The Protocol to Eliminate Illicit Trade 
in Tobacco Products

3. Each Party shall, in accordance 
with national law, adopt and 
apply control and verification 
measures to the international 
transit or transhipment, within 
its territory, of tobacco products 
and manufacturing equipment 
in conformity with the 
provisions of this Protocol in 
order to prevent illicit trade in 
such products.
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Background
The Protocol defines a “free zone” 
in Article 1 (5) as “a part of the 
territory of a Party where any 
goods introduced are generally 
regarded, in so far as import duties 
and taxes are concerned, as being 
outside the Customs territory”. 
This is the same definition the 
WCO uses in the International 
Convention on the Simplification 
and Harmonization of Customs 
Procedures (as amended), more 
commonly referred to as the 
Revised Kyoto Convention, an 
instrument that is further explored 
in subsection 4.2.

All countries or territories have 
what is called a customs territory. 
Within this territory, the customs 
authorities typically perform 
several functions, including 
collecting duties and tariffs and 
enforcing “non-tariff” functions, 
which focus on aspects around 
border security. The latter involves, 
among other things, ensuring that 
imported and exported goods 
comply with health and safety 
regulations, standards of 
conformance, phytosanitary 
measures, export controls and 
economic mandates (such as anti-
dumping measures) (3).

The primary purpose of free zones 
is to facilitate economic growth 
for national and regional 
economies, encouraging foreign 
direct investment predominantly 
by offering less government 
regulation and duty-free imports 
for manufacturing mostly export-
oriented products. The OECD 
identifies the following four 
categories of free zones (4):

 • free trade zones, focused on 
re-exporting traded goods;

 • export processing zones, 
designed to export goods with 
significant value added;

 • special economic zones, which 
include multisectoral approaches 
to economic activities and focus 
both on domestic and foreign 
markets; and

 • industrial zones, which host 
specific economic activities.

However, for the purpose of 
explaining extraterritoriality and 
not-so-strict customs control in the 
special zones, the terms above were 
used interchangeably. In addition 
to fostering economic operators, 
these special demarcated areas 
have evolved into zones in which 
other facilities and services have 
been established and expanded. 
This makes differentiating and 
regulating them even more 
difficult in most of the countries.

The Revised Kyoto 
Convention
The Revised Kyoto Convention is 
aimed at developing predictable 
and transparent customs procedures 
based on using information 
technology, risk management, a 
coordinated approach to controls 
involving other government 
agencies and customs-trade 
partnerships (5). As of 8 February 
2021, the Revised Kyoto Convention 
has 126 Contracting Parties (6), of 
which 46 countries are also Parties 
to the Protocol.

The Revised Kyoto Convention 
comprises three parts: the text 
itself, a general annex with multiple 
chapters and 10 specific annexes 
that offer recommended practices 
for customs in various areas. The 
general annex is binding on all the 
Contracting Parties, but the 
specific annexes are not, unless 
that Party specifically accedes to 
the annex in question. Chapter 2 of 
Specific Annex D deals with free 
zones (see Annex 2).

The Revised Kyoto Convention lists 
21 standards covering a wide range 
of customs procedures related to 
free zones, most notably in 
Standards 3 and 4:

 • Standard 3: “Customs shall lay 
down the arrangements for 
Customs control, including 
appropriate requirements as 
regards the suitability, 
construction and layout of free 
zones”; and

 • Standard 4: stipulates that 
Customs “shall have the right to 
carry out checks at any time on 
the goods stored in free zones”.

Based on the Revised Kyoto 
Convention and on the definition in 
the Protocol, the free zones 
denomination applies to the status 
of goods, implying that the free 
zone itself is not outside the 
customs territory. In lay terms, this 
means that the regulations in the 
zones refer to the goods being 
manufactured, imported or 
exported but not that the zone is 
free from any customs control or that 
customs authorities cannot exercise 
their functions in the free zone. 

Understanding free zones
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Further, it also implies that, since 
the free zone denomination refers 
to “goods”, economic operators in 
the free zones should be subject to 
the same controls and inspections 
as those outside the zones.

This same principle is reflected in 
the OECD Recommendation of the 
Council on countering illicit trade: 
enhancing transparency in free 
trade zones (7), in which the free 
zones are defined as follows:

“Free Trade Zone” refers to an 
area designated by a country or 
jurisdiction, where goods that 
enter this area are not subject, 
or are subject to lower import 
or export duties than those that 
would apply if such goods were 
declared for release for free 
circulation, at the moment 
when they enter it.

This means that, except for revenue 
collection on goods, all other 
customs functions and border 
controls (including risk assessment, 
inspections, audits, investigations 
and seizures) should be applied 
and enforced in free zones.

Other international 
instruments dealing 
with free zones
Whereas the Revised Kyoto 
Convention explicitly deals with 
the relationship between customs 
authorities and free zones, other 
international legal instruments 
deal or partly deal with aspects of 
free zones.

As we have seen, free zones can 
take different forms with different 
(economic) purposes. A few other 
regulatory frameworks involve the 
nexus between facilitating trade 
and economic growth and 
preventing illicit trade.

 • Recommendation of the OECD 
Council on countering illicit 
trade: enhancing transparency 
in free trade zones. This 
comprises recommendations on 
how to prevent and counter 
illicit trade in free zones, 
including a code of conduct for 
clean free trade zones. The 
OECD adopted it in October 
2019, and it includes input from 
the Financial Action Task Force 
and the secretariats of the WCO 
and World Trade Organization.

 • Agreement on Trade-Related 
Aspects of Intellectual 
Property Rights (TRIPS). This 
instrument provides 
comprehensive requirements 
for intellectual property 
protection and is important in 
preventing and tackling the 
counterfeiting of goods, 
including tobacco products. 
Adopting the principles of the 
TRIPS agreement to apply to 
free zones would strengthen 
governments’ abilities to 
manage the risk of 
counterfeiting in such zones.

 • WCO Framework of Standards 
to Secure and Facilitate Global 
Trade (SAFE). WCO members 
have developed a regime that 
will enhance the security and 
facilitation of international trade 
known as the WCO SAFE 
Framework of Standards. It sets 
forth the principles and 
standards related to supply 
chain security and presents 
them for adoption as a minimal 
threshold of what WCO 
members should do (8).

–  5  –
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Since goods entering and exiting 
free zones are typically exempt 
from customs duties and tariffs and 
from certain formalities, customs 
authorities are hindered in 
assessing risk. However, as 
mentioned previously, this means 
that risk could be assessed based 
on the track records of the actors in 
the supply chain (economic 
operators) or the results of 
previous inspections.

Tobacco products have potential 
for illicit activities throughout the 
whole supply chain, thus providing 
the possibility to exploit the entire 
spectrum of processes in free 
zones. When the customs 
authorities apply lax oversight to 
free zones, this results in various 
types of behaviour that may drive 
the illicit trade in tobacco, including 
the following.

 • Imports into the free zone. 
Incompletely recording the 
volumes makes subsequent 
audits to reconcile import and 
production volumes more 
difficult. This applies to both 
source materials such as paper, 
filters and raw tobacco and 
finished cigarettes.

 • Manufacturing in the free 
zone. This is generally not 
subject to the same level of 
control that is typically applied 
to domestically produced goods 
subject to value-added tax or 
excise duty, which makes 
underdeclaring production 
volumes easier.

 • Transhipping consignments 
through free zones. 
Transferring in-transit goods to 
another mode of transport has 
the simple purpose of obscuring 
their origin – to thwart 
investigations down the line.

 • Exports from the free zone. 
These are not typically subject 
to strict customs controls, 
making under- or overdeclaring 
the volume of cigarettes in a 
container easy to pay less 
import duty (at the destination), 
to create the impression that 
goods have left the zone when 
they have not or to hide illicit 
cigarettes in containers with 
other cover loads that would 
provide a lower import duty at 
their destination (intermingling).

Illicit trade in free zones

 • Other simplified procedures in 
the free zone. This can include 
repacking or splitting 
consignments, which creates 
difficulty for subsequent 
investigations to trace them 
back to their point of origin and 
could include intermingling 
tobacco in a container with 
other goods.
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 • developing comprehensive 
strategies (strategic planning); 
and

 • adopting recommendations 
such as the Code of Conduct for 
Clean Free Trade Zones, as 
adopted by the OECD.

Addressing the 
extraterritoriality of 
free zones
The concept of extraterritoriality in 
this respect depends on different 
interpretations of what a free zone 
is. According to the definitions in 
the Protocol and the Revised Kyoto 
Convention, the free zone itself is 
not outside the customs territory of 
the Party, but the goods are 
exempt from import duties and/or 
taxes. Not regarding the free zone 
as part of the territory is perhaps 
the single most critical issue that 
contributes to illicit trade in free 
zones because it results in low 
controls, poor visibility by law 
enforcement and limited data on 
free zone trade flows.

A review of country practices 
suggests a common 
misinterpretation of both the 
Revised Kyoto Convention and the 
original intent behind free zones, 
since goods located within free 
zones are often viewed not only as 
being outside customs control for 
duty and taxes but also for non-
tariff measures. In accordance with 
the Revised Kyoto Convention, free 
zones should only be considered 
outside customs control for the 
purposes of paying duties and 
taxes on goods; instead, the free 
zones themselves often end up 
being viewed as falling entirely 
outside customs control (referred 
to as non-territoriality).

The Specific Annex D (Chapter 2) of 
the Revised Kyoto Convention 
emphasizes (see Annex 2):

 • “Free zones as part of the 
territory of a Contracting Party”.

 • Goods are outside the customs 
territory only “insofar as import 
duties and taxes are concerned”.

 • Customs has the right to carry 
out checks of goods in the free 
zone, including the right to 
conduct checks for non-tariff 
compliance.

The Revised Kyoto Convention 
therefore defines free zones as 
falling within the customs territory 
of a Party. “Goods” located in free 
zones are considered as being 
outside the customs territory only 
for duty and tax purposes.

Since many free zones are often 
established by other ministries, 
such as those responsible for 
finance and trade & industry, 
customs and health agencies may 
or may not have been consulted 
during the establishment of the 
zones and related governance. This 
underlines the necessity of a 
multisectoral approach to the 
problem. Increasing the level of 
involvement of customs authorities 
in free zones will also increase the 
potential to prevent illicit trade 
stemming from these zones. An 
example of this principle is present 
in the United Nations Convention 
against Illicit Traffic in Narcotic 
Drugs and Psychotropic Substances 
(1988), which explicitly states that 
measures to be adopted inside free 
zones should be “no less stringent” 
than measures adopted in other 
parts of the national territory (9).

Addressing illicit trade in tobacco in free zones: 
regulatory practices and considerations

Availability of 
information and 
capacity to address 
illicit trade
Customs agencies require explicit 
illicit trade control strategies that 
include collecting data and facts on 
illicit trade, understanding industry 
practices related to manufacturing 
and trade and cooperating with 
international partners. In many 
countries, the tobacco industry 
paints itself both as the victim and 
saviour of the illicit trade of their 
products. Parties should endeavour 
to seek out independent estimates 
on illicit trade whenever possible.

In addition, customs 
administrations may consider 
asking free zone operators to 
mandatorily manage and keep 
information and records via 
approved information technology 
systems. This may mean assisting 
businesses to enable them to be 
more compliant. However, this may 
be difficult to implement or enforce 
because of scarcity of resources in 
many low- and middle-income 
countries. Countries need to bolster 
their capacity to understand and 
address illicit trade. This includes:

 • keeping data on smuggling and 
cross-border trade (data 
management);

 • sharing insights on tobacco 
industry practices and trends 
(information and intelligence 
sharing);

 • cooperation and joint 
interventions with other 
agencies (coordinated border 
management);
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To ensure that all relevant rules are 
followed, a specific unit of customs 
especially responsible for the 
customs formalities in the free 
zones may be created to monitor 
the movement of all goods from 
one premises to another within the 
same free zone to ensure that the 
rules are followed. Sever companies 
often operate within a free zone as 
storage and freight agents for 
exporting excise goods. To avoid a 
situation in which the owner 
declares the goods to customs as 
one thing and the handling agent 
declares something entirely 
different to the shipping line, the 
same company could be required to 
manage all paperwork. Conversely, 
if the owner of the goods submits 
the customs declaration, the 
freight agent must see the 
declaration before preparing the 
shipping consignment.

Further measures around 
companies operating in the free 
zone could include the mandatory 
disclosure of the ultimate 
beneficial owner of the goods and 
paying a free zone licence that 
could be revoked if the rules of the 
zone are not complied with. 

However, implementing such 
practices is not always simple, 
since most customs 
administrations, especially in many 
low- and middle-income countries, 
lack resources – both human and 
financial.

In summary, the following 
measures could be considered to 
improve controls in free zones and 
avoid illicit trade in tobacco 
products:

 • adopting a policy expressly 
stipulating that goods in free 
zones should be viewed as 
falling outside the country’s 
customs territory only for duties 
and taxes and should remain 
subject to other non-tariff rules 
and procedures;

 • strengthening the authority and 
capacity of customs to conduct 
inspections in free zones and 
seize illicit items; and

 • subjecting entities operating in 
free zones to the same 
compliance and enforcement 
practices as those operating 
outside free zones.

Insufficient customs 
involvement in 
approving entities in 
free zones
As mentioned above, many free 
zones are established by ministries 
responsible for trade and/or 
industry, and some are even 
managed by third parties and not 
by the government. In most cases, 
the customs agencies are not 
involved in deciding which entities 
are approved to conduct business 
in the free zones.

Articles 6–13 of the Protocol 
obligate Parties to adopt and 
implement effective measures to 
control the supply chain of tobacco 
products to prevent, deter, detect, 
investigate and prosecute illicit 
trade in those products (10). 
Article 12 explicitly stipulates that 
this should also apply to all 
manufacturing of and transactions 
in tobacco and tobacco products in 
free zones. This would have four 
main advantages: bringing all 
related tobacco supply chain 
activities to the attention of 
customs authorities; ensuring that 
only the entities with minimum 
integrity are allowed to operate; 
implementing the ability to place 
conditions on the licensed operator 
(such as requiring a security bond); 
and requiring that duty-paid and 
duty-suspended tobacco products 
not be stored together in the same 
premises or requiring prior 
approval before duty-suspended 
tobacco products are moved from 
one premises to another (11).

–  8  –
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Customs is usually the optimal 
agency to obtain, process and 
manage a registration and 
licensing mechanism of this type, 
since it already plays an active role 
(in most countries) in registering 
and licensing tobacco supply chain 
entities for excise control purposes.

The WCO and other trade-related 
global bodies have defined best 
practices for registering and 
licensing economic entities under 
various programmes. The WCO 
Authorized Economic Operator 
programme is a flagship customs–
business partnership programme 
that offers an opportunity for 
customs to share its security 
responsibilities with the private 
sector (12). Similarly, a free zone 
management programme could be 
run under a customs programme 
focusing on the inherent trade 
facilitation requirements for free 
zones while imposing stricter 
controls more aligned with the 
Protocol. This balance is crucial to 
ensure that entities in free zones do 
not abuse any relaxed control 
mechanisms that may be in place.

Risk profiling systems
Growing trade and travel volumes, 
along with changes to the strategic 
landscape and priorities, have 
enabled most customs 
administrations to undertake 
structured and systemic risk 
management policies and 
practices (13). This process involves 
analysing the declaration data 
(such as the country of origin, 
identity of the trader and 
commodity description) against risk 
profiles. However, goods entering 
free zones do not always undergo 
the formal customs declaration 
processes. This represents a 
considerable gap in information 
and control and creates an 
opportunity for illicit traders.

In most countries, since no duties or 
taxes are payable on consignments 
moving through the free zones 
(import, export and transit or 
transhipment), revenue does not 
drive customs to intervene and 
inspect consignments, which in 
practice results in customs 
compromising its compliance and 
enforcement activities. If customs 
authorities are not inspecting for 
revenue purposes, they also tend 
not to inspect for other non-tariff 
purposes (such as security and 
health and safety regulations), 
which in turn explains why free 
zones are so easy to exploit (2). 
Illicit trade thrives because of 
relaxed controls, insufficient 
integration of information 
technology systems, low-level 
involvement of customs or any 
other law enforcement agencies in 
monitoring cargo movement and 
companies taking a laissez-faire 
approach inside free zones, with 
extremely limited or no customs 
involvement in approving the 
companies’ actions inside the 
zones. The resulting lack of data 
renders customs risk-management 
systems, which are intended to 
direct the entities and 
consignments on which to focus 
for inspection, virtually useless (13).

Aside from standard audits and 
verification activities, special 
investigative techniques could be 
used, as envisaged in Article 19 of 
the Protocol. These techniques 
could include “electronic or other 
forms of surveillance and 
undercover operations”, multi-tax 
audits, post-seizure investigations, 
follow-the-money type 
investigations for money 
laundering and the use of 
controlled deliveries and 
undercover operations along with a 
great degree of bilateral or 
multilateral cooperation in 
investigating the illicit trade in 
tobacco, either at a formal 
agreement level or, at least, on a 
case-by-case basis (11).

In addition to many free zones 
being effectively exempt from 
formal customs declaration 
requirements, many also do not 
have internal systems to track the 
inflows and outflows of goods. 
Without data on consignments and 
the entities responsible for them, 
risk management cannot be 
applied to detect instances of 
illicit trade. In addition to the 
issue of extraterritoriality, as 
discussed above, customs 
authorities need data to be able 
to conduct inspections, audits 
and investigations.

Parties should require that goods 
entering and exiting free zones be 
subject to risk management 
screening processes and adopt 
electronic recordkeeping and 
reporting practices in accordance 
with the Protocol (Articles 8 and 9), 
which enable them to match 
production input with output. This 
enables the raw and intermediate 
goods entering and finished 
products exiting the zone to be 
accounted for and ensures that the 
customs and information 
technology systems in free zones 
are linked.

Intermingling of 
tobacco and/or 
tobacco products with 
other commodities
Article 12, paragraph 2 of the 
Protocol stipulates that “the 
intermingling of tobacco products 
with non-tobacco products in a 
single container or any other such 
similar transportation unit at the 
time of removal from free zones 
shall be prohibited”. The 
intermingling of tobacco in 
containers with other goods 
renders many typical customs 
procedures less effective, including 
using scanners and using the 
weight of a container to assess 
whether the goods declarations 
match what is inside.



–  10  –

A full container of cigarette packs 
has a specific weight profile that 
does not vary significantly from 
brand to brand. Weighing the 
goods is one of the easiest ways to 
establish whether the goods that 
are actually in a container match 
the declarations. However, this is 
only possible if the container only 
has one type of commodity. A pack 
of cigarettes weighs about 30 
grams, which makes it easy to 
calculate what a 12-metre container 
filled with cigarettes should weigh. 
Any discrepancy in the weight 
should alert customs to conduct an 
inspection. This discrepancy also 
makes it easier for an X-ray 
machine to detect anomalies 
between what has been declared 
and what is visible when the 
container is scanned.

This obligation that cigarettes may 
not be shipped in a container that 
also holds other commodities is 
relatively easy to introduce and 
constitutes a powerful risk 
assessment tool.

International transit 
trade and/or 
transhipment
Goods in transit are those goods 
transported from a country 
through a different customs 
territory, destined for the same or 
another country, without paying 
duties and taxes.

No duties are payable on goods 
that are in transit through a country 
– and in some countries transit 
trade is explicitly viewed as falling 
outside customs authorities’ 
powers to inspect and detain. As a 
result, many customs agencies do 
not use their limited resources on 
transit containers. The absence of 
inspections and oversights 
therefore poses a huge risk that the 
consignments may disappear en 
route and end up in the local 
market without reaching their 
declared destination country.

Customs risk-profiling rules rely on 
declared origin as a key risk 
indicator. Hiding the true origin of 
the consignment makes risk rules 
less effective. Moreover, the goods 
are often stored for long periods, 
relabelled without customs’ 
supervision, loaded into new 
containers and shipped to 
another port or free zone where 
the process is repeated, ensuring 
that the real origin of a 
consignment is disguised (6).

WCO handbook and 
guidelines on transit

The WCO published a handbook 
(14) and guidelines (15) for 
effective transit control, which 
include recommendations on 
establishing real-time information 
exchange, using technological 
solutions, coordinating between 
border regulatory agencies, 
making information on transit 
procedures easily accessible, 
facilitating the requirements for 
customs guarantees, connecting 
regional and international 
guarantee systems and applying 
risk management.

Transit goods emanating from or 
destined for a free zone pose an 
additional risk to traditional transit 
when combined with relaxed 
control mechanisms. To mitigate 
this risk, the guidelines mention 
the following key factors to 
consider for free zones.

 • Legal framework. The legal 
framework should empower the 
customs authorities to engage 
and intervene as required to 
adequately mitigate risk.

 • Technology. The necessary 
technology should be in place to 
ensure appropriate 
infrastructure, standards and 
security to enable the required 
exchange of information for 
customs to review and analyse 
information and identify risky 
consignments for intervention.

 • Guarantee and surety. The 
guarantee system serves two 
important functions. It ensures 
that the duties and taxes that 
are suspended during a transit 
operation will be paid if the 
goods are not presented to the 
customs office of destination, 
and it is the only meaningful 
way to increase the likelihood 
that the goods in transit will not 
disappear en route.

 • Simplification. This includes 
simplifying documentary 
requirements, simplifying 
procedures and automating 
processes. However, the 
documentation should be 
sufficient to identify the goods 
and ensure that all relevant 
transit requirements are met.

 • Risk management. This should 
be applied at each stage of 
transit, including: submitting the 
transit declaration, identifying 
the amount of transit guarantee, 
revising the information when it 
is submitted before arrival and 
identifying the necessary control 
measures. Cooperation and 
intelligence sharing between 
enforcement agencies is critical 
for optimizing risk management.

 • Seals and security measures. 
Customs should affix seals on 
the means of transport. The 
electronic customs seal or 
electronic cargo-tracking 
system is a technology by 
which traditional customs seals 
are equipped with a special 
mechanism for online tracking 
of the vehicle or container and 
ensure the complete electronic 
monitoring of the goods and 
vehicles from the customs 
office of departure to that of 
the destination across the 
transit route.

 • Transparency and 
anticorruption measures. The 
he Revised Kyoto Convention is 
one instrument that highlights 
the importance of transparency 
in the requirements for transit 
customs procedures.
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The following key examples were 
identified of measures that would 
contribute to better securing free 
zones against illicit tobacco trade:

 • compensating for low capacity 
and limited insights: by 
keeping data on smuggling and 
cross-border trade; facilitating 
cooperation and joint 
interventions with other 
agencies; adopting illicit trade-
related international treaties; 
and developing explicit and 
comprehensive strategies for 
combating illicit tobacco that 
include free zones;

 • compensating for the risk that 
high-quality data are lacking 
and hampering risk profiling: 
by requiring special declarations 
with detailed information for 
tobacco and tobacco products 
so that the necessary 
investigative actions may be 
undertaken, as envisaged in 

Article 19; subjecting all 
tobacco-related consignments 
entering and exiting free zones 
to risk management screening 
processes; adopting electronic 
recordkeeping and reporting 
practices to enable production 
input to be matched with output; 
linking the information 
technology systems in customs 
and the free zone; and 
obligating recordkeeping from 
manufacturers of tobacco and 
tobacco manufacturing 
equipment to reconcile input 
with production figures;

 • prohibiting the intermingling 
of tobacco with other goods in 
containers: by adopting a policy 
that cigarettes may not be 
shipped in a container that also 
contains other commodities; 
and checking the weight of 
containers to ensure that the 
goods declaration is compatible 
with the contents;

 • promoting greater 
transparency in the 
movement of goods: by 
warehousing and processing 
goods in free zones and through 

the associated financial flows 
(especially concerning the real 
economic beneficiary);

 • harmonizing data: within the 
framework of the Union 
Customs Code, entries and exits 
are checked; minimum 
harmonization of the data is 
necessary to undertake these 
checks (elements of “stock 
accounts”); and

 • securing transit trade: by 
using technology to ensure the 
exchange of information to 
enable customs to identify 
high-risk consignments for 
intervention; requiring transit 
shipments to be processed 
under guarantee or surety, 
using the United Nation’s 
Transports Internationaux 
Routiers Carnet system, where 
applicable; applying risk 
management processes at each 
stage of transit, from the time 
the transit declaration is 
submitted to the time the goods 
exit in transit from the territory; 
fixing the amount of transit 
guarantee, ensuring its 
submission before arrival and 
identifying the necessary control 
measures; affixing seals and 
security measures to the means 
of transport; and using electronic 
customs seals with a special 
mechanism for online tracking 
of the vehicle or container.

Examples from Parties to the Protocol
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In their response to the survey, a 
few Parties highlighted some 
examples they introduced, with 
measures that exceeded their 
obligations under the Protocol. 
These measures helped them to 
tackle the risks and challenges 
inside the free zones and thereby to 
achieve the objectives of curbing 
the illicit trade of tobacco products. 
Two such examples include:

 • ensuring that customs does 
not view free zones as 
extraterritorial: by adopting a 
policy that expressly stipulates 
that goods in free zones fall 
outside the country’s customs 
territory only for duties and 
taxes and remain subject to 
other non-tariff rules and 
procedures; subjecting entities 
operating in free zones to the 
same compliance and 

enforcement practices as those 
operating outside free zones; 
and considering the adoption of 
a policy that expressly prohibits 
manufacturing tobacco 
products in, exporting from 
and importing into and 
transiting such products 
through free zones; and

 • remedying the limited 
customs involvement in 
licensing entities operating in 
free zones: by ensuring that the 
customs agency is actively 
involved in licensing and 
approving entities operating in 
free zones; and considering the 
adoption of a licensing 
condition that expressly 
prohibits manufacturing 
tobacco products in and 
transiting such products 
through free zones.

In addition, several measures 
address more than one article of 
the Protocol and predominantly 
tackle additional risks in the free 
zones. As reported by a Party, one 
such measure is:

 • ensuring the ability to trace 
cigarette packs across the 
supply chain: by marking 
cigarettes and tobacco products 
manufactured in free zones with 
a secure unique identifier and 
non-removable tamper-evident 
visible security features, using a 
solution that is independent 
from the tobacco industry.



–  13  –

References
1. Facility for Investment Climate Advisory Services (FIAS). Special economic zones 

– performance, lessons learned, and implications for zone development. Washington, 
DC: World Bank Group; 2008 (http://documents.worldbank.org/curated/
en/343901468330977533/pdf/458690WP0Box331s0April200801PUBLIC1.pdf, 
accessed 18 November 2020).

2. Omi K. “Extraterritoriality” of free zones: the necessity for enhanced customs 
involvement. Brussels: World Customs Organization; 2019 (WCO Research Paper No. 
47; http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/research/research-
paper-series/47_free_zones_Customs_involvement_omi_en.pdf?la=en, accessed 18 
November 2020).

3. Definitions. In: International Convention on the Simplification and Harmonization of 
Customs Procedures. Brussels: World Customs Organization; 2008 (http://www.
wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-
tools/conventions/kyoto-convention/revised-kyoto-convention/body_gen-annex-
and-specific-annexes.pdf?la=en, accessed 26 February 2021).

4. Free zones: benefits and costs. OECD Observer. 2009;275 (https://oecdobserver.org/
news/archivestory.php/aid/3101/Free_zones:_Benefits_and_costs.html, accessed 26 
February 2021).

5. Polner M, Kagawa S. Addressing challenges related to Customs controls in free zones. 
WCO News. 2018;87 (https://mag.wcoomd.org/magazine/wco-news-87/addressing-
challenges-related-to-customs-controls-in-free-zones, accessed 26 February 2021).

6. List of Contracting Parties to the RKC. Brussels: World Customs Organization; 2021 
(http://www.wcoomd.org/-/media/wco/public/global/pdf/about-us/legal-instruments/
conventions-and-agreements/revised-kyoto/pg0308ea.pdf?la=en, accessed 26 
February 2021).

7. Recommendation of the Council on countering illicit trade: enhancing transparency 
in free trade zones. Paris: Organisation for Economic Co-operation and Development; 
2019 (OECD/LEGAL/0454; https://legalinstruments.oecd.org/en/instruments/OECD-
LEGAL-0454, accessed 26 February 2021).

8. SAFE Framework of Standards. Brussels: World Customs Organization; 2018 (http://
www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-
and-tools/tools/safe-package/safe-framework-of-standards.pdf?la=en, accessed 26 
February 2021).

9. United Nations Convention against Illicit Traffic in Narcotic Drugs and Psychotropic 
Substances. In: The International Drug Control Conventions. Vienna: United Nations 
Office on Drugs and Crime; 2013 (https://www.unodc.org/documents/commissions/
CND/Int_Drug_Control_Conventions/Ebook/The_International_Drug_Control_
Conventions_E.pdf, accessed 26 February 2021).

10. Derived from Art. 4.1(a) (General obligations) of the Protocol to Eliminate Illicit Trade in 
Tobacco Products. Geneva: World Health Organization; 2013 (https://www.who.int/
fctc/protocol/illicit_trade/protocol-publication/en, accessed 26 February 2021).

11. Sou G, Preece R. Reducing the illicit trade in tobacco products in the ASEAN region: a 
review of the Protocol to Eliminate Illicit Trade in Tobacco Products. World Customs J. 
2013;7:65–92 (https://worldcustomsjournal.org/Archives/Volume%207%2C%20
Number%202%20(Sep%202013)/07%20Sou%20and%20Preece.pdf, accessed 26 
February 2021).

12. Compendium of authorized economic operator programmes. Brussels: World 
Customs Organization; 2019 (http://www.wcoomd.org/en/topics/facilitation/
instrument-and-tools/tools/aeo-compendium.aspx, accessed 26 February 2021).

13. Intelligence and Risk Management Programme [website]. Brussels: World Customs 
Organization; 2021 (http://www.wcoomd.org/en/topics/enforcement-and-
compliance/activities-and-programmes/intelligence-and-risk-management-
programme.aspx, accessed 26 February 2021).

14. Transit handbook: to establish effective transit schemes for LLDCs. Brussels: World 
Customs Organization; 2014 (http://www.wcoomd.org/-/media/wco/public/global/pdf/
topics/facilitation/instruments-and-tools/tools/transit/transit-handbook.
pdf?db=web, accessed 26 February 2021).

15. Transit guidelines: route for efficient transit regime. Brussels: World Customs 
Organization; 2017 (http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/
facilitation/instruments-and-tools/tools/transit/transit-guidelines.pdf?db=web, 
accessed 26 February 2021).

http://documents.worldbank.org/curated/en/343901468330977533/pdf/458690WP0Box331s0April200801PUBLIC1.pdf
http://documents.worldbank.org/curated/en/343901468330977533/pdf/458690WP0Box331s0April200801PUBLIC1.pdf
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/research/research-paper-series/47_free_zones_Customs_involvement_omi_en.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/research/research-paper-series/47_free_zones_Customs_involvement_omi_en.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/conventions/kyoto-convention/revised-kyoto-convention/body_gen-annex-and-specific-annexes.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/conventions/kyoto-convention/revised-kyoto-convention/body_gen-annex-and-specific-annexes.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/conventions/kyoto-convention/revised-kyoto-convention/body_gen-annex-and-specific-annexes.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/conventions/kyoto-convention/revised-kyoto-convention/body_gen-annex-and-specific-annexes.pdf?la=en
https://oecdobserver.org/news/archivestory.php/aid/3101/Free_zones:_Benefits_and_costs.html
https://oecdobserver.org/news/archivestory.php/aid/3101/Free_zones:_Benefits_and_costs.html
https://mag.wcoomd.org/magazine/wco-news-87/addressing-challenges-related-to-customs-controls-in-free-zones
https://mag.wcoomd.org/magazine/wco-news-87/addressing-challenges-related-to-customs-controls-in-free-zones
http://www.wcoomd.org/-/media/wco/public/global/pdf/about-us/legal-instruments/conventions-and-agreements/revised-kyoto/pg0308ea.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/about-us/legal-instruments/conventions-and-agreements/revised-kyoto/pg0308ea.pdf?la=en
https://legalinstruments.oecd.org/en/instruments/OECD-LEGAL-0454
https://legalinstruments.oecd.org/en/instruments/OECD-LEGAL-0454
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/safe-package/safe-framework-of-standards.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/safe-package/safe-framework-of-standards.pdf?la=en
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/safe-package/safe-framework-of-standards.pdf?la=en
https://www.unodc.org/documents/commissions/CND/Int_Drug_Control_Conventions/Ebook/The_International_Drug_Control_Conventions_E.pdf
https://www.unodc.org/documents/commissions/CND/Int_Drug_Control_Conventions/Ebook/The_International_Drug_Control_Conventions_E.pdf
https://www.unodc.org/documents/commissions/CND/Int_Drug_Control_Conventions/Ebook/The_International_Drug_Control_Conventions_E.pdf
https://www.who.int/fctc/protocol/illicit_trade/protocol-publication/en
https://www.who.int/fctc/protocol/illicit_trade/protocol-publication/en
https://worldcustomsjournal.org/Archives/Volume%207%2C%20Number%202%20(Sep%202013)/07%20Sou%20and%20Preece.pdf
https://worldcustomsjournal.org/Archives/Volume%207%2C%20Number%202%20(Sep%202013)/07%20Sou%20and%20Preece.pdf
http://www.wcoomd.org/en/topics/facilitation/instrument-and-tools/tools/aeo-compendium.aspx
http://www.wcoomd.org/en/topics/facilitation/instrument-and-tools/tools/aeo-compendium.aspx
http://www.wcoomd.org/en/topics/enforcement-and-compliance/activities-and-programmes/intelligence-and-risk-management-programme.aspx
http://www.wcoomd.org/en/topics/enforcement-and-compliance/activities-and-programmes/intelligence-and-risk-management-programme.aspx
http://www.wcoomd.org/en/topics/enforcement-and-compliance/activities-and-programmes/intelligence-and-risk-management-programme.aspx
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/transit/transit-handbook.pdf?db=web
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/transit/transit-handbook.pdf?db=web
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/transit/transit-handbook.pdf?db=web
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/transit/transit-guidelines.pdf?db=web
http://www.wcoomd.org/-/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/transit/transit-guidelines.pdf?db=web


–  14  –

Annex 1. Questionnaire for the survey to Parties 
on experiences, good practice and challenges

QUESTIONS RESPONSE/COMMENTS

NAME OF COUNTRY:

STAFFING

Number of staff working in the whole tax administration

Number of staff working on excise matters

Number of staff working in customs

ESTIMATES FOR THE PREVALENCE OF ILLICIT TOBACCO

Is the country largely a source, transit or destination country for 
illicit tobacco? ☐ Source ☐ Transit ☐ Destination

Please provide details, if available. Please provide as much detail as possible

FREE TRADE ZONES

Number of free zones in the country

Number of tobacco manufacturing facilities IN zones

Number of tobacco manufacturing facilities in the country, 
OUTSIDE OF zones

What specific benefits accrue to entities in zones? (Tick all that apply)

Duty deferral on exports ☐

Inverted tariff preference (for example, lower duty paid on 
finished goods than on imported components or raw materials)

☐

Reduced reporting requirements – less detailed reporting ☐

Reduced reporting requirements – less frequent reporting ☐

Less frequent inspections and audits ☐

No inspections and audits ☐

No or reduced sureties required ☐

Less scrutiny of consignments in transit ☐

No scrutiny of consignments in transit ☐

Less stringent licensing requirements ☐

Fewer physical stops or unpacks of containers ☐

Other (please specify) ☐ Please provide as much detail 
as possible
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EXTRATERRITORIALITY (open-ended questions)

To what extent is compliance in free trade zones enforced? Please provide as much detail as possible

To what extent is compliance enforced in respect of transit trade 
or transhipments Please provide as much detail as possible 

To what extent is customs involved in approving entities 
operating in free trade zones? Please provide as much detail as possible 

Are data kept on the volumes of tobacco and related inputs 
(such as raw leaf tobacco, filters and filter material, paper, 
packaging etc.) that enter, are handled and are exported from 
free trade zones?

☐ Yes ☐ No

Does the agency conduct any analysis comparing the volumes 
of cigarettes exported to the volumes of cigarettes imported 
into declared destination countries?

☐ Yes ☐ No

ROLE OF FREE TRADE ZONES OUTSIDE OF THE COUNTRY (open-ended question)

To what extent ARE illicit packs on the local market believed to 
come from free trade zones in other countries? Please provide as much detail as possible 

GOOD SUPPLY CHAIN SECURITY PRACTICES

Are there any “know your customer” obligations on tobacco 
manufacturers to limit their sales and business transactions to 
known entities; and making all business transactions conditional 
on the company’s trading partners maintaining good supply 
chain security practices?

☐ Yes ☐ No

Are there any legal obligations on free trade zone–domiciled 
companies (such as importers, exporters and distributors) to 
provide calculations and estimates or other proof that their 
export volumes match the legitimate demand in the destination 
country? (“commensurate demand calculations”)

☐ Yes ☐ No

Which security features do tax stamps for tobacco products contain (mark all that are applicable with an “X”)? 

None ☐

Alpha-numeric codes from tobacco industry ☐

Alphanumeric codes from other solution providers ☐

Visible security features ☐

Invisible security features ☐

Taggants ☐

Machine-readable codes, such as bar codes and QR codes ☐

Forensic security features ☐

Non-removable or tamper-evident ☐

Other (please specify) ☐ Please provide as much detail 
as possible 

Unknown ☐

EFFECTIVENESS OF MARKING OF TOBACCO PRODUCTS

Does the way cigarette packs are marked… (check all that are applicable)

... make it possible to identify their origin – that is, at which 
factory they were manufactured? ☐ Yes ☐ No

... enable identifying their movement through the supply chain, 
that is, from manufacturer to distributor to retailer, etc.? ☐ Yes ☐ No

... indicate their intended final destination (such as “for export 
only” or “for sale in country X only”)? ☐ Yes ☐ No



–  16  –

How are tobacco products that are held or moved under suspension of duties monitored and controlled? 
(mark all that are applicable with an “X”)? 

No or limited controls ☐

Documentary controls only ☐

Basic container seals ☐

Smart seals ☐

Transports Internationaux Routiers Carnet or other surety ☐

Electronic or other tracking controls (such as RFID or GPS) ☐

Prohibition on co-mingling of tobacco products in a container 
with other products 

☐

Other (please specify) ☐ Please provide as much detail 
as possible

How is the intermingling of tobacco in a container with other 
goods managed? Please provide as much detail as possible

If “other” means are used to enforce prohibition on 
intermingling of tobacco with other commodities in containers, 
please provide details

Please provide as much detail as possible

USE OF ADVANCED TECHNIQUES

To what extent are the following advanced techniques used in clamping down on illicit tobacco?

Special investigative techniques: controlled deliveries 
surveillance; undercover operations Please provide as much detail as possible

Use of intelligence from other law enforcement 
agencies Please provide as much detail as possible

Joint operations with other government agencies Please provide as much detail as possible

Traceability of containers or consignments using 
technology, such as RFID, GPS etc. Please provide as much detail as possible

Business intelligence software and analytics Please provide as much detail as possible

Joint enforcement interventions with industry Please provide as much detail as possible

Multi-tax audit and inspection teams (excise, 
customs, VAT and income tax) Please provide as much detail as possible

Post-seizure investigations Please provide as much detail as possible

Money-laundering and follow-the-money-type 
investigations Please provide as much detail as possible

ADDITIONAL COMMENTS

Has the agency adopted any specific good practice 
measures or initiatives that have allowed it to manage 
the risk of illicit goods being manufactured in or 
transited through free trade zones? 

☐ Yes ☐ No

Has the agency adopted any specific good practice 
measures or initiatives that have allowed it to better 
manage the risk of illicit goods IN TRANSIT?

☐ Yes ☐ No

Has the agency adopted any specific good practice 
measures or initiatives in respect of prohibiting the 
INTERMINGLING of tobacco products in a container 
with other products?

☐ Yes ☐ No

Other observations on the management of free trade 
zones, transit trade and intermingling of tobacco in a 
container with other goods?

Please provide as much detail as possible
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Annex 2. Revised Kyoto Convention, Specific 
Annex D, Chapter 2

Definition
For the purpose of this Chapter:

E1./ F1.

“free zone” means a part of 
the territory of a Contracting 
Party where any goods 
introduced are generally 
regarded, insofar as import 
duties and taxes are 
concerned, as being outside 
the Customs territory.

Principle
1. Standard 
The Customs regulations applicable 
to free zones shall be governed by 
the provisions of this Chapter and, 
insofar as applicable, by the 
provisions of the General Annex.

Establishment and 
control
2. Standard 
National legislation shall specify the 
requirements relating to the 
establishment of free zones, the 
kinds of goods admissible to such 
zones and the nature of the 
operations to which goods may be 
subjected in them.

3. Standard 
The Customs shall lay down the 
arrangements for Customs control 
including appropriate requirements 
as regards the suitability, 
construction and layout of free 
zones.

4. Standard 
The Customs shall have the right to 
carry out checks at any time on the 
goods stored in a free zone.

Admission of goods
5. Standard

Admission to a free zone shall be 
authorized not only for goods 
imported directly from abroad but 
also for goods brought from the 
Customs territory of the 
Contracting Party concerned.

6. Recommended Practice 
Admission to a free zone of goods 
brought from abroad should not be 
refused solely on the grounds that 
the goods are liable to prohibitions 
or restrictions other than those 
imposed on grounds of:

 • public morality or order, public 
security, public hygiene or 
health, or for veterinary or 
phytosanitary considerations; or

 • the protection of patents, trade 
marks and copyrights,

irrespective of country of origin, 
country from which arrived or 
country of destination.

Goods which constitute a hazard, 
which are likely to affect other 
goods or which require special 
installations should be admitted 
only to free zones specially 
designed to receive them.

7. Standard 
Goods admissible to a free zone 
which are entitled to exemption 
from or repayment of import duties 
and taxes when exported shall 
qualify for such exemption or 
repayment immediately after they 
have been introduced into the free 
zone.

8. Standard 
Goods admissible to a free zone 
which are entitled to exemption 
from or repayment of internal 

duties and taxes when exported 
shall qualify for such exemption or 
repayment after they have been 
introduced into the free zone.

9. Recommended Practice 
No Goods declaration should be 
required by the Customs in respect 
of goods introduced into a free 
zone directly from abroad if the 
information is already available on 
the documents accompanying the 
goods.

Security
10. Recommended Practice 
The Customs should not require 
security for the admission of goods 
to a free zone.

Authorized operations
11. Standard 
Goods admitted to a free zone shall 
be allowed to undergo operations 
necessary for their preservation 
and usual forms of handling to 
improve their packaging or 
marketable quality or to prepare 
them for shipment, such as 
breaking bulk, grouping of 
packages, sorting and grading, and 
repacking.

12. Standard 
Where the competent authorities 
allow processing or manufacturing 
operations in a free zone, they shall 
specify the processing or 
manufacturing operations to which 
goods may be subjected in general 
terms and/or in detail in a 
regulation applicable throughout 
the free zone or in the authority 
granted to the enterprise carrying 
out these operations.



–  18  –

Goods consumed 
within the free zone
13. Standard 
National legislation shall 
enumerate the cases in which 
goods to be consumed inside the 
free zone may be admitted free of 
duties and taxes and shall lay 
down the requirements which 
must be met.

Duration of stay
14. Standard 
Only in exceptional circumstances 
shall a time limit be imposed on 
the duration of the stay of goods in 
a free zone.

Transfer of ownership
15. Standard 
The transfer of ownership of 
goods admitted to a free zone shall 
be allowed.

Removal of goods
16. Standard 
Goods admitted to or produced in 
a free zone shall be permitted to be 
removed in part or in full to another 
free zone or placed under a 
Customs procedure, subject to 
compliance with the conditions and 
formalities applicable in each case.

17. Standard 
The only declaration required for 
goods on removal from a free zone 
shall be the Goods declaration 
normally required for the Customs 
procedure to which those goods 
are assigned.

18. Recommended Practice 
Where a document must be 
produced to the Customs in 
respect of goods which on removal 
from a free zone are sent directly 
abroad, the Customs should not 
require more information than 
already available on the documents 
accompanying the goods.

Assessment of duties 
and taxes
19. Standard 
National legislation shall specify the 
point in time to be taken into 
consideration for the purpose of 
determining the value and quantity 
of goods which may be taken into 
home use on removal from a free 
zone and the rates of the import 
duties and taxes or internal duties 
and taxes, as the case may be, 
applicable to them.

20. Standard 
National legislation shall specify the 
rules applicable for determining 
the amount of the import duties 
and taxes or internal duties and 
taxes, as the case may be, 
chargeable on goods taken into 
home use after processing or 
manufacturing in a free zone.

Closure of a free zone
21. Standard 
In the event of the closure of a free 
zone, the persons concerned shall 
be given sufficient time to remove 
their goods to another free zone or 
to place them under a Customs 
procedure, subject to compliance 
with the conditions and formalities 
applicable in each case.
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