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EXECUTIVE SUMMARY

On August 6, 1984, the United States Trade Representative, on behalf of
the President, requested the United States International Trade Commission to
institute an investigation pursuant to section 332(g) of the Tariff Act of
1930, as to the effect of origin rules on the competitive position of U.S.
imports and exports. The investigation was to examine complaints made by U.S.
industries and exporters with respect to the discriminatory effect of rules of
origin applied by the United States and its major trading partners. 1/

On September 4, 1984, the Commission instituted its investigation

(No. 332-192), a notice of which was published in the Federal Register on

September 12, 1984 (49 F.R. 35876). 2/ A public hearing was held in
Washington on January 29, 1985, at which time all interested parties were
afforded an opportunity to present information and data for consideration by
the Commission. 3/ The information in this report was obtained from
fieldwork, the Commission's files, the U.S. Customs Service, the Department of
Commerce, the Offices of the U.S. Trade Representative in Washington and |
Geneva, private individuals and organizations, and responses to Commission
questionnaires. 4/

The report is divided into several parts. The first and second parts
describe the scope and application of origin rules generally and those

currently in effect in the United States, the European Economic Community,

1/ The request from the United States Trade Representative is reproduced in
Appendix A.

2/ A copy of the Notice of Investigation is reproduced in Appendix B.

3/ Lists of witnesses who testified at the hearing and of persons who
submitted written statements appear in Appendix C.

4/ Copies of the questionnaires are reproduced in Appendix D.
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Canada, Japan, and Hong Kong. 1In order to study the trade effects of rules of
origin on U.S. imports and exports it was necessary to first"make a
compilation of the various‘national rules of origin as they currently exist.
Although compilations have previously been made, some covering the rules in
operation for a particular preferential tariff program, none were considered
to be sufficiently comprehensive for use in this study covering rules of
origin that are applicable for all purposes. Subsequent parts cover the
status of origin studies conducted by various international organizations, the
economic impact of origin rules, complaints by U.S. industry, the‘significance
of rules in the negotiation of trade agreements, and proposals for uniform
rules of origin.

Rules of origin are those laws, regulations, and administrative practices
that are applied to ascribe a country of origin to products in international
trade. Attention has recently been directed to rules of origin due to the in-
creasing number and diversity of preferential programs and to the apparent
growth of trade in goods processed in more than one country. Although a
product may be the result of processing operations carried out in several
countries, the formulation and administration of trade laws requires each
article to be deemed the product of one (and only one) country. Review of the
information gathered for this report reveals that origin rules are used for
two separate and distinct purposes: (1) as a frame of reference to ascribe
origin generally, and (2) as a means of qualification to determine the
eligibility of imported goods for particular preferential or nonpreferential

treatment. The preferential and nonpreferential schemes of each of the
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countries examined in this report attempt to maintain internal consistency
with respect to country-of-origin findings; that is, goods considered to be
the product of country A fbr nonpreference purposes will not be considered to
be a product of another country for purposes of preferential treatment.
However, because rules for preferential programs are usually more restrictive
than nonpreferential rules, not all products of country A will necessarily be
entitled to special treatment.

Because of the linkage between the two types of schemes, nonpreferential
origin rules can have a significant effect on the eligibility of goods for
preferential treatment.K\Yet, in the nonpreferential origin rules examined,
including those of the Uﬁited States, little guidance is provided with respect
to how origin is to be determined. The schemes examined all rely on the so-
called substantial transformation test which is stated in various forms and
generally applied on a case-by-case basis. For example, no current statute
prescribes the mechanics for determining the nonpreferential origin of U.S.
imports; and only recently, in the case of textiles, has the United States
issued product-specific rules‘of origin.

The substantial transformation rule tends to favor conferring origin on
the last country of manufacture. It focuses on whether the operations
performed in that country were economically significant, but it does not
require comparison of operations performed in each country of manufacture to
determine which made the major contribution. Because a high degree of
economic contribution is not necessarily required to satisfy the rule, the

rule is often not considered effective as a basis for administering
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preferential programs. For the same reason, the rule can be enployed by
importers seeking to avoid the effects of country-specific trade restrictions
such as quotas or antidumping duties. It is not unusual, therefore, to find
that rules of origin for preferential programs tend to specify additional and
stringent minimum standards of contribution so as to avoid the possibility of
trade being deflected through preference-eligible countries solely to qualify
for special treatment.

wWhile nonpreferential rulesAof origin can be characterized as uncodified,
general, and ambiguous, the additional requirements contained in rules
controlling the application of preferential prograns tend to be codified,
specific, and restrictive. As a group, preferential rules are clearly
distinguishable from nonpreferential cules. Nonetheless, there are also wide
differences among preferential rules due to the variation in local-content
requirements and the application of origin-conferring standards peculiar to

each program.

As noted in the section of this report titled Uniform Rules of origin
(pages 102-107), a number of interested persons commented favorably on the
concept of harmonizing rules of origin internationally, and some even
submitted specific draft rules for consideration. The notion of an interna-
tional rule of origin is not new, as several unsuccessful attempts to draft
such a rule demonstrate. Currently there is no well-defined universally
accepted rule of origin. The GATT creates no specific obligations as to rules
of origin and therefore permits each contracting party to apply its own system

of rules. 1In fact, the absence of an effective rule has seriously hampered
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the Commission's ability to obtain useful data with which to assess the effects
§f origin rules on the competitive position of U.S. imports and exports.

A well defined system of harmonized rules of origin would provide a much-
needed and transparent frame of reference for administering international
obligations, for identifying discriminatory practices, for affording the
international trade community with a consistent and reliable basis for
determining the legal origin of goods, and for providing a more satisfactory
foundation for the publication of trade information by country.

It is not within the scope of this study to arrive at a conclusion
regarding a substantive basis for harmonization of rules of origin. However,
it is clear‘that for an international origin system to be truly useful it
would have to be acceptgble for the purpose of governing economic programs
operating on a selective-country basis. Therefore, the determination of
origin should be founded on economically sound and technically relevant
criteria. Based on the information currently available to the Commission, it
would appear that the conceﬁt of substantial transformation alone, as it is
applied in a discretionary manner, would not serve this aim. Further study of
this question is needed in order that alternative bases for harmonization
could be considered.

During the course of this investigation a number of specific complaints
were registered regarding discriminatory effects of rules of origin applied by
the United States and its trading partners. The Commission has prepared a

compilation of 94 complaints regarding foreign origin rules. 1/ A

1/ The complaints are summarized in Appendix P and were compiled from the
following sources: U.S. Trade Representative files; Department of Commerce
files; nontariff measures data base of the Department of Commerce; written
submissions filed in connection with this investigation; and questionnaire
responses received in this investigation.




comprehensive list of complaints reported to the various U.S. Government
agencies concerned did not previously exist.

Complaints by textile:interests primarily concerned recently promulgated
customs regulations clarifying rules for determining the country of origin for
textiles. While a number of issues were raised with respect to the substance
of the rules, most complaints centered on the stricter documentation require-
ments and on the fact that the regulations were implemented~with little
advance warning.

U.S. marking rules were also the subject of complaints. These ranged from
complaints regarding the proper marking of goods of Chinese origin to
complaints that the Customs Service does not enforce the marking statute in a
sufficiently vigorous manner.

A large number of complaints concerned the European Economic Community-
European Free Trade Area (EEC-EFTA) rules of origin. The complainants
contended that the rules are unnecessarily restrictive.

Rules of origin do have an economic effec£ on trade. However, since the
effect of a rule of origin cannot be isolated fr&m all of the other factors
that contribute to business decision making, it is not possible to quantify
the impact.

Questionnaire information points to some effects origin rules can have on
United States business in terms of lost sales and costs‘of compliance.
However, industry respondents were only able to provide us with very broad

estimates concerning these factors. Several respondents did indicate that
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they have altered their sourcing patterns or moved their manufacturing
facilities because of the effects of rules of origin.

Rules of origin'ﬁave a particularly significant impact in the textiles
area because the manufacture of such products involves many production
processes, often performed in more than one country. The new textile rules
are expected to have the biggest impact on imports from Hong Kong and China.
This is due to the fact that a considerable volume of materials from other
countries is processed in Hong Kong, and China is a major supplier of

materials for such processing in Hong Kong.







INTRODUCTION

Rules of Origin

For purposes of this investigation, rules of origin are those laws,
regulations, and administrative practices that are applied to ascribe a
country of origin to products in international trade. Origin rules include
those appiicable for purposes of statistical reporting, application of
most-favored-nation (MFN) treatment, and various preferential tariff programs.

Over the years, there has been an apparent increase in the trade of
products that were either produced from components that originated in more
than one coﬁntry or assembled in countries that did not produce their
constituent parts. Interestingly, although duty rates and other trade
barriers have been decreasing around the world, rules of origin have, in many
instances, been applied more restrictively. This is due largely to the
increased number of preferential tariff programs, which afford differing rates
of duty to a product depending upon its country of origin. To the extent that
countries depart from the application of MFN treatment, the problems associated
with determining the origin of goods will probably become more numerous.

Table 1 provides some indication of the importance of preferential and

special tariff programs in relation to overall U.S. import trade.




Table 1. Total U.S. imports and imports
under selected programs, 1983

(In millions of dollars)

Source or program Value
All imports from all countries 1/ 254,043
Imports from MFN countries 1/ 253,352
Imports under GSP program 10,747
Imports under APTA program 16,563
Imports of certified hand-loomed/folklore products 11
Imports under Civil Aircraft Agreement program 2,890
Imports under TSUS 806.30 (gross value) 471
Imports under TSUS 807.00 (gross value) 21,374
Imports from U.S. possessions 2/ 3,470

1/ Does not include imports from U.S. posessions.
2/ Covers shipments from Virgin Islands, Guam, and American Samoa.

Source: Derived from official statistics of the U.S. Departﬁent of

Commerce.

In addition to their use in determining origin for application of
country-based special prograﬁs, rules of origin are also necessary for the
collection of accurate statistical data on a country basis, which are needed
for the study of trade flows and economic trends and for use in trade negotia-
tions. Another need for origin rules is in the administration of quantitative
restrictions (quotas).

When a product is wholly produced or wholly obtained in a single country,
there is no question as to its country of origin. However, when materials
from more than one country go into the manufacture of a product, or when
materials from one or morekcountries are sent to one or more other countries
for manufacturing, processing, assembly, packaging, or other operations before
importation into the country that is the final destination of the product, it

may be very difficult to determine which country should be considered the




country of origin. 1In such situations, it is necessary to apply a rule of
origin.

In most countries, there are two categories of origin rules. One
category is composed of the rules applicable to country of origin
determinations for nonpreferential purposes, such as statistical record-
keeping or marking. These rules are generally based on ascertaining the
country where the components underwent the last substantial transformation
prior to importation. The oiher category of rules is composed of those
applicable to determinations of eligibility for preferential tariff treatment,
normally granted on a "country" basis: i.e., a particular definition of !
country ‘'of origin is used to limit the application of the preference. Only
those products that, under the requirements of the particular tuie in effect,
are considered products of a country entitled to the preference will receive
the benefit. Thus, if the rule of origin applicable to a preference program
is more stringent than tﬁe nonpreferential rule, a product could be deemed to |
originate in a particular country for nonpreferential purposes, but still not
qualify as the product of that country for purposes of the preference.

As each country and each preference program have distinct policy
objectives, the criteria used to determine country of origin vary from program
to program and from country to country. For example, MFN treatment constitutes
the cornerstone of treatment expected to be graﬁted and received by all
contracting parties to the General Agreement on Tariffs and Trade (GATT).
Mowever, since no specific rule of origin is mandated in the GATT, the
eontracting parties have developed their own distinct rules for purposes of

their GATT obligations.
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Rules of origin are of several types, including, among others, the
following: rules requiring a substantial transformation or sufficient work or
processing; rules including a value-added criterion; and rules requiring a

change in tariff heading. Rules in the first category require that there must

be work or processing sufficient to substantially transform the article or
components into a new article of commerce in the country of origin. Rules in
the second category require a substantial transformation of the goods,
together with a specified amount of value added in the country of origin: that
is, such rules require that a certain percentage of the value of the final
product be added in, or attributed to, the country that is considered the
country of origin. The change-in-tariff-heading rule requires that, to confer
origin in a particular country, the goods must have undergone sufficient
processing in that country to change the tariff heading of the goods from the
heading applicable fo the product or materials that entered that country. 1In
addition to these rules, there are other rules of origin that combine elements
of more than one of these rules.

In the United States, the country of origin of a product is generally the
last country in which the goods underwent a substantial transformation.
Substantial transformation is defined in U.S. Customs Service Regulations for
some purposes, such as marking, application of the Generalized System of
Preferences, the Caribbean Basin initiative, and the preference for products
of insular possessions. Many of these preference programs combine a value-

added requirement with the substantial transformation requirement. Substantial




.ransformation has also been defined in cases brought before the Court of
International Trade (formerly the Customé Court) and the Court of Appeals for
he Federal Circuit (formerly the Court of Customs and Patent Appeals). A
‘ecent development is the publication of proposed regulations clarifying the
sules for determining the country of origin of textile products subject to
restraint agreements.

In the European Economic Community (EEC), origin is defined in EEC
tegulation 802/68 for purposes of the application of MFN duty rates,
luantitative restrictions on goods, and other nonpreferential purposes. This
regulation provides that a product will be ''regarded as originating in the
tountry in which the last substantial process or operation that is
iconomically justified was performed, having been carried out in an
indertaking equipped for the purpose, and resulting in the manufacture of a
\ew product or représenting an important stage of manufacture." Regulation
102/68 also provides for the promulgation of "secondary" regulations providing
wre detailed origin criteria for certain products. Each of the various
referential tariff programs to which the EEC is a party has its own rules of
wigin. Generally, these rules define country of origin as the country in
Mich a new product was formed that is classifiable under a different
‘0§L~digit Common Customs Tariff heading from the headings applicable to its
jomponent parts. The change-in-tariff-heading rule has a list of exceptions

pplicable to certain products.




Canada requires that a manufactured article must have been substantially
transformed to its condition as exported to Canada in the country of origin.
Preferential origin determinations are made on the basis of the satisfaction
of certain minimum percentage content requirements. Generally, not less than
50 percent of the cost of production of the goods must be attributable to the
industry of a country entitled to the preference.

Japan applies a rule of origin which requires a substantial transforma-
tion, generally evidenced by a change in tariff heading. There are some
exceptions to this requirement.

In order to be considered a product of Hong Kong (for purposes of the
issuance of a Certificate of Hong Kong Origin) an article must have undergone
a manufacturing process in Hong Kong that has changed permanently and substan-
tially the shape, nature, form, or utility of the basic materials used in the
manufacture. The specific processing operations that qualify are set out on a

product-by-product basis.

Format of the Report

This report is divided into seven parts. This introduction is followed by
a second part which explains the operation of rules of origin applied by the
United States, the European Economic Community, Canada, Japan, and Hong Kong.

The third part of the“report discusses previous studies concerning rules
of origin conducted by various international organizations. Studies conducted

by the United Nations Conference on Trade and Development, the Organization



for Economic Cooperation and Development, the Customs Cooperation Council, and
the General Agreement‘on Tariffs and Trade are covered.

The fourth part‘of th; report discusses the economic impact of rules of
Qrigin. Although there is general agreement that rules of origin do have an
economic impact, the effect of a rule of origin cannot be isolated from all of
the other factors that contribute to business decision making. Therefore, it
is not possible to quantify the economic impact of a rule of origin. Although
we requested U.S. importers #nd exporters to provide us with data concerning
the impact of rules of origin, they were unable to provide us with any that
were useful. The fourth part also contains a discussion of the economic
impact of the recent U.S. Customs Service Regulations clarifying the rules for
determining the origin of textiles and textile products.

The fifth part covers complaints filed by U.S. industry concerning
problems experienced as a result of the application of rules of origin.

The sixth part discusses the significancelof rules of origin in the
negotiation and application of trade agreements. Since the General Agreement
on Tariffs and Trade contains no common rule of origin to be used in
determining the country of origin of products for purposes of implementation
of the various articles of the agreement, each contracting party applies its
own rules.

The last paft discusses the prospects for a uniform international system
of ruleg of origin. There seems to be general agreement that a harmonization
of international rules is desirable. Specific suggestions regarding what the

rules should be are discussed.




RULES OF ORIGIN AND THEIR OPERATION

Rules of Origin of the United States

An identification of the country of origin of goods is required for all
commercial shipments into the United States. The appropriate customs form
must be used, containing the importer's declaration as to the origin of the
goods, and, where required, a certificate of origin.

Products wholly obtained in one country have that country as their
otigin. The term "wholly obtained" is not, however, defined in United States
statutes. When more than one country is involved in the manufacture of a
product, the country of origin of the goods is generally the last country in
which the goods underwent a substantial transformation. "Substantial trans—
formation" is defined in U.S. Customs Service Regulations for purposes of some

origin determinations, but not for all. 1/

Nonpreferential Origin Determinations

The need to determine the nonpreferential origin of imported goods arises
primarily because of the U.S. marking statute (19 U.S.C. 1304(a)). This law
provides that every article of foreign origin imported into the United States
must be "marked in a conspicuous place as legibly, indelibly, and permanently
as the nature of the article (or container) will permit in such manner as to
indicate to an ultimate purchaser in the United States the English name of the
country of origin of the article." U.S. Customs Service Regulations define

"country of origin" to mean "the country of manufacture, production, or growth

1/ Country of origin is defined in one U.S. statute, 19 U.S.C. 2518, for
purposes of the Agreement on Government Procurement. See pages 35-36 of this
report.



of any article of foreign origin entering the United States. Further work or
material added to an article in another country must effect a substantial
transformation in order to render such other country the 'country of origin'
within the meaning of this part" (19 CFR 134.1(Db)).

A number of judicial opinions have interpreted "substantial transforma-

tion" for purposes of the marking statute. In Uniroyal, Inc. v. United States

(542 F. Supp. (1982), aff'd., 702 F. 2d 1022 (1983)), the Court of Appeals for
the Federal Circuit affirmed the finding of the Court of International Trade
that a manufacturing process in which outsoles were attached to imported
footwear uppers did not effect a "substantial transformation" of the
merchandise. The cartons in which the uppers were packed, but not the uppers
themselves, had been marked "made in Indonesia". However, the footwear uppers
had to be excluded from entry since they carried no indication of the country
of origin to the ultimate purchaser of the merchandise in the United States.
The court looked to the following customs regulation for a definition of
"ultimate purchaser":

The "ultimate purchaser" is generally the last person in

the United States who will receive the article in the form

in which it was imported . . . . (1) If an imported article

will be used in manufacture, the manufacturer may be the

*ultimate purchaser" if he subjects the imported article to

a process which results in a substantial transformation of

the article, even though the process may not result in a

new or different article. (19 CFR 134.1(4))
In effect, this regulation defines what is necessary to change the country of

origin of an article from foreign to United States origin, thereby eliminating

any further need for marking in accordance with 19 U.S.C. 1304.
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The court also made reference to 19 CFR 134.35, which provides as follows:
Articles substantially chan ed by manufacture.

An article used in the United States in manufacture which

results in an article having a name, character, or use

differing from that of the imported article, will be within

the principle of the decision in the case of United States v.

Gibson-Thomsen Co., Inc., 27 C.C.P.A. 267 (C.A.D. 98). Under

this principle, the manufacturer or processor in the United

States who converts or combines the imported article into the

different article will be considered the "ultimate purchaser"

of the imported article within the contemplation of section

304(a), Tariff Act of 1930, as amended (19 U.S.C. 1304(a)),

and the article shall be excepted from marking. The outer-

most containers of the imported articles shall be marked

in accord with this part.
In reaching its conclusion that a substantial transfdrmation of the uppers did
not occur during the manufacturing process, the court pointed out that the
pProcess of attaching the uppers to the outsoles was significantly less time
consuming and less costly than the procesé of manufacturing the upper, and
that the manufacture of the upper required a great deal more in the way of
technical skill. Since the attachment of the outsoles was a minor manufac-—
turing process leaving the identity of the upper intact, the process did not
result in an article having a name, character, or use differing from that of
the imported article. Therefore, since the manufacturer was not the ultimate
purchaser, the fact that the country of origin was indicated to him was not
sufficient.

Section 1304 was amended by the Trade and Tariff Act of 1984 to add new

subsections governing the marking of certain imported pipes, pipe fittings,

compressed gas cylinders, and manhole rings or frames, covers, and assemblies.

The new subsections require that pipes and pipe fittings and manhole rings or
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frames, covers, and assemblies be marked with the English name of the country
of origin by means of die.stamping, cast-in-mold lettering, etching, or engrav-
ing. Compressed gas cylinders are to be marked by means of die stamping,
molding, etching, raised Iettering, or an equally permanent method of marking.
No U.S. statute or regulation defines country of origin for statistical
purposes. Therefore, the marking statute's definition of substantial transfor-
mation is applied. The country of origin of a product imported into the
United States is the last country in which a substantial transformation of any
materials or components imported into that country occurred. Of course, if no
imported materials were used in the manufacture of the product in the country
from which the goods were exported to the United States, the merchandise is
considered "wholly obtained" in that country and clearly has that country as

its country of origin.

Preferential Rules of Oorigin

Most-favored-nation (MFN) treatment

The United States, consistent with its GATT'obligations, sets MFN duty
rates that apply to importations from most countries. These rates appear in
column 1 of the Tariff Schedules of the United States (TSUS) in accordance
with general headnote 3(h), and are applicable to products of all countries
not given special treatmeﬁt in accordance with some other preferential program
set out in general headnote 3. In the absence of a special preference, these
MFN rates apply to all products except those imported directly or indirectly
from one of the Communist countries listed in general headnote 3(f). Products

from Communist countries receive the column 2 duty rate.
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Thus, the country of origin of any imported product must be determined in
order to ascertain whether the column 1 or colunn 2 rate of duty will apply.
This determination is made by applying principles obtained by judicial
precedent.

Several court cases have challenged the U.S. Customs Service's application

of column 2 duty rates. In Greenhalgh Mills Corp. v. United States (576 F.

Supp. 646 (1983)), the Court of International Trade held that certain looms
and accessories manufactured in Czechoslovakia had become a bona fide part of
English commerce and were thus entitled to assessment of the column 1 duty
rate when imported into the United States. The Court focused on the fact that
the looms had been in operation in England for a period of twelve years and
had been purchased in England with no intention of eventually reselling them
in the United States. The Court concluded that the merchandise had divested
itself of its status of being from a communist country. The case was affirmed
on appeal to the Court of Appeals for the Federal Circuit. 1/ The lower court

referred to the language in United States v. Hercules Antiques, The Danwill

Company (44 CCPA 209, C.A.D. 662 (1957)) for the principle that the language
“imported indirectly"” is intended to include merchandise that had been
separated from the country in which it originated by something more than mere
passage through, or transshipment in, an intermediate country. However,

Hercules Antiques indicated that merchandise can be divested of its status as

an import, direct or indirect, from a commmunist country if it actually

becomes a bona fide part of the commerce of the intermediate country.

1/ The Court of Appeals decision, Appeal No. 84-807 (September 26, 1984), is
an unpublished decision which the Court said is to be limited to the unusual
facts of the case.
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In Belcrest Linens v. United States (573 F. Supp. 1149 (1983); aff'd 741

F. 2d 1368 (1984)), embroidered cotton pillowcases were held to be a product
of Hong Kong, rather than of China, and thus were subject to the lower column
1 duty rate. Bolts of embroidered cotton percale fabric originating in the
People's Republic of China were shipped to Hong Kong where the fabric was cut
at predetermined markings, scalloped, sewn, and hemmed. The Court held that
the merchandise was a product of Hong Kong because it underwent processes
there which created a new article of commerce with a new name, use, and
identity.

Generalized System of Preferences

The U.S. Generalized System of Preferences (GSP) was established by the
Trade Act of 1974 and gives the President the authority to grant duty-free
treatment to eligible products of designated beneficiary countries. General
hoadnote 3(c)(i) of the TSUS lists the countries that are designated benefi-
clary developing countries, and the designations "A" or "A*" in the TSUS
vrolumn entitled "GSP" indicate the articles (by tariff item) that are eligible
forr GSP treatment. The designation "A" indicates that products of all
teneficiary developing countries are eligible for such benefits; and the
dounipnation "AX" indicates that those of certain beneficiary developing
~ountries, enumerated in general headnote 3(c)(iii), are excluded from
«llyibility due to so-called "competitive need" limitations. 1/ Where neither

denlpgnation appears, no article covered by the tariff item is GSP-eligible.

1/ "Competitive need" limitations refer to limits imposed when in the
vrevious year U.S. imports of a given article from a particular beneficiary
" umtry exceeded limits set by the Executive Branch.




14

General headnote 3(c)(ii), which incorporates 19 U.S.C. 2463(b), provides as

follows:

Whenever an eligible article is imported into the customs
territory of the United States directly from a country or terri-
tory listed in subdivision (c)(i) of this headnote, it shall
receive duty-free treatment, unless excluded from such treatment
by subdivision (c)(iii) of this headnote, provided that, in ac-
cordance with regulations promulgated by the Secretary of the
Treasury the sum of (A) the cost or value of the materials pro-
duced in the beneficiary developing country or any 2 or more
countries which are members of the same association of countries
which is treated as one country under section 502(a)(3) of the
Trade Act of 1974, plus (B) the direct costs of processing oper-
ations performed in such beneficiary developing country or such
member countries is not less than 35 percent of the appraised
value of such article at the time of its entry into the customs
territory of the United States.

The GSP program allows for a form of cumulation in that it treats an
association of countries that is either a free-trade area or a customs union
as one country for purposes of satisfying the 35 percent value-added
criterion. The pertinent U.S. Customs Service Regulations with respect to the
determination of the couﬁtry of origin are contained in 19 CFR and are as

follows:
Sec. 10.176 Country of origin criteria.

(a) Merchandise produced in a beneficiary developing coun-
try or any two or more countries which are members of the same
association of countries. Merchandise which is (1) the growth,
product, manufacture, or assembly of (i) a beneficiary developing
country or (ii) any two or more countries which are members of
the same association of countries and (2) imported directly from
such beneficiary developing country or member countries, may
qualify for duty-free entry under the Generalized System of
Preferences ("GSP"). However, duty free entry under GSP may be
accorded only if: (i) The sum of the cost or value of the ma-
terials produced in the beneficiary developing country or any
two or more countries which are members of the same association
of countries which is treated as one country under section
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502(a)(3), Trade Act of 1974, as amended (19 U.S.C. 2462(a)(3)),

pPlus (ii) the direct costs of processing operations performed
in such beneficiary developing country or member countries,
is not less than 35 percent of the appraised value of the
article at the time of its entry into the customs territory
of the United States.

(b) [Reserved]

(c) Merchandise grown, produced, or manufactured in a
beneficiary developing country. Merchandise which is wholly
the growth, product, or manufacture of a beneficiary develop-
ing country, or an association of countries treated as one
country under section 502(a)(3) of the Trade Act of 1974 as
amended (19 U.S.C. 2462(a)(3)) and sec. 10.171(b), and manu-
factured products consisting of materials produced only in
such country or countries, shall normally be presumed to meet
the requirements set forth in this section.

Sec. 10.177 Cost or value of materials produced in the bene-
ficiary developing country.

(a) “Produced in the beneficiary developing country"
defined. For purposes of secs. 10.171 through 10.178, the
words produced in the beneficiary developing "country" refer
to the constituent materials of which the eligible article
is composed which are either:

(1) Wholly the growth, product, or manufacture of the
beneficiary developing country; or

(2) substantially transformed in the beneficiary de-
veloping country into a new and different article of
commerce. ‘

(b) Questionable origin. When the origin of an article
either is not ascertainable or not satisfactorily demon-
strated to the appropriate district director, the article
shall not be considered to have been produced in the bene-
ficiary developing country.

(c) Determination of cost or value of materlals pro-—
duced in the beneficiary developing country. (1) The cost
or value of materials produced in the beneficiary develop-
ing country includes:

(i) The manufacturer's actual cost for the materials;
(ii) When not included in the manufacturer's actual cost
for the materials, the freight, insurance, packing, and all
other costs incurred in transporting the materials to the
manufacturer's plant;
(iii) The actual cost of waste or spoilage (material
list), less the value of recoverable scrap; and
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(iv) Taxes and/or duties imposed on the materials by
the beneficiary developing country, or an association of
countries treated as one country, provided they are not
remitted upon exportation.
(2) Where the material is provided to the manufacturer
without charge, or at less than fair market value, its
cost or value shall be determined by computing the sum of:
(i) All expenses incurred in the growth, production,
manufacture or assembly of the material, including general
expenses;
(ii) An amount for profit; and
(iii) Freight, insurance, packing, and all other costs in-
curred in transporting the materials to the manufacturer's
plant. )

If the pertinent information needed to compute the cost or
value of the materials is not available, the appraising of-
ficer may ascertain or estimate the value thereof using all
reasonable ways and means at his disposal.

Sec. 10.178 Direct costs of processing operations performed
in the beneficiary developing country.

(a) Items included in the direct costs of processing oper-—
ations. As used in sec. 10.176, the words "direct costs of
pProcessing operations" means those costs either directly incurred
in, or which can be reasonably allocated to, the growth, produc-
tion, manufacture, or assembly of the specific merchandise under
consideration. Such costs include, but are not limited to:

(1) All actual labor costs involved in the growth, produc-
tion, manufacture, or assembly of the specific merchandise, in-
cluding fringe benefits, on-the-job training, and the cost of
engineering, supervisory, quality control, and similar pPersonnel;

(2) Dies, molds, tooling, and depreciation on machinery and
equipment which are allocable to the specific merchandise;

(3) Research, development |, design, engineering, and blue-
print costs insofar as they are allocable to the specific mer-
chandise; and

(4) Costs of inspecting and testing the specific merchan-
dise.

(b) Items not included in the direct costs of processing
operations. Those items which are not included within the
meaning of the words "direct costs of processing operations"
are those which are not directly attributable to the merchan-
dise under consideration or are not "costs" of manufacturing
the product. These include, but are not limited to:

(1) Profit; and
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(2) General expenses of doing business which are either

not allocable to the specific merchandise or are not related

to the growth, production, manufacture, or assembly of the

merchandise, such as administrative salaries, casualty and

liability insurance, advertising, and salesmen's salaries,

commissions, or expenses.

Thus, if an article is not wholly the growth or product of a beneficiary
country, the cost or value of the materials produced in the beneficiary
country plus the direct cost of processing operations performed in that
country must not be less than 35 percent of the appraised value of the article.

"Materials produced in the beneficiary developing country" refers to
those materials that are either wholly the growth, product, or manufacture of
the beneficiary developing country or substantially transformed in the
beneficiary developing country into a new and different article of commerce.
This substantial transformation is required of all non-originating materials
before they can be counted towards meeting the 35 percent value-added
criterion. These transformed materials are then used in the production of the
eligible article, which must itself undergo a second substantial transformation

ot the already transformed constituent materials into a new and different

article of commerce. The Court of International Trade, in The Torrington

(umpany v. United States (Slip. Op. 84-101 (August 24, 1984)), upheld this

“dual substantial transformation requirement” and interpreted the language of
19 CFR 10.176(a) to require it. Furthermore, the Court noted that, without
such a requirement, the goal of the GSP program could be frustrated by
sllowing beneficiary developing countries to be mere conduits for the

merchandise (especially parts and components) of developed countries.
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The term "substantial transformation'" is defined in Texas Instruments,

Inc. v. United States (69 CCPA 152, 156, 681 F.2d 778, 782 (1982)), as the
emergence of a new and different article, having a distinctive name, character
or use that is different from that originally possessed by the article or
material before being subjected to the manufacturing process. The Court held
that the assembly of encapsulated integrated circuits in Taiwan from materials
imported from the United States constituted a substantial transformation of
the items into new and diffefent articles of commerce, that could then be
considered materials produced in Taiwan for purposes of satisfying the 35
percent value-added requirement under the GSP.

Once it is found that both substantial transformations have occurred, it
can be determined whether the sum of the cost or value of the materials
produced in the beneficiary developing country, calculated in accordance with
19 CFR 10.177(c¢), plus the direct costs of processing, defined in 19 CFR
10.178, is not less than 35 percent of the appraised value of the article at
the time of its entry into the United States.

The GSP program also generally requires a certificate of origin (app. E)
(19 CFR 10.173). Also, the merchandise must be imported directly from the
beneficiary developing country into the United States (19 CFR 10.175). The
documents required as evidence of direct shipment are described in 19 CFR
10.174.

The Caribbean Basin Initiative (CBI)

The Caribbean Basin Initiative (CBI) is a program of nonreciprocal tariff

preferences granted by the United States to developing countries in the
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Caribbean Basin area. The eligible countries are listed in TSUS general
headnote 3(g)(i). General headnote 3(g)(ii) provides that duty—f;ee entry
under the CBI program appiies to any article, except those listed in general
headnote 3(g)(iii), 1/ that is the growth, product, or manufacture of a
beneficiary country if:

(1) that article is imported directly from a beneficiary
country into the customs territory of the United States; and

(2) the sum of (i) the cost or value of the materials
produced in a beneficiary country or two or more beneficiary
countries, plus (ii) the direct costs of processing oper-
ations performed in a beneficiary country or countries is
not less than 35 per centum of the appraised value of such
article at the time it is entered. For purposes of deter-
mining the percentage referred to in subparagraph (2) above,
the term "beneficiary country" includes the Commonwealth of
Puerto Rico and the United States Virgin Islands. If the
cost or value of materials produced in the customs territory
of the United States (other than the Commonwealth of Puerto
Rico) is included with respect to an article to which this
paragraph applies, an amount not to exceed 15 per centum of
the appraised value of the article at the time it is entered
that is attributed to such United States cost or value may
be applied toward determining the percentage referred to in
subparagraph (2).

X % X % %X % %

(C) As used in subdivision (g)(ii) of this headnote,
the phrase "direct costs of processing operations" includes,
but is not limited to--

(1) all actual labor costs involved in the growth,
production, manufacture, or assembly of the specific
merchandise, including fringe benefits, on-the-job
training and the cost of engineering, supervisory,
quality control, and similar personnel; and

(2) dies, molds, tooling, and depreciation on ma-
chinery and equipment which are allocable to the
specific merchandise.

Such phrase does not include costs which are not directly
attributable to the merchandise concerned or are not costs
of manufacturing the product, such as (i) profit, and (ii)

1/ The excluded articles include tuna, sugars, sirups, and molasses, most
textile and apparel articles, petroleum products, certain footwear, work

gloves, luggage, handbags, flat goods, and leather wearing apparel, watches,
and certain products subject to trade-agreements legislation.
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general expenses of doing business which are either not
allocable to the specific merchandise or are not related to
the growth, production, manufacture, or assembly of the
merchandise, such as administrative salaries, casualty and
liability insurance, advertising, and salesmen's salaries,
commissions or expenses.

The recently issued U.S. Customs Service Regulations, effective January
7, 1985, that pertain to the determination of country of origin for purposes
of the CBI program are contained in 19 CFR and are as follows:

Sec. 10.195 Country of origin criteria.

(a) Articles produced in a beneficiary country.--(1) Gen-
eral. Except as provided herein, any article which is either
wholly the growth, product, or manufacture of a beneficiary
country or a new or different article of commerce which has
been grown, produced, or manufactured in a beneficiary coun-
try, may qualify for duty-free entry under the CBI. No
article or material shall be considered to have been grown,
produced, or manufactured in a beneficiary country by virtue
of having merely undergone simple (as opposed to complex or
meaningful) combining or packaging operations, or mere
dilution with water or mere dilution with another substance
that does not materially alter the characteristics of the
article. Duty-free entry under the CBI may be accsrded to
an article only if the sum of the cost or value of the ma-
terial produced in a beneficiary country or countries, plus
the direct costs of processing operations performed in a
beneficiary country or countries, is not less than 35 per-
cent of the appraised value of the article at the time it is
entered.

(2) Combining, packaging, and diluting operations. No
article which has undergone only a simple combining or
packaging operation or a mere dilution in a beneficiary
country within the meaning of paragraph (a)(1l) of this
section shall be entitled to duty-free treatment even though
the processing operation causes the article to meet the value
requirement set forth in that paragraph.

(i) For purposes of this section, simple combining or
packaging operations and mere dilution include, but are not
limited to, the following processes:

(A) The addition of batteries to devices;

(B) Fitting together a small number of components by
bolting, glueing, soldering, etc.;

(C) Blending foreign and beneficiary country tobacco;
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(D) The addition of substances such as anticaking agents,
preservatives, wetting agents, etc.;

(E) Repacking or packaging components together;

(F) Reconstituting orange juice by adding water to orange
juice concentrate; and

(G) Diluting chemicals with inert ingredients to bring
them to standard degrees of strength.

(ii) For purposes of this section, simple combining
or packaging operations and mere dilution shall not be
taken to include processes such as the following:

(A) The assembly of a large number of discrete components
onto a printed circuit board;

(B) The mixing together of two bulk medicinal substances
followed by the packaging of the mixed product into individ-
ual doses for retail sale;

(C) The addition of water or another substance to a chemi-
cal compound under pressure which results in a reaction
creating a new chemical compound; and

(D) A simple combining or packaging operation or mere
dilution coupled with any other type of processing such as
testing or fabrication (e.g., a simple assembly of a small
number of components, one of which was fabricated in the
beneficiary country where the assembly took place). The
fact that an article or material has undergone more than a
simple combining or packaging operation or mere dilution is
not necessarily dispositive of the question of whether that
processing constitutes a substantial transformation for
purposes of determining the country of origin of the article
or material.

(b) Commonwealth of Puerto Rico and U.S. Virgin Islands.
For purposes of determining the percentage referred to in
paragraph (a) of this section, the term '"beneficiary country"”
includes the Commonwealth of Puerto Rico and the U.S. Virgin
Islands. Any cost or value of materials or direct costs of
processing operations attributable to the Virgin Islands must
be included in the article prior to its final exportation from
a beneficiary country to the U.S.

(c) Materials produced in the U.S. For purposes of deter-
mining the percentage referred to in paragraph (a) of this
section, an amount not to exceed 15 percent of the appraised
value of the article at the time it is entered may be attrib-
uted to the cost or value of materials produced in the customs
territory of the U.S. (other than the Commonwealth of Puerto
Rico). 1In the case of materials produced in the customs terri-
tory of the U.S., the provisions of sec. 10.196 shall apply.

(d) Articles wholly grown, produced, or manufactured in a
beneficiary country. Any article which is wholly the growth,
product, or manufacture of a beneficiary country, including
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articles produced or manufactured in a beneficiary country
exclusively from materials which are wholly the growth,
product, or manufacture of a beneficiary country or coun-
tries, shall normally be presumed to meet the requirements
set forth in paragraph (a) of this section.

(e) Country of origin marking. The general country of
origin marking requirements that apply to all importations
are also applicable to articles imported under the CBI.

Sec. 10.196 Cost or value of material produced in a bene-
ficiary country or countries.

(a) "Materials produced in a beneficiary country or coun-
tries" defined. For purposes of sec. 10.195, the words "ma-
terials produced in a beneficiary country or countries" refer
to those materials incorporated in an article which are either:

(1) Wholly the growth, product, or manufacture of a bene-
ficiary country or two or more beneficiary countries; or

(2) Subject to the limitations set forth in sec. 10.195(a),
substantially transformed in any beneficiary country or two
or more beneficiary countries into a new or different article
of commerce which is then used in any beneficiary country in
the production or manufacture of a new or different article
which is imported directly into the U.S.

(b)Questionable origin. When the origin of a material
either is not ascertainable or is not satisfactorily demon-
strated to the appropriate district director, the material
shall not be considered to have been grown, produced, or
manufactured in a beneficiary country.

(c) Determination of cost or value of materials produced
in a beneficiary country. (1) The cost or value of materials
produced in a beneficiary country or countries includes:

(i) The manufacturer's actual cost for the materials;
(ii) When not included in the manufacturer's actual cost
for the materials, the freight, insurance, packing, and all

other costs incurred in transporting the materials to the
manufacturer's plant;

(iii) The actual cost of waste or spoilage (material list),
less the value of recoverable scrap; and

(iv) Taxes and/or duties imposed on the materials by
any beneficiary country, provided they are not remitted
upon exportation.

(2) Where a material is provided to the manufacturer
without charge, or at less than fair market value, its
cost or value shall be determined by computing the sum of:

(i) All expenses incurred in the growth, production, or
manufacture of the material, including general expenses;
(ii) An amount for profit; and
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(iii) Freight, insurance, packing, and all other costs in-
curred in transporting the material to the manufacturer's
plant. If the pertinent information needed to compute the
cost or value of a material is not available, the appraising
officer may ascertain or estimate the value thereof using all
reasonable ways and means at his disposal.

Sec. 10.197 Direct costs of processing operations performed
in a beneficiary country or countries.

(a) Items included in the direct costs of processing oper-—
ations. As used in sec. 10.195 and sec. 10.198, the words
"direct costs of processing operations" mean those costs either
directly incurred in, or which can be reasonably allocated to,
the growth, production, manufacture, or assembly of the spe-
cific merchandise under consideration. Such costs include, but
are not limited to the following, to the extent that they are
includable in the appraised value of the imported merchandise:

(1) All actual labor costs involved in the growth, produc-
tion, manufacture or assembly of the specific merchandise,
including fringe benefits, on-the-job training, and the cost
of engineering, supervisory, quality control, and similar
personnel;

(2) Dies, molds, tooling, and depreciation on machinery
and equipment which are allocable to the specific merchan-
dise;

(3) Research, development, design, engineering, and blue-
print costs insofar as they are allocable to the specific
merchandise and; . ‘

(4) Costs of inspecting and testing the specific merchan-
dise.

(b) Items not included in the direct costs of processing
operations. Those items which are not included within the
meaning of the words "direct costs of processing operations"
are those which are not directly attributable to the merchan—
dise under consideration or are not "costs" of manufacturing
the product. These include, but are not limited to:

(1) Profit; and

(2) General expenses of doing business which are either
not allocable to the specific merchandise or are not related
to the growth, production, manufacture, or assembly of the
merchandise, such as administrative salaries, casualty and
liability insurance, advertising, and salesmen's salaries,
commissions, or expenses.

These regulations are very similar to those applicable to country of

origin determinations for purposes of the GSP (19 CFR 10.176-10.178).
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Indeed, the CBI system is similar to the GSP in most respects. The CBI
preference applies to articles that are the growth, product, or manufacture of
a beneficiary country if the sum of the cost of materials produced in the
beneficiary country and the direct costs of processing operations performed in
that country equal not less than 35 percent of the appraised value of the
entered article. The CBI has requirements with respect to direct importation
(19 CFR 10.193), evidence of dirgct shipment (19 CFR 10.194), and documentary
evidence of the country of origin (19 CFR 10.198) that are similar to those
applicable to the GSP. There is a similar requirement in the CBI that
nonoriginating materials must undergo a substantial transformation in the
beneficiary country in order to count towards the 35 percent require-
ment. This is enunciated more clearly in the CBI regulation (19 CFR 10.196),
however, than it is for GSP purposes. As a general rule, simple combining or
packaging operations or mere dilution will not qualify as a substantial
transformation under either the CBI or the GSP. However, while this is
specified in the CBI regulation (19 CFR 10.195), it is found only in case law
and administrative rulings with respect to the GSP. Similar language is used
with regard to the determination of the cost or value of materials produced in
a beneficiary country (19 CFR 10.196(c)), and in defining "direct costs of
processing operations" (19 CFR 10.197).

There are, however, some significant differences between the GSP and CBI
programs. The most obvious is that, with the exception of certain products
listed in general headnote 3(g)(iii), the CBI applies to all articles, not

just those that are designated eligible articles, as is the case with the
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GSP. Another significant difference between the two programs is that the CBI
system permits cumulation of materials and direct costs of processing from any
combination of beneficiary countries in order to satisfy the 35 percent
value-added requirement. In contrast, under the GSP, cumulation is only
allowed among a few associations of countries that qualify as either a free-
trade area or a customs union. 1In addition, the CBI allows cumulation of all
materials or direct costs of propessing attributable to Puerto Rico or the
U.S. Virgin Islands, so contributions from those territories count towards
obtaining origin status in a CBI beneficiary country. Finally, up to 15
porcent of the appraised value of the article as entered may be made up of
muterials (but not direct costs of processing) from the United States. These
cumulation provisions cause the CBI origin requirements to be considerably
sanier to satisfy than those of the GSP. 1In spite of the CBI cumulation
provisions, however; the final article must be imported directly from a
bhenoticiary country into the United States. Although the GSP and CBI programs
contain similar definitions with respect to what constitutes "imported
Alrectly,” in the CBI the article is allowed to pass through other beneficiary
sountries without losing its origin status. This is true because of the
evmilution provisions contained in the GCBI. In the GSP, since there is
generally no cumulation allowed, if the article enters the commerce of a
#econd GSP beneficiary country it will not be eligible for preferential
freatment as the product of the first beneficiary country. The product will

st bhe considered to have been imported directly from that beneficiary country.
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Products of insular possessions

General headnote 3(a)(i) to the TSUS provides that articles 1/ imported
from an insular possession of the United States 2/ are subject to column 1
rates of duty, except that:

All such articles the growth or product of any such
possession, or manufactured or produced in any such pos-
session from materials the growth, product, or manufacture
of any such possession or of the customs territory of the
United States, or of both, which do not contain foreign
materials to the value of more than 70 percent of their
total value (or more than 50 percent of their total value
with respect to articles described in section 213(b) of the
Caribbean Basin Economic Recovery Act), coming to the cus-
toms territory of the United States directly from any such
possession, and all articles previously imported into
the customs territory of the United States with payment
of all applicable duties and taxes imposed upon or by
reason of importation which were shipped from the United
States, without remission, refund, or drawback of such
duties or taxes, directly to the possession from which
they are being returned by direct shipment, are exempt
from duty.

General headnote 3(a)(ii) defines foreign material as follows:

(ii) In determining whether an article produced
or manufactured in any such insular possession contains
foreign materials to the value of more than 70 percent,
no material shall be considered foreign which either-
(A) at the time such article is entered, or
(B) at the time such material is imported into
the insular possession,
may be imported into the customs territory from a foreign
country, other than Cuba or the Philippine Republic, and
entered free of duty; except that no article containing
material to which (B) of this subdivision applies shall be
exempt from duty under subdivision (i) unless adequate
documentation is supplied to show that the material has

1/ Watches and buttons are excepted from eligibility under headnote 3(a)
because they are subject to special provisions found in headnote 6 to schedule
7, part 2E, and in headnote 3 to schedule 7, part 7A.

'2/ The possessions of the United States primarily benefitted by this
headnote are the Virgin Islands, American Samoa, and Guam. Headnote 3(a) also
applies to imports from some of the Northern Mariana Islands. See
Presidential Proclamation 4534 (October 24, 1977; 42 F.R. 56593).



27

been incorporated into such article during the 18-month

period after the date on which such material is

imported into the insplar possession.

The words "substantial transformation" have not generally been used in
connection with headnote 3(3); but the determination of whether an article
qualifies for the prgference requires a similar analysis to that used in
connection with the GSP and the CBI. That is, a new and different article of
commerce‘must be created in the insular possession. Headnote 3(a) also
contains a valﬁe—added criterion. However, compared to the requirements
contained in the GSP and the CBI, the hgadnote 3(a)_requiremen£ is much easier
to satisfy for several reasons. First, in general, only 30 percent of the
value of the article must be contributed in an insular possession. In
addition, cumulation is allowed so that the value-added criterion may be
satisfied by contributions from any of the insular possessions and from the
United States. Furthermore, any materials that may be imported free of duty
into the United States from any foreign country, other than Cuba or the
Philippine Republic, will not be considered foreign, i.e., will not count
against obtaining insular possession origin status. Finally, headnote 3(a)
does not contain the exclusions from direct costs of processing, such as
profits and general expenses of doing business, that are excluded with respect
to the GSP (19 CFR 10.178) and the CBI (19 CFR 10.197). All of these factors
make the origin criteria of headnote 3(a) easier to satisfy than those of
olther the GSP or the CBI.

Headnote 3(a) contains a direct importation requirement. However,
impocrtation need only be direct from any insular possession to the United

Qlatos, not necessarily from the possession claiming origin.
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The value of foreign materials is determined on the basis of actual
purchase price of the materials, plus the cost of transportation of the

materials to the insular possession (Delaware Watch Co., Inc. v. United

States, 311 F. Supp. 1320 (1970); 19 CFR 7.8(d)).

Products of least developed developing countries (LDDC's)

General headnote 3(d) provides for the entry under special "LDDC" duty
rates of products of certain countries listed in paragraph 3(d)(i), which are
designated least developed developing countries. The determination of origin
for this purpose is based on substantial transformation: i.e., a substantial
transformation creating a new article of commerce is required in the LDDC for

the preference to apply. No value-added criterion is imposed by this headnote.

Products of Canada

Certain automotive products imported from Canada are allowed duty-free
entry in accordance with general headnote 3(e). The article must be a product
of Canada and generally may not contain foreign materials to the extent of
more than 50 percent of the appraised value of the article imported into the
United States. The usual substantial transformation criteria are used in
determining whether the article is a product of Canada, and, in addition, the

added-value criterion must be satisfied.
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Textile regulations 1/

Country of origin determinations are fundamental to the effective
administration of trade programs involving the implementation of quotas and
other international commodity agreements on a country-by-country basis. These
country of origin determinations are made on the basis of the substantial
transformation criteria discussed in the section of this report covering the
marking statute.

New regulations have recently been drafted to clarify the rules for
determining the country of brigin of textiles and textile products subject to
restraint agreements under authority of section 204 of the Agricultural Act of
1956, as amended (7 U.S.C. 1854). The restraint agreements were negotiated
under the Multi-Fiber Arrangement Regarding International Trade in Textiles
(MFA), which came into force on January 1, 1974.

Interim regulations were published in the Federal Register (49 F.R.
31248, August 3, 1984), and comments from the public were received and
analyzed. The finél regulations appeared in the Federal Register on March 5,
1985 (50 F.R. 8710). The final regulations, effective April 4, 1985,

ore as follows:

—

)1/ The economic impact of these regulations is discussed in the section of
Whs report titled Textile Regulations (pages 78-92).

AN
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Sec. 12.130 Textiles and Textile products country of origin.

(a) General. Textiles or textile products subject to
section 204, Agricultural Act of 1956, as amended (7 U.S.C.
1854) include merchandise subject to General Headnote (3)(g)
(iii)(C) (1) of the Tariff Schedules of the U.S. (TSUS) (19
U.S.C. 1202) and merchandise:

(1) In chief value of cotton, wool, man-made fibers, or
blends thereof in which those fibers, in the aggregate, exceed
in value each other single component fiber thereof, or

(2) In which either the cotton context or the man-made fiber
content equals or exceeds 50 percent by weight of all component
fibers thereof, or

(3) In which the wool content exceeds 17 percent by weight
of all component fibers thereof, or

(4) Containing blends of cotton, wool, or man-made fibers,
which fibers, in the aggregate, amount to 50 percent by weight
of all component fibers thereof, and

(5) Which is classified in the tariff item numbers provided
for in General Headnotes (3)(g)(iii)(C)(2) or (3)(g)(iii)(E),
TSUS.

(b) Country of origin. For the purpose of this section and
except as provided in paragraph (c), a textile or textile prod-
uct, subject to section 204, Agricultural Act of 1956, as amended,
imported into the customs territory of the United States, shall be
a product of a particular foreign territory or country, or insular
possession of the U.S., if it is wholly the growth, product, or
manufacture of that foreign territory or country, or insular
possession. However, except as provided in paragraph (c), a
textile or textile product, subject to section 204, which consists
of materials produced or derived from, or processed in, more than
one foreign territory or country, or insular possession of the U.S.,
shall be a product of that foreign territory or country, or in-
sular possession where it last underwent a substantial transforma-
tion. A textile or textile product will be considered to have
undergone a substantial transformation if it has been transformed
by means of substantial manufacturing or processing operations
into a new and different article of commerce.

(c) Applicability to U.S. articles sent abroad. Headnote 2,
Part 1, Schedule 8, TSUS, provides that any product of the U.S.
which is returned after having been advanced in value or improved
in condition abroad, or assembled abroad, shall be a foreign
article for the purposes of the Tariff Act of 1930, as amended.

In order to have a single definition of the term "product of" and,
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therefore, a single country of origin for a textile or textile
product, notwithstanding paragraph (b), merchandise which falls
within the purview of Headnote 2, Part 1, Schedule 8, TSUS, may
not, upon its return to the U.S., be considered a product of the
U.s.

(d) Criteria for determining country of origin. The criteria
in paragraphs (d)(1l) and (2) of this section shall be considered
in determining the country of origin of imported merchandise.
These criteria are not exhaustive. One or any combination of
criteria may be determinative, and additional factors may be
considered.

(1) A new and different article of commerce will usually
result from a manufacturing or processing operation if there is
a change in:

(1) Commercial designation or identity,

(ii) Fundamental character or

(iii) Commercial use.

(2) In determining whether merchandise has been subJected to
substantial manufacturing or processing operatlons, the following
will be considered:

(i) The physical change in the material or article as a result
of the manufacturing or processing operations in each foreign
territory or country, or insular possession of the U.S.

(ii) The time involved in the manufacturing or processing
operations in each foreign territory or country, or insular posses-
sion of the U.S.

(iii) The complexity of the manufacturing or processing
operations in each.foreign terrltory or country, or insular
possession of the U.S.

(iv) The level or degree of skill and/or technology re-
quired in the manufacturing or processing operations in each
foreign territory or country, or insular possession of the U.S.

(v) The value added to the article or material in each
foreign territory or country, or insular possession of the U.S.,
compared to its value when imported into the U.S.

(e) Manufacturing or processing operations. (1) An article
or material usually will be a product of a particular foreign
territory or country, or insular possession of the U.S., when it
has undergone prior to importation into the U.S. in that foreign
territory or country, or insular possession any of the following:

(i) Dyeing of fabric and printing when accompanied by two or
more of the following finishing operations: bleaching, shrinking,
fulling, napping, decating, permanent stiffening, weighting,
permanent embossing, or moireing;

(ii) Spinning fibers into yarn;

(iii) Weaving, knitting or otherwise forming fabric;
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(iv) Cutting of fabric into parts and the assembly of those
parts into the completed article; or

(v) Substantial assembly by sewing and/or tailoring of all
cut pieces of apparel articles which have been cut from fabric in
another foreign territory or country, or insular possession, into
a completed garment [e.g. the complete assembly and tailoring of
all cut pieces of suit-type jackets, suits, and shirts].

(2) An article or material usually will not be considered to
be a product of a particular foreign territory or country, or
insular possession of the U.S. by virtue of merely having undergone
any of the following:

(i) Simple combining operations, labeling, pressing, cleaning
or dry cleaning, or packaging operations, or any combination there-
of; :

(ii) Cutting to length or width and hemming or overlocking
fabrics which are readily identifiable as being intended for a
particular commercial use;

(iii) Trinmming and/or joining together by sewing, looping,
linking, or other means of attaching otherwise completed knit-
to-shape component parts produced in a single country, even
when accompanied by other processes [e.g. washing, drying,
mending, etc.] normally incident to the assembly process;

(iv) One or more finishing operations on yarns, fabrics, or
other textile articles, such as showerproofing, superwashing,
bleaching, decating, fulling, shrinking, mercerizing, or simi-
lar operations; or

(v) Dyeing and/or printing of fabrics or yarns.

The regulations also include a paragraph covering dzclarations (sec.
12.130(f)), a paragraph concerning incomplete or insufficient information
(sec. 12.130(g)), a paragraph governing shipments covered by an informal entry
(sec. 12.130(h)), and a definition of date of exportation (sec. 12.130(1)).

Section 12.130(a) describes the products covered by the regulations.
Section 12.130(b) sets forth the general country of origin criteria. An
article will be considered the "product of a particular foreign territory or
country, or insular possession of the U.S., if it is wholly the growth,
product, or manufacture of that foreign territory or country, or insular
possession". However, textiles made up of "materials produced or derived

from, or processed in, more than one foreign territory or country, or insular
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possession cf the U.S., shall be a produet of that foreign territory or
country, or insular ﬁbssession where it last underwent a substantial
transformation." Substaﬂtial transformation is defined, for purposes of these
regulations, as transformation "by means of substantial manufacturing or
processing operations into a new and different article of commerce." Section
12.130(c) provides a special exception to 12.130(b) for U.S. articles sent
abroad.

Section 12.130(d) sets forth the criteria to be considered in determining
the country of origin of imported merchandise. Section 12.130(e) lists those
manufacturing or processing operations that will usually confer origin in the
country where they occur (sec. 12.130(e)(1l)) and those operations that will
usually not Confer origin in the country where they occur (sec. 12.130(e)(2)).

These regulations set forth the criteria to be applied in determining the
country of origin of certain textiles and textile products. However, the
principles contained in the regulations are drawn from case law and admin-
Istrative rulings interpreting the concept of substantial transformation in
muny contexts and involving many types of products. Therefore, to the extent
that the regulations set forth the principles to be used in determining
country of origin, they are applicable to merchandise for all purposes,
including duty and marking. However, in those instances where the application
of these principles will cause an increase in duty for merchandise subject to
estublished and uniform practices, the Customs Service will not apply the
principles of section 12.130 for duty purposes until formalized changes in
practice have been put into effect. The Customs Service will also continue
e previous practices for determining country of origin for marking purposes

pending the changes in practice.
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American goods exported and returned

Headnote 2 to schedule 8, part 1, of the TSUS provides that a product of
the United States that is returned after having been advanced in value or
improved in condition abroad, or an imported article that has been assenbled
abroad in whole or in part of products of the United States, shall be treated
as a foreign article and shall be dutiable as such on its full value, except
as otherwise prescribed in part 1. Subpart A covers articles that are not
advanced or improved abroad, and Subpart B covers articles that are advanced
or improved. Two of the provisions of these subparts make reference to
"products of the United States." Item 800.00 provides for the free entry of
products of the United States that were exported and returned without being
advanced in value or improved in condition while abroad. 1Item 807.00 provides
for a duty on the full value of the imported article, less the cost or value
of the components that were products of the United States exported to be
assembled abroad in the'imported article. Both of these provisions require
that a rule of origin be applied to determine whether the exported goods were
products of the United States. The usual substantial transformation criteria
are applied in making this determination. Section 10.12(e) of 19 CFR defines
a "product of the United States" for purposes of the application of item
807.00, TSUS. If the article consists wholly or partially of foreign
components or materials, they must have been substantially transformed into a
new and‘different article or have been merged into a new and different
article. Substantial transformation is further defined for these purposes in

19 CFR 10.14(b).
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In Data General Corporation v. United States (4 CIT 182(1982)), the

progranming of a programmable read only memory (PROM) in the United States was
held to constitute a substéntial transformation of the article. After
programming, the PROM was exported for incorporation into a finished circuit
board that was then imported into the United States. Since the programmed
PROMs were products of the United States, they were entitled to an allowance

under item 807.00, TSUS, when the circuit boards were imported.

Government procurement

Government procurement refers to the purchase of goods by the government
for its own use. Generally, countries favor domestic supplies for such
purchasés. In the United States, for instance, the Buy American Act (41 USC
10a-10d) requires the Federal Government to give a preference to domestic
suppliers. Other Federal and State statutes also grant preferences to
domestic products and suppliers. To reduce the discriminatory effect of such
nystems, the Agreement on Government Procurement was adopted at the
multilateral trade negotiations. This code became effective on January 1,
1981,

The United States implemented the code by the enactment of Title III of
the Trade Agreements Act of 1979, sections 301-309, 19 U.S.C. 2511-2518.
Thaese sections give the President the authority to waive the application of
sovernment procurement laws that would result in less favorable treatment than

that accorded to U.S. products. The waiver applies only to eligible products

from ¢ligible foreign countries.
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A definition of country of origin for purposes of determining whether a
product is from a country eligible for the waiver appears in 19 U.S.C. 2518
and reads as follows:

Sec. 2518 Definitions

(4) Eligible products.—-

(A) In general.--The term "eligible product” means,
with respect to any foreign country or instrumentality, a
product or service of that country or instrumentality which
is covered under the Agreement for procurement by the
United States.

(B) Rule of origin.--An article is a product of a
country or instrumentality only if (i) it is wholly the
growth, product, or manufacture of that country or
instrumentality, or (ii) in the case of an article
which consists in whole or in part of materials from
another country or instrumentality, it has been sub-
stantially transformed into a new and different article
of commerce with a name, character, or use distinct
from that of the articles from which it was so trans-
formed.

(5) Instrumentality.--The term "instrumentality' shall
not be construed to include an agency or division of the
government of a country, but may be construed to include such
arrangements as the European Economic Community.

U.S.-Israel Free Trade Area Agreement

The Trade and Tariff Act of 1984 provided the President with authority to
conclude a trade agreement with Israel that would provide for the reduction or
elimination of tariffs and nontariff barriers. Negotiations with Israel were
concluded February 26, 1985. The Agreement is expected to be formally signed
in April 1985. The initial tariff reductions will not be implemented until
after approval of the agreement by Congress.

The Agreement consists of a Preamble, 23 articles, and 4 annexes, all of

which are integral parts of the Agreement. It provides for eventual duty-free
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treatment for all products, phased in over a period of 10 years. Annex 3
contains the Rules of Origin (app. F). They are based on the rules in force)

for the Caribbean Basin Initiative, with minor modifications. » ,/,,//;
Other origin determinations
Rules of origin are used in connection with many other programs in the
United States. Among them are the following:
a) Entitlement to drawback (19 U.S.C. 1313).
b) Determinations of whether identical or similar
merchandise (produced in the same country as the
merchandise being appralsed) exists, in those cases
where transaction value cannot be used for customs

valuation purposes (19 U.S.C. 1401(a)).

¢) Impositicn of countervailing duties upon merchandise
imported from a certain country (19 U.S.C. 1671).

d) Imposition of antidumping duties upon merchandise
imported from a certain country (19 U.S.C. 1673).
Summary of United States Rules

In the absence of any specific rule, the general substantial transfor-
®dtion criteria apply in determinihg the country of origin of products im-
ported into the United States. The specific rules apply a value-added
OPiterion in addition to the requirement that the article be substantially
’llnlformed in the country of origin, i.e., that it be a "product of" that

try. Many of the preference programs require direct importation from the

flciary country into the United States. This helps to eliminate fraud in

ey of origin declarations.
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Merchandise is considered to be the growth, product, or manufacture of
the last country in which the constituent materials were substantially
transformed into the imported article. That article must be a new and
different article of commerce: i.e., it must have a name, character, or use
that is distinct from that of the materials used. A change in tariff item
number, while of some evidentiary value, is not determinative of whether a
substantial transformation has occurred. Similarly, a change in name,
character, or use may or may not constitute a substantial transformation.

There must be a material change for a substantial transformation.to occur.




39

Rules of Origin of the European Economic Community (EEG) 1/

The European Economic Community (EEC), 2/ as a customs union, applies a
common external tariff applicable to products originating in nonmember
countries, while providing for the free movement of goods, labor, services,
and capital within its boundaries. This is accomplished under Article 9 of
the Treaty of Rome 3/, which established the prohibition against duties on
imports and exports among member states and the imposition of a Common Customs
Tariff (CCT) applicable to relations with non-EEC countries. The prohibition
on duties also extends to any charges that would have an equivalent effect.
Thus, determinations as to the origin of products can be of crucial importance.

As discussed in the following paragraphs, the EEC applies different
origin rules for the determination of origin for preferential and nonpreferen-
tial purposes. 1In addition to the general rules that are applied, there are
many exceptions and special rules designed to achieve specific policy

objectives.

1/ The following sources were used in preparing this section of the report:
Judith Abel and Dr. Ernst Heynig, Rules of Origin of the European Economic
Community (1983); D. Lasok and W. Cairns, The Customs Law of the European
Economic Community (1983); Ian Forrester, "EEC Customs Law: Rules of Origin
and Preferential Duty Treatment", European Law Review, vol. 5, no. 3 (June
1980), and vol. 5, no. 4 (August 1980). '

2/ The members of the EEC now include Belgium, the Federal Republic of
Germany, France, Italy, Luxembourg, the Netherlands, Denmark, Ireland, the
United Kingdom, and Greece.

3/ The Treaty of Rome, which entered into force on January 1, 1958,
vitablished the EEC.
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Nonpreferential Origin Determinations

Regulation 802/68

Nonpreferential origin determinations are important for purposes of the
application of the EEC's CCT to most favored nations (including the United
States); the application of quantitative restrictions on goods, other measures
related to imports and exports; and the preparation and issuance of
certificates of origin. The definition of origin for these purposes is
contained in Regulation No. 802/68 (app. G).

Article 4(1) of the Regulation provides that "Goods wholly obtained or
produced in one country shall be considered as originating in that country."
Article 4(2) states that--

"The expression 'goods wholly obtained or produced in one country' means:

(a) mineral products extracted within its territory;

(b) vegetable products harvested therein;

(c) live animals born and raised therein;

(d) products derived from live animals raised therein;

(e) products of hunting or fishing carried on therein;

(f) products of sea-fishing and other products taken from the sea by
vessels registered or recorded in that country and flying its flag;

(g8) goods obtained on board factory ships from the products referred to
in (f) originating in that country, if such factory ships are
registered or recorded in that country and flying its flag;

(h) products taken from the sea-bed or beneath the sea-bed outside
territorial waters, if that country has, for the purposes of ex-
ploitation, exclusive rights to such soil or subsoil;

(i) waste and scrap products derived from manufacturing operations
and used articles, if they were collected therein and are only

fit for the recovery of raw materials;
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(j) goods which are produced therein exclusively from goods
referred to in subparagraphs (a) to (i) or from their
derivatives, at any stage of production.”
With respect to such products; origin controversies generally do not arise.
Article 5 of Regulation 802/68 concerns goods produced in more than one
country. It provides that such a product will be "regarded as originating in
the country in which the last substantial process or operation that is
economically justified was perfo;med, having been carried out in an under-
taking equipped for the purpose, and resulting in the manufacture of a new
product or representing an important stage of manufacture." All four of these
requirements—-(1) substantiality of the operation, (2) economic justification,
(3) adequacy of the facilities, and (4) emergence of a new product or
completion of an important stage in the manufacture--must be satisfied in
order for origin to be conferred. Further, Article 7 provides that
"Accessories, sparekparts or tools delivered with any piece of equipment,
machine, apparatus or vehicle which form part of its standard equipment shall
be deemed to have the same origin as that piece of equipment, machine,
apparatus or vehicle." The remainder of Regulation 802/68 deals with the

cortification that must accompany an originating product.

"Secondary" regulations

Article 14 of Regulation 802/68 gives the Commission of the European
Communities the power to adopt special provisions when necessary to the
application of the origin standards contained in the other articles of the
regulation. These special provisions have generally been adopted to provide
sote detailed criteria for defining the origin of certain products than are

evailable in Article 5 of Regulation 802/68. They set forth specific

g




42

conditions that must be fulfilled, in addition to the general vejuirements
contained in Regulation 802/68, in order for origin to be conferred. Aoboul a
dozen of these "secondary" regulations have been adopited so far.

Several regulations have been adopted setting forth specific processing
criteria to be used in determining the origin of textile products. One
regulation 1/ specifies processes performed on textile products contained in
CCT Chapters 50 and 52 that do confer origin in the country in which they
occur, as well as processes that are not sufficient to confer origin. Another
regulation 2/ covers specific processes performed on leather apparel and
footwear. Yet another regulation 3/ applies to textiles falling within
chapters 51 and 53 to 62 of the CCT. This regulation states that the
originating country is the one in which the product has undergone one complete
process, normally considered to have occurred if the finished product is
classified under a different four-digit tariff heading than that applied to
each of the components ﬁsed. This rule is modified by a List A, which
specifies additional requirements that must be met with respect to certain
products in order for origin status to be conferred, and a List B, which
allows for derogations from the change in tariff heading requirement for
certain products upon which certain operations have been performed. In
addition, the regulation specifies that the following operations are
insufficient for purposes of conferring origin even if there is a change of

tariff heading:

1/ Regulation (EEC) No. 1039/71 of the Commission of 24 May 1971; OJ No L
113/13 of 25.05.1971.

2/ Regulation (EEC) No. 1480/77 of the Commission of 24 June 1977; 0J No L
164/16 of 02.02.1977.

3/ Regulation (EEC) 749/78 of the Commission of 10 April 1978; 0J No L 101/7
of 14.04.1978.
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a) Operations to ensure the preservation of products in good
condition during transport and storage (ventilation,
spreading out, dyeing, removal of damaged parts, and like
operations); ’

b) Simple operations consisting of removal of dust, sifting or
screening, sorting, classifying, matching (including the
matching-up of sets of articles), washing and cutting;

c) Changes of packing and breaking up and assembly of consign-
ments or simple placing in bags, cases, boxes, fixing on
cards or boards, and other simple packing arrangements;

d) The affixing of marks, labels or other distinguishing signs
on products or their packaging;

e) Simple assembly of parts of products to constitute a complete
product;

f) A combination of any two or more operations specified in
* a) to e).

Several of the "secondary" regulations set forth criteria to be used in
determining the origin of products other than textiles. For example, one
regulation 1/ provides that the operation of drying, performed in the EEC on
certain imported egg proﬁucts, is sufficient to confer origin. Another
regulation 2/ specifies that the operation of transforming "basis wine" into
vermouth will confer origin on that country where the transformation occurred,
but that transformations carried out on wines in order to obtain the basis
wine products on which the production of vermouth relies cannot confer
origin. Other regulations deal with spare parts, meat, certain ceramic goods,

rrape juice, and roller bearings.

1/ Regulation (EEC) No. 641/69 of the Commission of 3 April 1969; OJ No L
#H1/15 of 4.4.1969.

7/ Regulation (EEC) No. 315/71 of the Commission of 12 February 1971; 0J No
l. 16/10 of 13.2.1971.




44

A third type of "secondary" regulations has been adopted that applies a
percentage value-added criterion to be used for certain products
in place of the criteria contained in Article 5 of Regulation 802/68. The
first of these applies to radio and television receivers 1/ and provides that
assembly operations and the incorporation of originating products (if appli-
cable) must represent at least 45 percent of the value (ex-works price) of the
finished product for origin statqs to be conferred. (Ex-works price is
defined as the price paid to the manufacturer in whose undertaking the last
working or processing is carried out.) If this requirement cannot be met,
origin is conferred on the "last country of origin of those parts which have
indirectly constituted an important stage in the manufacture of the
apparatus,” provided that the ex-works price of the materials used in
manufacture represents more than 35 percent of the ex-works price of the
receiver. If neither of these definitions can be complied with, origin is
conferred on that country contributing the parts representing the highest

percentage value. A similar regulation 2/ is applicable to tape-recorders.

Applicability of Regulation 802/68

Regulation 802/68 and the "secondary" regulations discussed above are
applicable to determine the origin of a product unless a more specific rule,
such as a rule forming part of a preference agreement, is applicable. The
Eu:opean Court of Justice has, on occasion, had to decide the limits to which

Article 5, setting forth the four requirements of substantiality of the

1/ Regulation (EEC) No. 2632/70 of the Commission of 23 December 1970; 0J No
L 279/35 of 24.12.70. :

2/ Regulation (EEC) 86/77 of the Commission of 27 April 1971; 0J No L 95/11
of 28.04.1971.
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pperation, economic justification, adequacy of the facilities, and emergence
of a new product or completion of an important stage in the manufacture, can
be taken. 1/

Article 3 of Regulation 802/68 states that the regulation does not apply
to petroleum products. For such products, member states may apply their own
origin rules, since they have been unable to agree on rules of origin to be

applied to these products.

Preferential Rules of Origin

Each of the EEC's preferential trade agreements is designed to accord
duty-free treatment or reduced duty rates to only those products originating
in the country that is the beneficiary of the agreement. Regulation 802/68
does ndt apply because each of the agreements has its own rules for determining
origin. These rules are set up to exclude nonqualifying products from the
benefits of the preference and to include only pfoducts that have a sufficient
connection to the economy of tﬁe beneficiary country. These arrangements
include the EEC-EFTA agreements un&er which industrial and some agricultural
product# are eligible for duty-free treatment provided the rules of origin are
satisfied; the agreements with the Mediterranean countries providing prefer-
ential access to the EEC, largely on a nonreciprocal basis; the agreements
with the African, Caribbean, and Pacific countries (ACP) signatory to the Lome
Conventions; and the Generalized System of Preferences. The origin rules

epplicable to these arrangements have similar characteristics, discussed below.

1/ Case 49/76 Gesellschaft fur Uburseehandel-Judgment of 26 January 1977 in
BCR 41-1977 (cleaning and grinding of casein not sufficient); Cases 34/78 and

. 114/78 Yoshida-Judgments of 31 January 1979 in ECR 115 and 151-1979 (annulling
i BBC regulation concerning zip fasteners).
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Trade deflection becomes a serious concern when preferential arrangements
are put into effect. - Trade deflection refers to the situation in which
imports from a country no£ entitled to a preference enter a second country
whose exports are entitled to preferential treatment in a third country. 1In
the second country, the goods undergo the minimum processing necessary to
confer origin status in that country. They are then exported to the third
country with benefit of the preference. The difficulty of obtaining origin
status in the second country will depend upon the particular preference
agreement involved.

Trade deflection will only occur, of course, if some advantage, such as a
lower rate of duty, will be gained by sending the product to the intermediary
country for further processing rather than exporting the finished product
directly to the third country.

The EEC's preferential trade agreements

The EEC-EFTA agreeménts.—-The following countries form the European Free
Trade Area (EFTA): Austria, Finland, Ireland, Norway, Portugal, Sweden, and
Switzerland. Separate free-trade agreements were signed between the EEC and
each of these countries during 1972 and 1973. These agreements provide for a
free-trade zone for industrial products falling within Chapters 25 to 99 of
the CCT, including industrially processed agricultural products. Precise
rules of origin ére particularly necessary with respect to EEC-EFTA trade in

order to eliminate trade deflections. The rules are discussed in detail below.
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The EEC agreements with the Mediterranean countries.--The EEC has

bilateral cooperétion and association agreements with the followiﬁg

Mediterranean countries: Cyprus, Israel, Malta, the Mashreq countries (Egypt,
Lebanon, Jordan, and Syria), and the Maghreb countries (Algeria, Morocco, and
Tunisia). Only Cyprus, Israel, and Malta offer any type of reciprocal access
to EEC products but all of the countries are committed to granting MFN treat-

ment to EEC products.

The agreements with the Lome countries and the Overseas Countries and
Territories.--The first Lome Convention was concluded in 1975 between the EEC
and the then 46 African, Caribbean, and Pacific (ACP) countries. It provided
duty-free treatment for all industrial exports from the ACP to the EEC and for
about 96 percent of all agricultural products. The second Lome Convention was
signed with 58 ACP countries in 1979; it extended the duty-free treatment to
other agricultural products, with some quantitative limits. On December 8,
1984, the Lome III Convéntion was signed with 64 ACP countries. The tariff
concessions granted the ACP countries by the EEC are done on a purely
unilateral basis: i.e., no reciprocal tariff concessions are awarded the EEC
by the ACP countries. The ACP countries have, however, agreed to grant MFN
treatment to EEC products. Safeguard measures may be introduced by the EEC
when serious disturbances due to duty-free treatment occur on the home market.

The Overseas Countries and Territories (OCT) consist of the small terri-
tories still under the jurisdiction of any of the EEC member states. General-

ly, no customs duties apply between the EEC and the OCT. However, the OCT may
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levy duties that are necessary to meet the needs of their development and
industrialization or to produce revenue for their budgets.

The Generalized System of Preferences (GSP).--The Generalized System of

Preferences (GSP) is a nonreciprocal, unilateral grant of preferential
(usually duty-free) treatment. The system applies to all finished and
semifinished products, but with either a limited quota or a ceiling on each
product that is reviewed every year. For products covered by a quota, once
the quota is reached tariff duties are automatically reimposed. However, with
respect to products with a ceiling, duties may or may not be introduced by the
EEC, depending on the circumstances, when the ceiling is reached. The
quantitative limits, however, do not apply to the 36 specified LDDC's.
Sensitive products are strictly controlled through EEC quotas, divided into
maximum amounts for each member state, that are applied to the most
competitive beneficiary countries. A ceiling on each product is applied to
other developing countries.
Nonsensitive products are only subject to statistical surveillance, but duties
can be reintroduced if the increase in imports exceeds a certain rate.
The EEC preferential rules of origin

The rules of origin for the above-described EEC preference programs
contain the following generally similar features:

Wholly obtained products.--"Wholly obtained" products automatically have

originating status; i.e., they are eligible for preferential duty treatment
when imported into the EEC. The list of products considered "wholly obtained"”
is similar to that contained in Article 4(2) of Regulation 802/68, with some

minor updating.
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Change-of-tariff-heading rule.--For purposes of preferential tariff
programs, the basic rule used by the EEC‘for determining the origin of goods
that cannot be considered wholly obtained in one country requires that there
be a change of tariff heading. The theory behind this rule is that a new
product has been formed if that finished product has a different four-digit
tariff heading from any of its component parts. The test of "last substantial
transformation" found in Regulation 802/68 is considered insufficiently strict
for purposes of preferential programs. However, a strict "change-of-tariff-
heading” scheme was considered too rigid for all purposes, so lists of
exceptions were developed:

List A specifies additional requirements that must be satisfied in those
situations where a change of heading is not considered sufficient to confer
origin. These additional requirements fall into three categories: 1) affirm-
ative specific procéssing operations, 2) negative specific processing opera-
tions, and 3) added-value tests. An example of an affirmative specific
processing requirement is that, in order for cut paper (CCT 48.15) to have
origin status, a mere change in tariff heading from paper in rolls or sheets
(CCT 48.06) is insufficient, and the operations performed in the country
¢laiming origin must be performed on paper pulp originating in that country:

{. e, the pulp must be manufactured into paper in that country. An example of
® negutive processing requirement is the rule specifying that a shoe (CCT

04.01) will not obtain origin status if it is manufactured from nonoriginating
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uppers (CCT 64.05) even though the change of heading occurs in the country
claiming origin.

The added-value tests'contained in List A require both that there be a
change in heading and that a certain amount of the value of the final product
be added in the country claiming origin. The idea is that an‘added—value
requirement ensures that there is a significant contributioﬁ from the local
economy. The easiest of such rules are those that specify that origin will
only be conferred where the Qalue of nonoriginating products does not exceed X
percent of the value of the product obtained. Sometimes this éimple percent-
age test is accompanied by an additional percentage test requiring that the
value of the nonoriginating components used not exceed a certain percentage of
the value of all the components used in the manufacture of the final product.
An example of this type of rule is the one applicable to motor cycles, which
requires that a change in tariff heading occur, that nonoriginating components
not exceed 40 percent of‘the value of the product, and that at least 50
percent of the materials and parts used be originating. An illustration of

this rule is as follows:

Value of nonoriginating components 40 units
Value of originating components 35 units
Other costs of manufacture 25 units
Value of finished product 100 units

In this example, even though the nonoriginating components satisfy the 40
percent requirement, origin status will not be obtained because less than 50
percent (35 of 75 units) of the value of the materials and parts used is

attributable to originating products. For some products, there is an
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additional requirement that certain components (transistors used in micro-
phones, for example) must be 100 percent originating.

List B specifieé opefations and processes that are considered sufficient
to confer origin even when there is no change in tariff heading. The theory
is that in certain situations a product has undergone a substantial transforma-
tion even though the finished product does not fall under a different tariff
heading from those applicable to its component parts. An example of a List B
specific processing requiremént is the one that allows articles of ivory (CCT
95.03) to obtain origin status if they are made from "worked iVory" even
though no change of heading occurs. List B also includes value-added criteria
with calculations similar to those required for list A. For example, with
respect to most manufactured goods of the chemical and allied industries (CCT
Chapters 28 to 37), origin will be.conferred despite the fact that there is no
change of tariff heading when the value of nonoriginating products does not
exceed 20 percent of the value of the finished product. List B also contains
a general provision applicable to manufactured goods appearing in Chapters 84
to 92 of the CCT and certain other CCT headings. This rule provides that if
not more than 5 percent of the value of the finished product is attributable
to nonoriginating parts, there need not be a change of heading.

Some products appear on both Lists A and B. 1In thgt case the exporter
ean choose the test with which he wishes to comply, with certain constraints.
Yor oxample, in the Malta agreement, ammonium sulphate appears on List A and
products falling within Chapters 28 to 37 of the CCT (which includes ammonium

S lphate) appears on List B. If an exporter chooses the List A requirement
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that there be a change in heading and that not over 50 percent of the value of
the finished product be nonoriginating pfoducts, those parts that have not
changed tariff heading would still have to meet the requirement of List B that
limits the value of non-originating components to 20 percent of the value of
the finished product.

List C appears following lists A and B in all of the EEC origin
protocols. It lists the petroleum products excluded from the scope of the
protocol. Individual member-state rules of origin apply to these products.

Insufficient operations.--All of the EEC protocols on origin also contain
a list of simple operations that will not confer origin even though a change
of tariff héading occurs. These generally include simple packaging,
preserving, labeling, and similar operations.

Sets.--Goods imported in sets are regarded as originating in the country

where all of the components originated. However, if a set is produced in a
beneficiary country, it is deemed to have origin status for purposes of a
preference program if the value of. the nonoriginating components does not
exceed 15 percent of the value of the set.

Derogations.--Certain derogations from the usual origin rules apply to
specific products from particular countries. An example of this is the:
exemption from the usual List A requirements for certain limited quantities of

textiles from Morocco.
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Determination of value.--Various values must be determined for purposes

of value-added tests. For nonoriginating materials, value is defined as the
customs value on importation into the country where further manufacturing will
occur. If this figure is unobtainable, the earliest ascertainable price paid
for the products in the country of manufacture is used. A finished product is
valued on the basis of ex-works price less any taxes refunded upon exportation
(for exémple, a value-added tax). Ex-works price means the price paid to the
manufacturer in whose undertaking the last working or processing is carried
out, provided that price includes the value of all products used in the
manufacturing process. This means the price obtained by the manufacturer in
the country.of manufacture, if sold there, or elsewhere, if exported. If the
manufacturer can claim a high profit on his product, or if he has high fixed
costs reflected in the sales price, there is a tendency to favor origin in the
country of manufacture. If a manufacturer sells at different prices to
different customers, there is a possibility that the same product will qualify
for preferential treatment in one case but not in another. The figure used in
determining the value of originating materials and parts is the first veri-
fledble price paid, or that would have been paid had there been a sale, in the

~ eountry where the working, processing, or assembly took place. The origin of

& fuel or catalysts is not taken into account when determining origin. However,

¥

Aher materials consumed during manufacture are taken into consideration. For
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example, if a non-originating reagent is used in the manufacture of a chemical
it will count against the obtaining of origin status.

Drawback.--Drawback is the practice either of not collecting customs
duties on imported components that are to be processed locally and then
exported onward, or of refunding customs duties paid upon importation of
components once the finished product is exported. 1In the EEC agreements with
the EFTA countries, drawback is prohibited. This is to prevent finished prod-
ucts from enjoying a double preference--namely the absence of duties when the
components are imported, and then duty-free entry into the EEC or EFTA
countries.

Drawback is generaliy allowed in the EEC agreements with developing
countries. This is because the purpose of these agreements is to encourage
trade and industry, and because these countries are not considered as highly
competitive with the EEC as are the EFTA countries.

The EEC does have two schemes that are similar to drawback: inward and
outward processing. Inward processing involves‘the temporary duty-free
importation into the EEC of products for processing. Outward processing is
the temporary exportation of goods for processing outside the EEC and
reimportation into the EEC upon payment of duties on the added value.

Cumulation.--Cumulation rules are necessary for determining the origin of
products that are sent for further processing from one country to another
within a preference system. These rules may allow a finished product to

obtain origin status and thus qualify for a preference, even though the normal
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origin rules would not confer origin on the basis of the work done in the last
country of proceésing.

Where no cumulation is allowed, as for example in the EEC's GSP system,
products of EEC countries are treated as non-originating materials. Thus, if
EEC components are used in the manufacture of a product in a GSP country, the
EEC materials will not be included for purposes of obtaining origin status for
GSP purposes. This also means that the GSP origin criteria must be satisfied
in the last country of processing without any contribution from iother GSP
countries. A few derogations from this rule are in effect for'regional
groupings of GSP countries.

Some of the EEC's preferential trade agreements permit bilateral
cumulation. In other words, EEC components that are incorporated in a product
in a beneficiary country are treated as if they originated in the beneficiary
country. Similarly, components from an EFTA country can be incorporated in a
product made in the EEC‘and then that productvmay be returned to the EFTA
ecountry duty-free as an EEC product. Bilateral_pumulation applies to the EFTA
egreements, the agreements with Cyprus, Israel, Malta, and the Mashreq
eountries (Egypt, Lebanon, Jordan, and Syria), and to the ACP and OCT country
egreements.

Diagonal cumulation rules apply to trade involving the EEC and two or more
BFTA countries. 1/ 1In determining origin under the change-in-tariff-heading

. )/ These rules do not apply to the agreements with the Mediterranean
Gountries, the ACP countries, or the OCT countries. Similar rules do apply to
GSP, but for certain regional groupings only.
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rule, any combination of components from EEC and EFTA countries can be used
without affecting origin status, so long as no components from outside the EEC
and EFTA are used. However, if a percentage rule from List A or List B limits
the proportion of non-originating components that can be incorporated,
diagonal cumulation is not allowed. The latter rule has, in practice, been
interpreted to mean that a so-called "neutral calculation" must be performed.
That involves deducting the value of the components originating in the first
country from the value of the finished product. The remainder is referred to
as the reference value. Then the necessary List A or List B percentage
calculation is performed. 1In this way the components from the first EFTA
country count neither in favor of nor against origin in the last country. An

example of the neutral calculation is as follows:

Components from Norway 20 units
Components from Sweden 25 units
Components from Japan 35 units

Other manufacturing costs in Sweden 20 units

Finished product 100 units

First the neutral calculation is performed: the 20 units from Norway are
deducted from the ex-works price of the finished product, leaving 80
units. Then the value of the non-originating components (35 units) is set
against the reference value (80 units). If List A or List B contained, for
example, a 40-percent limit on non-originating components for the product in
question, the product would not qualify for EFTA origin status upon exporta-
tion to the EEC because 35 units is more than 40 percent of 80 units. We note

that although this product would not qualify for the EFTA preference, it would
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still be of Swedish origin for nonpreferential purposes if all of the require-
ments of Regulation 802/68 were satisfied.

If a special processing rule from List A or List B applies, the 5 percent
triangular cumulation rule is used instead of the neutral calculation. This
rule provides that the non-originating products may not exceed 5 percent of
the value of the finished product, and the non-originating components could
not have caused the product exported from the first country to have lost its
status as originating in the first country had those non-originating components
been incorporated in the first country. 1In other words, the fact that up to 5
percent of non-originating products are used in the second country will not
nffect the determination of origin, provided those components would not have
cuused the product exported from the first country to lose its origin status
hud they been incorporated in that first country. This rule is of particular
lmportance in the textiles area where specific processing requirements are
vontained in Lists A and B. A similar 5 percent rule applies to those
products for which there is no List A or List B rule applicable, but only the
‘hunge-in-tariff-heading rule.

In situations where the above rules do not allow origin to be conferred
«n any one of the countries involved, origin is conferred on the country where
the highest percentage of the value was contributed to the final product.
thiu rule applies to the EFTA Agreements and to GSP regional groupings to
which diagonal cumulation applies. The Lome Convention and the Maghreb
sgrooments provide that origin shall be assigned to the country of last sub-

stant ial processing. Such a rule is not necessary for the other Mediterranean
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countries because they only allow ﬁilateral cumulation with the EEC, not
cumulation involving two or more beneficiary countries.

In some situations, for example in the EEC agreements with the Maghreb
countries (Morocco, Tunisié, and Algeria), total cumulation is allowed. 1In
effect, these countries, together with the EEC, are considered one territory
for the purpose of application of the rules of origin. This "total cumulation"
concept also applies to the ACP and OCT countries. In addition to total
cumulation, all of these'couﬁtries individually have bilateral cumulation with
the EEC.

Alternative percentage rules.--Alternative percentage rules have been
adopted in the EFTA agreements for Chapters 84 to 92 of the Customs
Cooperétion Council Nomenclature (CCCN). 1/ For products appearing on List I
of these alternative rules, origin status will be conferred when the value of
nonoriginating materials does not exceed 40 percent of the value of the
finished product; for préducts appearing on List II, the limit is 30 percent.»
The exporter may choose whether he wants to use one of these rules or the
usual rules contained in the agreement in question. If an alternative rule is
applicable, then other requirements, such as a change in tariff heading, will
not apply.

Certification requirements.--All importations into the EEC on a non-

preferential basis under Regulation 802/68 must be accompanied by an origin

certificate that fulfills the basic conditions of Article 9 of the regulation.

1/ These chapters are basically equivalent to the headings of the CCT.
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Each of the origin protocols attached to the EEC preferential agreements
requires direct transportation. This means that the goods must be’shipped to
the EEC in a singlevvoyagé or in voyages that are reasonably direct from the
place of production to the place of customs clearance in the EEC. Some
deviations from this requirement are allowed when justified for geographic
reasons or the needs of transport, so long as the goods have not entered into
the commerce of the intermediary country.

In order to be eligiblebfor preferential treatment, a product must be
accompanied by the appropriate document. This document must be signed by the
exporter and endorsed by the customs authority of the exporting country.

Imports under the GSP must be accompanied by a Form A (app. E) (or a
shorter Form APR (app. H) in the case of smalllshipments by post). The
exporter must indicate the theory under which he is claiming origin status by
means of the code letters A (List A), B (List B), X (change of tariff
heading), or P (wholly obtained). In the casevof‘regional groupings where
origin status is obtained by means of cumulation, the form must be endorsed to
indicate the regional grouping involved.

The forms used in connection with most preferential imports are the EUR 1
movement certificate (app. I) or the EUR 2 certificate (app. J) for small
shipments. The contents of the shipment must be described on the form.

A simplified procedure has been initiated with respect to EFTA imports
into the EEC. Exporters making frequent shipments may use pre-endorsed EUR 1
end EUR 2 forms that already bear the stamp or signature of the local customs

authorities.
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Canadian Rules of Origin

The basic rule of origin in Canada provides that the country of origin of
a product is the country where the goods were grown, produced, or manufactured,
that is, the country where the goods were finished in the form in which they
were exported to Canada. This means that a manufactured article must have
been substantially transformed to its form as exported to Canada in the
country specified as the country of origin. This basic rule is applied in all
origin determinations, including nonpreferential determinations such as those
made for statistical purposes. Certain operations, such as packaging,

splitting, and sorting, may not be considered sufficient to confer origin.

Preferential Origin Determinations

Tﬁe Canadian Customs Tariff contains five different tariff treatments:
British Prefefential; Most-Favoured-Nation (MFN); General; General Preferen—»
tial; and United Kingdom and Ireland. After ianﬁary 1, 1987, the U.K. and
Ireland preferential treatment w111 be d1scont1nued and these countries will
receive HFN treatment. To quallfy for various preferential programs, certain
ninimum percentage content requ1rements based on cost or value, must be
sat1sf1ed. There are also some restrlctlons on shipment through 1ntermed1ate

countries.

Wholly obtained goods

The following products are normally considered to be wholly grown,
produced, or manufactured in a country:

(a) Mineral products extracted from the soil or the sea-
bed of the country;
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(b) Vegetable products harvested in the country;

(c) Live animals born and raised in the country;

(d) Products obtained in the country from live animals;

(e) Products obtained by hunting or fishing in the country;

(f) Products of sea fishing and other marine products taken
from the sea by vessels of the country;

(8) Products made on board factory ships of the country
exclusively from products referred to in paragraph (f);

(h) Waste and scrap resulting from manufacturing opera-
tions of the country;

(i) Used articles of the country imported into Canada for
use only_for the recovery of raw materials; and

(j) Goods produced in the country exclusively from the
products referred to in paragraphs (a) to (h).

With respect to such godds, there is no question that the country of origin is

the country where the goods were obtained.

) @oods not wholly obtained in one country

When goods cannot be considered wholly obtained in one country, the

; determination of the country of origin must be made in accordance with the

perticular tariff treatment scheme involved.

British Preferential Tariff (BPT).--This program combines the basic

Pequirement that the goods be the growth, product, or manufacture of a country
titled to the preference (i.e., that manufactured goods be finished in the
ntry of origin in their form as exported to Canada), with a requirement

t not less than one half of the cost of production of the goods be
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attributable to the industry of one or more countries entitled to the
preference. This means, in effect, that cumulation is allowed among the
countries eligible for the BPT in satisfying the 50 percent requirement. The
following items are not to be considered part of the cost of production:
(1) Packing required for the transportation of the
goods (not including packing in which the
goods are normally sold for consumption);
(2) Profits;
(3) Royalties;

(4) Customs or excise duties or taxes;

(5) Carriage, insurance and other charges from the
place of production to the port of shipment;

(6) Any other costs subsequent to completion of
the manufacture of the goods.

The goods must be shipped from a port of any country entitled to the BPT
without transshipment through any country not entitled to the preference.

Host-Favoured—Natién (MFN) Tariff.--This program also combines the basic

rule of origin with a requirement that not less than one half of the cost of
production be attributable to the industry of one or more countries entitled
to MFN treatment or BPT treatment. Thus, cumulation is allowed among all MFN
and BPT countries in satisfying the 50 percent value-added requirement. The
same exclusions from cost of production that apply to the BPT also apply to
the MFN program.

The MFN scheme does not contain a direct shipment requirement.
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General Preferential Tariff (GPT).--This scheme combines the basic rule

that the goods must be finished in the country of origin in their form as
exported to Canada with the requirement. that, for manufactured goods, the
value of materials and components of nonbeneficiary-country origin or of

undetermined origin not exceed 40 percent of the ex-factory price of the

exported article. Cumulation is allowed among all countries entitled to

benefits of the GPT (GSP).

Special consideration is given to LDDCs under Canada's GPT scheme. For
manufactured goods to qualify, the value of materials and compbnents of
non-LDDC origin, or of undetermined origin, cannot exceed 40 percent of the
ex-factory price of the exported article.

Under the GPT, in calculating the value of materials and parts of
non-beneficiary country or undetermined origin, materials and parts of
Canadian origin and packing required for transporting the goods are not
included. Thus, those élements are deemed to have originated in a beneficiary
country.

United Kingdom and Ireland Tariff.--This preference scheme also consists

of a combination of the basic origin rule and a requirement that not less than
one-half of the cost of production of the goods be attributable to the industry
of one or more of the countries eligible for the preference. Cumulation is

nllowed among the beneficiary countries.

General Tariff.--The General Tariff rates apply to all goods not entitled
to admission under the BPT, the MFN tariff, the GPT, or the U.K. and Ireland
Tariff. These rates are in most instances higher than those applicable to

preference programs.




64

Certification Requirements

A declaration of origin on the commercial invoice, signed by the
exporter, is required for all importations into Canada. Under the BPT, MFN,
U.K. and Ireland, and General Tariff schemes, a bill of lading may be
substituted in those cases where the exporter is unable to declare the origin
of the goods.

Goods entered under the GPTVmust be accompanied by a certificate of
origin (Form A) certified by a governmental body or other approved body of the
beneficiary country. A special certificate of origin is used for handicraft

articles.
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Japanese Rules of Origin

For purposes of the application of preferential tariffs, such as the
preference for least developed countries and the Generalized System of
Preferences, the origin of goods imported into Japan is the country where the
production or processing takes place. If the goods are wholly produced in one
country, that country is the country of origin. In the case of goods produced
in more than one country, the country where the goods undergo a substantial
transformation or are given new characteristics is the country of origin.
Generally, for substantial transformation to occur, there must be processing
that transfgrs the goods from one category of the CCCN to another. However,
there are exceptions to this rule. With respect to goods specified in List A,
in addition to a change in tariff heading, other requirements must be
“itisfied. These requirements fall into one of three categories:

(a) The goods‘must be produced from certain specific materials

or parts originating in that country;

(b) The goods must be produced from certain specific materials
or parts;

(¢) The value of the non-originating materials or parts used
must not exceed a given percentage of that of the result-
ing goods. (For this purpose, the value of the non-
originating materials or parts used is the customs value
at the time of importation, and the value of the resulting

goods is the f.o.b. price.)
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With respect to goods specified in List B, operations that do not result in a
change in tariff heading will be considered sufficient when other specified
requirements are satisfied.

The goods must be transported directly to Japan without passing through
the territory of another country, except that transshipment may be allowed
when necessary due to transport requirements. Direct transport may be
evidenced by a through bill of lading or by a certification by the customs

authorities of the transit countries.

Donor Country Content Rule

Goods produced in a preference-receiving country exclusively from ma-
terials imported from Japan, or only from materials wholly obtained in the
preference-receiving country or imported from Japan, will be regarded as
wholly obtained in that preference-receiving country. In the case of goods
produced in a preference-receiving country from materials imported from Japan
and materials imported from a third country, the materials from Japan will be
considered as wholly obtained in the preferenceéfeceiving country when the
origin of the goods is determined. This rule, referred to in Japan as the
Donor Country Content Rule, is similar to bilateral cumulation, discussed

previously in the section covering EEC rules of origin.

Rules of Cumulative Origin
In the case of goods produced in a member country of the Association of
South East Asian Nations (ASEAN), in the production of which only materials

wholly obtained in ASEAN countries or materials imported from Japan are used,
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the goods will be considered wholly obtained in the country where they are
produced. If products frqm an ASEAN country that is not the country of
production of the goods and products from outside ASEAN and Japan are used
with products wholly obtained in the country of production and/or in Japan,
the products wholly obtained in the ASEAN country or countries will neverthe-
less be considered as wholly obtained in the country of production for

purposes of determining the origin of the goods.

Safeguard Mechanisms
Japan has reserved the right to suspend preferential treatment for
certain products under certain circumstances. Also, a particular country may

be excluded with respect to a particular product under certain circumstances.

Documentation Requirements

In order to qualify for preferential treatment, a Certificate of Origin
(Form A) must be submitéed to customs. The certificate must be signed by the
customs authorities or other approved body of the exporting country.

When the Donor Country Content Rule is utilized, a "Certificate of
Materials Imported from Japan" and an export permit issued by Japanese customs
on exportation of the components from Japan must be submitted.

When one of the cumulative origin treatments applicable to ASEAN is
utilized, a "Cumulative Working/Processing Certificate" must be submitted,

together with a Form A.
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Hong Kong Rules of Origin

Hong Kong generally imposes no tariffs on imported goods. Duties are

levied only on a very few products, including tobacco, alcoholic liquors,

methyl alcohol, and some hydrocarbon oils. Due to the general absence of

import duties, Hong Kong does not have rules of origin relating to imports.

There are, however, rules of origin requirements with respect to the

exportation of goods from Hong Kong. These rules are applied in order to

determine whether an article will be considered a product of Hong Kong for

purposes of the issuance of a Certificate of Hong Kong Origin or to determine

whether a product qualifies for a Certificate of Origin (Form A) for purposes

of a Generalized Scheme of Preference.

Hong Kong applies the rules of origin discussed below to determine

whether an article will be considered a product of Hong Kong for purposes of

the issuance of a Certificate of Hong Kong Origin. These rules are applied

with respect to the issuance of such certificates by the following bodies:

a)
b)
c)
d)
e)

f)

ang Kong Trade Department;

Hong Kong General Chamber of Commerce;
Federation of Hong Kong Industries;

Chinese Manufacturers' Association of Hong Kong;
Indian Chamber of Commerce, Hong Kong; and

Chinese General Chamber of Commerce.

In order to be considered a product of Hong Kong for the purpose of the

issuance of a Certificate of Hong Kong Origin, an article must have undergone

a manufacturing process in Hong Kong that has changed permanently and

substantially the shape, nature, form, or utility of the basic materials used




69

in manufacture. Simple diluting, packing, bottling, drying, assembling,
sorting, or decorating are not by themselves considered sufficient. Specific
processing requirements are set out on a product-by-product basis (app. K).
The Hong Kong Trade Department has made provision for manufacturers to
subcontract certain processes to other factories. This arrangement makes a
distinction between principal and subsidiary processes of manufacture, for
which different control measures are applicable, as follows:
(a) The principal process is that required to meet the
requirements of the rule of origin. (These are set
out on a product-by-product basis in column 3 of the
origin rules in app. K.)
(b) A subsidiary process is any process, other than the
specified principal process, that contributes to the
manufacture of the product (Examples are electroplating
and buttonholing).
The Trade Department of the Hong Kong Government is authorized to issue
Ahe Certificate of Origin (Form A) for GSP purposes. 1/ The rules of origin
Ahet are applied in issuing these certificates are those rules that are in

O®ffect in the donor country to which the GSP goods are being exported.

-17‘The following government-approved organizations are also authorized to

A#oue the Form A for GSP exports to Canada, Japan, Switzerland, Norway,

Muotria and New Zealand: Hong Kong General Chamber of Commerce; Indian

» ber of Commerce, Hong Kong; Federation of Hong Kong Industries; Chinese
facturers Association of Hong Kong; Chinese General Chamber of Commerce.
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PREVIOUS STUDIES CONCERNING RULES OF ORIGIN
The following sections contain summaries of the activities of the three
international organizations that have been most jnvolved in studying rules of

origin.

United Nations Conference on Trade and Development (UNCTAD)

UNCTAD has been working toward the liberalization of rules of origin
requirements applicable to developing countries under preference arrangements.
UNCTAD published a digest of rules of origin (UNCTAD/TAP/133/Rev. 5 of May
1982 (app. L)) applicable to the Generalized System of Preferences. The
digest sets forth the main elements of rules of origin. In the section
concerning origin criteria, the rules for defining what constitutes
"sufficient working or processing", which vary from one GSP scheme to another,
are discussed. The digest also includes sections discussing direct
consignment conditions,'required documentary gvidence, cumulation rules, and
other special rules. Later this year, the UNCIAD Working Group on Rules of
Oorigin will be considering the implications of changes made necessary by the

adoption of the Harmonized System. 1/

Organization for Economic Cooperation and Development (OECD)

Since implementation of the various GSP programs, OECD has worked toward
harmonization and simplification of the rules of origin. 1In 1976 a compendium

of rules of origin was drawn up by OECD preference-giving countries. This

1/ The Harmonized System is a detailed classification, based on the CCCN,
containing approximately 5,000 headings and subheadings describing articles in
trade. It is intended to serve as a single, standard, international product
nomenclature for use in classifying products.
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compendium has been updated twice; the most recent version is TD/B/626/Rev. 2
of 30 June 1981.' This version was closely followed by UNCTAD in preparing its
May 1982 compendium, discussed above. The OECD Group on Preferences is
preparing a note explainiﬂg the current situation with respect to GSP origin
rules and laying out options for the policy makers to consider in light of the

upcoming implementation of the Harmonized System.

Customs Cooperation Council (CCC)

Kyoto Convention

The CCC approved the Kyoto Convention in May of 1973. 1/ This Convention
was designed to simplify and harmonize customs procedures and operations and
thereby foster international trade. The Convention merely describes origin
systems in use without setting limits on the types of rules that may be
devised.

Three annexes of the Convention relate to rules of origin (app. M).
Annex D.1. relies on the "wholly produced" and “substantial transformation"
tules and suggests the use of the change—in—tariff—heading rule, gsing the
CCCN for its application. Annex D.2. discusses the documentary evidence of
otigin requirements, and Annex D.3. concerns the control of documentary

evidence of origin.

i

;—vi/ The Convention consists of essentially two parts: the body, which applies
i§0 all contracting parties; and thirty annexes, each dealing with a specific
iBuetoms matter. A country must accept the body and at least one annex in

er to become a contracting party. In effect, each annex, when read with
body, becomes a separate convention. Each annex generally contains an
troduction, definitions, standards, and recommended practices and notes.
tracting parties may enter reservations in respect of standards and
ommended practices. This right is balanced by an obligation that

tracting parties review their national customs practices at least once

y 3 years in an effort to bring them into line with the annex's provisions.
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CCC Compendium ‘

The CCC began a two-part study of rules of origin in 1982. The first
part (CCC Document 29.215E, November 1982 (app. N)) is a comparative study of
rules of origin in use by CCC member countries. Chapter I is a comparative
study of rules that are likely to present difficulties; Chapter II suggests
various simplification and harmonization measures for consideration; and
Chapter III contains suggestions.concerning the work to be done and its
timetable. Following these chapters are the submissions made by the various
countries. They will be asked to update their origin information and resubmit
it sometime‘later this year.

The second part (CCC Document 31.745, August 31, 1984 (app. 0)), a
compendium of rules that are particularly difficult to apply and control, has
been drafted. It consists of a chart indicating the rules applicable (column
1), difficulties of.application (column 2), and possible means of control
(column 3). This document will be submitted to the Council of the CCC for
approval.

The CCC compendium is intended to serve as a basis for future agreement

on simplification and harmonization of rules of origin.

General Agreement on Tariffs and Trade (GATT)

The GATT Secretariat prepared, in March of 1981, a note on rules of
origin, as a basis for further discussion of the need for work in this area.

The note provided a brief description of the concepts behind rules of origin
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and the main criteria used in arrangements where it is necessary to determine
the preferential or nonpreferential origin of goods. An annex contained a
brief description of rules in existence at that time.

At the GATT Ministerial Meeting in November 1982, the ministers agreed to

arrange for a study of the rules of origin used by the contracting parties.
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ECONOMIC IMPACT OF RULES OF ORIGIN

General Discussion of Tmpact

The economic impact of any rule of origin depends upon the impact of the
import program it is used to implement. In turn, the impact of a particu-
lar program depends upon the effects of the benefit (such as a duty reduction)
gained through qualifying for the program or the harm (such as imposition of a
quota) suffered as a result of qualifying. Thus, we can gain insight into the
economic impact of a particular rule of origin by studying the effects of the
duty reduction or quota that is a result of implementation of the program that

uses that rule.

Tariffs

The imposition of a tariff on imports of a product tends to reduce imports
and domestic consumption of the product and to increase the domestic price,
government revenue, and the quantity supplied by domestic sources. According
to traditional trade theory, a tariff on imports will usually lower national
well-being as a whole because it costs domestic consumers more than it benefiis
the domestic producers and the government. 1/ The change in imports, the net
national loss, the reduction in imports, and the gain to competing domestic
producers caused by the tariff can be estimated if data on the rate of tariff
imports, domestic output,‘and the necessary price elasticities are avail-

able. 2/ However, without this specific data, such an estimate cannot be made.

1/ Peter H. Lindert and Charles P. Kindleberger, International Economics,
Homewood, IL: Irwin, 1983, pp. 112 and 131.

2/ In 1960, Harry G. Johnson used the following equation to estimate the
national loss from tariff for any commodity:

Net national loss from the tariff = (1/2) x (% of tariff) x % change in
GNP
import quantity x import value. For details, see his article, "The Cost of
GNP

Protection and Scientific Tariff," Journal of Political Economy, August 1960,
pp. 327-45. '
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Quotas
The effects of an import quota are basically the same as those resulting
from a tariff. However, whereas with a tariff the importing government
collects the revenue (the duties), with a quota the revenue (rent) can be
collected by any one of a number of parties depending upon how the quota

rights are allocated. 1/

Value-added Requirements

In general, when the rule of origin affects tariff rates, the addition of
a value-added requirement to a rule of origin will reduce the tofal number of
imports of the affected product, as well as the number that are eligible for
preferential treatment. A value-added requirement will also usually result in
an increase in imports of the product from nonbeneficiary countries with the
consequent higher prices and other effects attributable to an increase in
duty. It is very difficult, however, to measure the magnitudes of these
effects. To measure the effect, one wbuld need to know how much of the re-
duction in imports from beneficiary countries was made up by an increase in
imports from nonbeneficiary countries, how much was made up by an increase in
domestic output, and how much from a decline in domestic consumption. The
price elasticities needed for these calculations are usually very difficult
(and often impossible) td determine. The effect of a éhange in a rule of
origin is likely to be different when the rule restricts access to a quota
rather than affecting the tariff rate. 1In that case, unless the beneficiary
country were unable to fill the quota after an increase in the value-added

requirement, the effect on imports would be zero. 2/

1/ There are three ways of allocating a quota: competitive auctions, fixed
favoritism, and resource-using applications procedures. For details, see
Lindert and Kindleberger, op. cit., pp. 157 and 158.

2/ See discussion of textile regulations (pages 78-92 of this report).
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Preferential Rules of Origin

A preferential rule of origin has the effect of encouraging the use of
materials from preference countries. 1/ As the percentage requirement of a
value-added rule is increased, manufacturers will either increase their use of
preference-country sources of materials or decide it is not economical to use
the preference.

Any switch to preference-country sources that results from increasing the
percentage requirement will naturally benefit the preference country by
encouraging greater investment there. This boosts local production and
employment. However, it can also have disadvantageous effects such as
requiring producers of the finished product to pay more for components or to
accept lower quality materials. These costs will be passed on to consumers
and could make those products less competitive on world markets.

Since a preferéntial rule of origin will have the effect of discouraging
the use of nonpreference-country materials, manufacturers of those goods will
suffer some harm. The degree of harm suffered will vary depending on the
stringency of the rule of origin in question. Thus, injury to manufacturers
of nonpreference goods will be greatest when the rule of origin is most
restrictive or otherwise difficult or costly to comply with, when the producer
of the finished product exports a substantial portion to countries with high
tariffs; when the intermediate products are a substantial portion of the value
of the finished product; and when the intermediate products are readily avail-
able from preference-country sources. The degree of injury will tend to be

reduced when the rule is not restrictive or is loosely enforced; when the

1/ In addition, in some cases the complexity of a rule will cause the
manufacturer to favor preference-country sources merely to be certain of
qualifying under the rule.
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intermediate products constitute only a small proportion of the value of the
finished product; when the producer of the finished product sells mostly
within his own country or to countries with low tariffs; and when the use of
nonpreference components will continue notwithstanding the added cost
resulting from application of the origin rule (where local supplies are

unavailable, too costly, or of inferior quality, for example).

Changes in Rules of Origin

In some cases, a change in a rule of origin will have no impact since the
rule does not preclude profitable alternatives. 1In other cases, the require-
mentsvmight adversely affect certain foreign suppliers, have favorable effects
on other suppliers, and have no effect on the economic welfare of the home
country; However, if the requirements cause a reduction in the home country's
imports, they can increase domestic prices, reduce domestic consumption, and
increase domestic production of the product under discussion. Country-of-
origin restrictions imposed by a foreign country can also affect the home

country's exports.

Measuring the Impact of Rules of Origin

Although there is general agreement that rules of origin do have an
economic impact, the effects are difficult to measure. Measuring the effects
tequires data on all of the factors affecting trade flows, and it is not
pounible to isolate the effect of applying a rule of origin from all of the
othor factors that contribute to business decision making. The Commission
dent questionnaires to U.S. importers and exporters requesting them, to the
extont possible, to quantify the impact of rules of origin on their trade.

They were unable to provide us with useful data quantifying the impact. Some
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respondents did provide us with anecdotal statements which could not be veri-
fied. For example, the respondents were asked to estimate the cost to their
company in lost sales resulting from the application of rules of origin. Most
were unable to estimate this cost, but of those who did respond, estimates
ranged from zero or a negligible amount to several million dollars. They were
also asked to estimate the administrative costs, such as for reporting and
paperwork requirements, personnel costs, and so forth, associated with comply-
ing with rules of origin. More respondents were able to come up with an
estimate for this question. These estimates also ranged from negligible costs

to several million dollars, with most of them in the $30,000-$100,000 range.
Modifications to Comply with Rules of Origin

The questionnaires also inquired into the extent to which companies have
made modifications in order to comply with rules of origin. Several respon-
dents indicated that the& have altered their source patterns in order to take
advantage of preferential rules of origin or to gvoid negative consequences
such as might be experienced with respect to a quota. Some have moved
manufacturing facilities to other countries in order to qualify for particular
preferences. Others cautioned, however, that decisions concerning sources or
location of manufacturing facilities are dependent on many factors in addition
to rules of origin, such as other costs, labor rates, accessibility to materi-

als, tax benefits, and duty rates.

Textile Regulations

Because of the recent issuance of new U.S. Customs Service Regulations in

this area, the rules of origin pertaining to U.S. imports of textiles have
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been in the spotlight. The regulations (see pages 29-33 of this report)
clarify the rules for determining the country of origin of textiles and
textile products subject to restraint agreements under section 204 of the
Agricultural Act of 1956, as amended (7 U.S.C. 1854). These regulations set
forth in considerable detail the various processing operations that will or
will not confer origin in the country in which they occur. They have the
effect, at least in some instances, of tightening the requirements for
qualifying as the country of origin of a product. For this reason, in some
cases, products that were previously allowed entry, either under quota or
without quota restrictions, as the product of one country will now be
considered the product of another country. For some products, this will have
the effect of denying entry to the product where, for instance, a filled quota
for that country exists.

Because of the nature of textile and apparel products and current
conditions of internatioﬁal trade in these products, rules of origin have a
particularly significant impact. First, these products usually result from a
sequence of production stages or processes and goods may enter international
trade at any of the intermediate stages. For example, a finished apparel item
may be the end result of a process that began with production of the raw fiber
and continued through spinning of the yarn, weaving the fabric, dyeing and
finishing the fabric, cutting the fabric into pieces according to pattern,
sewing or otherwise assembling the pieces, adding buttons, zippers, pockets,
linings, and ornamentation, and labeling and packaging the end product.
Products in any of these stages_may be shipped to another country for further

processing.
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Second, a large part of world trade in textiles and apparel, especially
the exports of developing countries to industrialized countries, is controlled
under bilateral agreements pursuant to the Multifiber Arrangement (MFA).

These agreements establish limits on imports by country and by product so that
classification of the product and determination of the appropriate country of
origin are critical factors in charging imports against the applicable quota

category.

The MFA

The MFA went into effect on January 1, 1974, with the basic objective of
ensuring the expansion of trade in textile products and achieving reduction of
trade barriers and the liberalization of world trade in textile products. The
MFA was renewed in 1977 and 1981 and will be considered for renewal again at
the end of July, 1986. It is an exception to the GATT in that it allows
importing countries to apply restrictions selectively in terms of products and
exporting countries. GAIT rules would ordinarily require equal freatment to
all member countries and a producﬁéby—product determination of injury before
restraints could be imposed.

The MFA established a Textiles Surveillance Board (TSB), which reviews
actions of member countries for conformity with MFA standards, and, when
disputes arise, makes nonbinding recommendations to the governments involved.
In considering the recent U.S. Customs Service Regulations concerning textiles,
the TSB concluded that they do in fact affect the balance of rights and obliga-
tions in the bilateral agreement between the United States and Hong Kong and
that consultations should be held with a view to restoring those rights.
Consultations are still in progress between the United States and Hong Kong on

the issue.
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Intercountry Production Operations

The importance of intermediate products in world trade in textiles and
apparel is illustrated by the fact that, in 1982, total trade in textile mill
products (primarily yarns and fabrics) amounted to about $52 billion and trade
in apparel amounted to about $41 billion. Most of the exported textile mill
products are further processed into apparel and household products, although
some are consumed in the imported form in industrial or other uses. Developed
countries import most of the apparel moving in international trade, importing
nearly equal amounts from other developed countries and from developing
countries. 1In contrast to apparel, most of the imports of textile mill
products are into developing countries.

The following origin and destination tabulation for 1980 illustrates the

flow of world trade in textiles and apparel (in billions of dollars):

. Destination
Origin : Developed : Developing : Eastern
: countries : countries : Trading Area
Developed countries : : :
Textiles—-———=cmmmem e : 25.1 8.8 : 2.2
Apparel--—————-——m : 15.7 2.1 : 0.4
Developing countries :
Textiles——————mmmeemme : 7.7 : 6.2 : 1.2
Apparel-——-—-—————eu : 13.3 : 2.8 : 0.5
kastern Trading Area : : :
Textiles—--—-——- —————— : 1.6 : 1.9 : 1.0

Apparel-————————- o : 2.0 : 0.7 : 2.3
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Trade Under Item 807.00

u.S. manufacturers send domestically produced materials to less developed
countries for the labor-intensive parts of the production prdcess and then
reimport the goods under item 807.00, TSUS (see pages 34-35 of this report).
In the United States, such trade is subject to, and constitutes part of, the
quota levels established in bilateral agreements under the MFA. Such trade
acecounts for about 6-9 percent of U.S. apparel imports. Most of the foreign
labor is done in Mexico and the Caribbean Basin. The largest suppliers of
U.S. apparel imports under TSUS item 807.00 in 1984 were Mexico ($218
million), the Dominican Republic ($156 million), Haiti ($87 million), and
Costa Rica ($73 million). The following tabulation shows 807.00 imports

compared to total jmports of apparel (in millions of dollars):

1980 1981 1982 1983 1984
Total imports—-—-—-—---——-7""77 6,039 7,096 7,725 8,898 12,393
807.00 imports—----———-"""7" 526 579 557 632 788
Ratio 807.00/total---—-——--- 8.7 8.2 7.2 7.2 6.4

Trade Differences By country
Textile and apparel trade and domestic production processes differ widely
by country. This can be illustrated by looking at the five countries that
have the largest trade (exports plus jimports) in these products——West Germany,
the United States, Hong Kong, Japan, and China. West Germany has generally
reduced domestic production, imports a large part of domestic consumption,

engages extensively in «outward processing,” and has a sizable trade deficit
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in apparel. The United States has experienced sharp increases in apparel
imports in recent years despite bilateral agreements limiting imports and, in
1983, had the largest trade deficit in these products of any country. U.S.
exports of fabrics and other textile mill products have declined, being
displaced in world markets by greige fabrics from China and other low cost
producers; finished fabrics from Japan and Hong Kong; and, within the EEC, by
local European producers. Japan imports both textiles and apparel, but is a
large net exporter of textiles. It has become established as one of the
leading suppliers of finished fabrics to apparel manufacturers worldwide.

Hong Kong is the largest apparel exporter in the world and a large importer of
yarn and fabric, much of which is used in the production of exported apparel.
China has rapidly emerged as one of the world's largest exporters, especially
of fabrics and other textile mill products. Often, Chinese greige fabrics are
finished in Japan or Hong Kong and reexported.

Developing counttiés have tended to regard textiles and apparel as growth
industries, whereas they are generally thought of as declining industries in
developed countries. However, some of the more advanced developing countries
sre attempting to move "up-market" into higher priced items and, in some
cases, to shift emphasis to industries using higher technology. On the other
hand, several Asian countries (such as Sri Lanka, Indonesia, Thailand, and
Mauritius) continue to promote the development of apparel industries geared to
exports and often utilize imported yarns and fabrics in making apparel for

exports.
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The Trade Effects of the New Regulations

As noted earlier, the MFA allows bilateral agreements with supplying
countries that limit imports of cotton, wool, and manmade-fiber textile
products. The United States has bilateral agreements, providing specified
import limits, with more than 30 countries. 1/ More than 100 product
categories have been established to monitor imports and many bilateral agree-
ments provide for both group limits and limits on specific individual catego-
ries. There are no provisions for transfer of quotas among countries.
However, if a country whose quota is filled ships partially completed textile
products to a second country where the items are completed and exported to the
United States, the second country may qualify as the country of origin. If
the second country has unfilled quota for this item, or is not subject to any
quota on the item, there would be no restriction on its entry. Alternatively,
it is possible that a country with a filled quota for a specific item could
import the item from a second country, perform only limited finishing,
assembly, or packaging operations and export the item to the United States
with the items charged against the quotas of the first country. 1In the first
case, the operations performed in the second country were sufficient to change
the country of origin, but in the second case they were not. This determina-
tion would be made based on the definition of "substantial transformation"
contained in the new U.S. Customs Service Regulations. Thus, it can be seen
that the availability of unfilled quotas in particular countries may affect

multicountry processing operations.

1/ There were 25 bilateral agreements negotiated under Art. 4 of the MFA
and similar agreements were negotiated pursuant to sec. 204 of the
Agricultural Act of 1956, as of July 1, 1984.
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The trade effects of the new regulations will depend to a large extent on
how the regulations are interpreted and enforced and on how supplying coun-
tries or manufacturers respond to them. 1In cases where most of the manufac-
turing operations required to produce the product are done in the exporting
country, it is generally clear that the country that shipped the product to
the United States is also the country of origin. Controversy about the
appropriate country of origin is.most likely to arise when products undergo

processing operations in more than one country.

Case Illustrations of the Economic Impact of the New Regulations.

Hong Kong and China
The four largest textile exporters to the U.S. are Hong Kong, the

People'é Republic of China, Taiwan, and Korea. The two suppliers expected to
be affected most by the new textile regulations are Hong Kong and China.
Because of the lack of natural resources and rawbmaterials, Hong Kong is
virtually a large processing zone. In the past, goods in intermediate stages
of production were sent to Hong Kéﬂg for further processing and then shipped
to the United States as products of Hong Kong. Now, in order for certain
goods to be considered products of Hong Kong, materials in an earlier stage of
production will have to be sent to Hong Kong and more of the processing will

have to be done there. Thus, while there has been speculation that Hong Kong
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would lose business due to the implementation of the new regulations, 1/ 2/
Hong Kong may actually expand its local production by doing processing that
was formerly done in other countries. China, on the other hand, as a major
supplier in the past of intermediate materials to Hong Kong textile and
apparel industries, will almost certainly be hurt by the new regulations.
Previously products processed in Hong Kong using intermediate materials from
China qualified as products of Hong Kong and entered the U.S. under Hong
Kong's quotas. Under the new regulations, some of these products will be
classified as products of China rather than of Hong Kong. Since China has
fully utilized its quotas in the past, this will have the effect of reducing
China's exports of intermediate materials to Hong Kong for reexport to the
United States. The People's Republic of China is very concerned about the new
regulations and has released its estimates of employment losses due to the

implementation of the new regulations. 3/

1/ The Joint Committee of Hong Kong Knitwear Association estimates the
expected loss of business in 1985 at $233 million and claims that approximate-
ly 35,000 Hong Kong workers are directly affected. "Comments Regarding United
States Customs Service Regulations Amendments Relating to Textiles and Textile
Products”, page 29 (submitted as an attachment to the statement submitted to
the ITC for the public hearing held in this investigation on January 29, 1985).

2/ There are claims that Hong Kong is also suffering a loss in its quota
rights. Due to the uncertainty created by the new regulations, the prices of
textile quotas dropped sharply. According to the Daily News Record of
February 12, 1985, "Quotas for wool knit sweaters were $23 a dozen, compared
to $27 a dozen two weeks ago and $53 a dozen in February 1984."

3/ In his letter of Feb. 25, 1985, to the United States Trade Representative,
Ambassador Zhang Wenjin of the People's Republic of China indicated that the
interim regulations "affects over 100,000 jobs throughout China and around
$200-300 million of China's trade."” The Ambassador concluded that "The
establishment of such a distinction in the final country of origin regulations
would lead China to the unavoidable conclusion that these regulations are
being promulgated specifically to restrict trade in products such as sweaters
knit to shape in China and assembled in Hong Kong. China would also be forced
to conclude that the United States is acting in conscious disregard of the
harm of China's employment, trade and economic development resulting from
these regulations.”
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Sweaters from Hong Kong

The example that has been most often cited to illustrate the effects of
the new regulations is the case of sweaters imported from Hong Kong. Hong
Kong is the largest supplier of sweaters to the United States, shipping
cotton, wool, and manmade--fiber sweaters valued at nearly $250 million in 1983
and about $280 million in 1984. 1/ According to information supplied by the
Hong Kong Knitwear Association (HKKA), 2/ the sweaters are typically made from
knit pieces or panels imported from China. The assembly of the knit panels
into a finished sweater involves a process called "looping" by'which the
panels are attached together and may also include other operations such as
mending, washing, inspection, and pressing. In the past, these sweaters have
been imported into the United States as a product of Hong Kong and charged
against the Hong Kong quota. Under the new customs regulations, China is
regarded as the country of origin and U.S. imports will be charged against the
Chinese quota for sweatérs. China's quota for sweaters in 1984 was consider-
ably less than half the size of Hong Kong's quota. Table 2 shows MFA limits

and shipments charged for sweaters from the four leading suppliers in 1982-84.

1/ In 1984, Hong Kong also shipped sweaters of fibers other than cotton,
wool, or manmade fibers, valued at nearly $240 million, over three times the
value shipped in 1983.

2/ Testimony of Christina Fleps, O'Connor and Hannan, before the ITC,
Jan. 29, 1985.
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Table 2.--Sweaters and parts of sweaters: Limits and shipments charged in U.S.
textile and apparel trade agreements with major U.S. suppliers, 1982-84

(Quantity in thousands of dozens)

: .. Shipments : Percentage
Year and Category No. 1/ . Limit charged . filled 2/
China
1982: : : :
345 m————————— e : 59 : 79 : 133.1
445/4846— ————— e : 274 : 274 : 100.0
645/646—— - ——————— e : 619 : 619 : 100.0
1983: o : s
345 : 80 : 79 : 98.9
445/846— ————— e : 268 : 268 : 100.0
645/646—-———————— : 631 : 631 : 100.0
1984: 3/ : : :
345 : 4/ 52 : 33 : 63.8
445/446——~—————— - : 270 : 270 : 99.9
645/646—— - —————— - : 649 : 619 : 95.2
X Hong Kong
1982: : : :
345 e 342 : 342 : 105.6
B85 /846 ——— e : 1,150 : 1,256 : 109.2
645/646—— - ————— e : 1,208 : 1,242 : 102.7
1983: : : :
345 : 310 : 299 : 96.3
445/4846— - —————— e H 1,129 : 1,229 : 108.8
645/646—————— - : 1,180 : 1,144 : 96.9
1984: 3/ : : :
34 : 314 : 172 : 54.6
445/4846— — e : 1,183 : 794 : 67.1

645/646—————— - : 1,220 : 776 : 63.6
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(Quantity in thousands of dozens)
: - Shipments : Percentage
Year and Category No. 1/ . Limit charged filled 2/
: Korea
1982: . .
345 e : 5/ : 61 : -
4457846 ——— - : 53 : 53 : 100.0
645/646—————— oo : 3,283 : 3,246 : 98.8
1983: : : :
345 : 64 : 62 : 96.2
485/48486— - ——— - : 53 : 53 : 99.9
645/646— - ——————m oo : 3,238 : 3,238 : 100.0
1984: 3/ : : :
345 : 67 : 42 : 63.4
A45/846— - : 54 : 47 : 87.6
645/646————— - : 3,255 : 3,162 : 97.1
. Taiwan
1982: : : :
B34 o : 5/ : 72 : -
445/446————— - : 130 : 135 : 103.6
645/646————— - e : 3,883 : 3,943 : 101.5
1983: : . .
B34 82 : 80 : 97.7
445/ 446 -~ : 133 : 116 : 87.1
645/646————————— e 3 3,967 : 3,922 : 98.8
1984: 3_/ : : :
345 : 84 : 63 : 75.1
445/446——— —————— e : 127 : 96 75.3
645/646— - ————— - : 3,987 : 3,806 : 95.4

1/ Category 345 is sweaters and parts of sweaters of cotton. Categories
A45/446 and 645/646 are sweaters and parts of sweaters of wool or manmade

tibers, respectively.

2/ Calculated from unrounded figures.

3/ Data for 1984 on shipments charged and percentage filled cover January-

September 1984.
4/ Adjusted limit.

5/ No specific limit was in effect; however the United States reserved the
right to request consultations, leading to the establishment of specific
limits, should imports of a particular product threaten market disruption.

Source: Compiled from official statistics of the U.S. Department of

Conmerce.
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A survey by HKKA indicated that approximately 35,000 Hong Kong workers
will be directly affected by the new regulations. Chinese Ambassador Wenjin
stated that some 60,000 jobs in South China would be affected.

Imports from insular possessions

Imports from insular possessions are entered duty-free if they qualify as
a product of an insular possession. Even if not eligible for duty-free
treatment, they must be treated no less favorably than imports from LDDC's or
beneficiary Caribbean countries. It is expected that the new regulations will
have a relatively minor effect on insular possession trade since the sewing of
apparel, even from cut parts, generally confers country of origin under the
regulations. However, operations such as merely shower proofing wool fabrics
or assembling knit-to-shape parts for sweaters will generally not confer
origin, and this could have an effect on insular possession trade. The
following tabulation shows shipments of textiles and apparel from U.S. insular

possessions to the United States, in 1983 (in thousands of dollars):

Virgin Islands:

Schedule 3, total-—————— e 4,494
Woven fabrics of wool, not over $9/1b—-—- 3,186
Woven fabrics of wool, over$ 9/1lb——— e 1,052

Guam:

Schedule 3, total-————— e 6,247

Men's and boys' wool knit sweaters, not over $5/1b------ 1,550

Men's and boys' wool knit sweaters, over $5/1b—-—————u-- 3,993
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Finished fabrics

During the consideration of the interim regulations, countries in both
Europe and the Far East p;otested the fact that fabrics woven in Far Eastern
countries and finished in Europe would no longer be considered a product of
the European country when imported into the United States. The final rules,
however, do allow most of these fabrics to continue to be imported as products
of Europe, with no quota limits. The final regulations provide that imported
fabric will be considered thé product of the country where it has undergone
dyeing and/or printing processes, when these processes are accompanied by two
or more specified finishing operations such as bleaching, shrinking, and
napping. Trade sources indicate that most of the greige fabrics converted to
finished fabrics in Europe and Japan meet this requirement. The regulations
specify, however, that fabrics will generally not be considered a product of a
country where processing was limited to either (1) finishing operations such

as showerproofing or bléaching or (2) dyeing gnd/or printing only.

Estimated Total Trade Affected by the New Textile Regulations

The Commission estimatés that the amount of U.S. import trade affected by
the new regulations could be as much as $500 million or more annualli, based
on 1984 data. It is expected that sweaters will be the product most directly
impacted, and that the swéater imports affected will amount to one half or
more of the total textile trade affected. The sweaters affected will be
mainly those utilizing knit-to-shape parts made in China, most of which are
finished in Hong Kong. It is believed that only a small proportion of other

apparel imports are likely to be affected.
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Most U.S. fabric imports consist of finished fabrics that are not likely
to be affected. Finished fabric imports could be affected where the country
of shipment performs only limited finishing operations on imported greige
fabrics. However, most of these products have had sufficient processing in
the country of shipment to confer country of origin status.

The impact of the regulations on trade in textile products is likely to
diminish in time. For example, Bong Kong interests have indicated several
possible adjustments to the new regulations including the possibility of (1)
importing new knitting machinery and knitting panels in Hong Kong; (2) setting
up manufacturing areas near the Chinese border and utilizing Chinese workers
who commute to the workplace; (3) importing the knit-to-shape parts from Italy
or other countries for which there are no U.S. quotas; and (4) utilizing
sweater parts that are in chief value of fibers other than cotton, wool, or
manmade fibers and, therefore, not subject to U.S. quotas. Those producing
sweaters in the insular possessions have indicated that over a period of time
nearly the entire manufacturing process will be shifted to the possessions.
Most of the adjustments are likely to occur during a period of several months

to 2 years.
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COMPLAINTS BY UNITED STATES INDUSTRY

Numerous complaints concerning pfoblems experienced with rules of origin
have been filed with the Government by United States industry. These com-
plaints, which were not previously organized into a compilation, have been
summarized in Appendix P.

When the rules of origin for the several EEC-EFTA preference agreements
went into effect in the 1970's, many U.S. companies complained about the
restrictiveness of the rules. Many of them took the position that the
EEC-EFTA rules were more restrictive than was necessary to prevent deflections
of trade. The complaints were focused primarily on the EEC-EFTA rules
regarding textiles, electronics, and chemicals. Many textile products appear
in the List A exceptions to the general rule that a change in tariff heading
will confer origin status on a product. Generally, two substantial
transformations arevrequired with respect to textiles (the '"two-process
rule"). Many electronics products are subject to dual percentage tests. 1/
This means that not only must nonoriginating materials not exceed a specified
percent of the final value of the product, but at least a certain percentage
of the value of all materials used must be originating materials. The
EEC-EFTA rules also contain a 3 percent rule with respect to transistors:
i.e., the value of any nonoriginating transistors may not exceed 3 percent of
the value of the finished article. For certain electronics and other
products, List B contains an exception that states that the incorporation of
nonoriginating materials worth up to 5 percent of the value of the finished

product will not deprive the product of origin status, notwithstanding the

1/ See pages 50-51 of this report for a more detailed discussion of
percentage tests.
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fact that there is no change in tariff heading. U.S. companies felt that the
S percent limit was tqo restrictive. A List B provision requires that, for
most products of the chemical and allied industries, 80 percent of the value
of the finished product must come from originating materials, although there
need not be a change in tariff heading.

In 1974, the United States pursued a complaint through the GATT Article
XXII consultative mechanism. The U.S. position was that, because of their
restrictive rules of origin, the various EEC-EFTA agreements did not meet the
criteria of a free trade area contained in Article XXIV, and therefore they
were not eligible for the exception to the general MFN obligation that Article
XXIV provides. The contention was that the agreements were contrary to
Articles XXIV:4, XXIV:8(b), XXIV:5(b), and VIII. The violation of these
Articles was believed to result in nullification or impairment of benefits
aceruing to the United States under the GATT, the impeding of GATT objectives,
and the defeat of reasonéble expectations of the United States at the time
reciprocal trade concessions were being negotiated. These reasons were
asserted to provide the basis for an Article XXIII action under the GATT. 1/

Article XXIV:4 states that the purpose of a free trade area "should be to
facilitate trade between the constituent territories and not to raise barriers
to the trade of other contracting parties with such territories.” The U.S.
position was that the EEC-EFTA agreements frustrate those purposes.

Article XXIV:8(b) states that to qualify as a free trade area, there must

be an elimination of duties and other restrictive regulations of commerce on

1/ Article XXIII provides for the investigation of complaints of
nullification or impairment.
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"substantially all the trade between the constituent territories in products
originating in such territories." Because most agricultural products were
excluded and many industrial products would be excluded through operation of
the rules of origin, the United States took the position that the agreements
did not constitute free trade areas within the meaning of Article XXIV.

Article XXIV:5(b) states that "duties and other regulations of commerce
maintained in each of the constituent territories . . . shall not be higher or
more restrictive than the corresponding duties and other regulations of
commerce existing in the same constituent territories prior to the formation
of the free-trade area . . .." The less restrictive EFTA rules of origin were
not used as a model for the EEC-EFTA rules. Therefore, as between former EFTA
members which joined the EEC and the remaining EFTA members, new rules of
origin had been created that were more restrictive than the previously applied
EFTA rules. The United States took the position that this was contrary to
Article XXIV:5(b).

Article VIII:1(c) recognizes the '"need for minimizing the incidence and
complexity of import and export formalities and for decreasing and simplifying
import and export documentation requirements." The United States felt that
the agreements imposed burdens upon importers and users of imported products
that were contrary to the intent of Article VIII:1(c).

The EEC took the position that since the GATT does not define “products
originating in such territories" (Art. XXIV:8(b)), they were free to define
the terms as they saw fit; that Article XXIV is limited to products originating

in the constituent territories, and does not extend the elimination of duties
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to products from outside the free trade area; and that inherent in the concept
of a free trade area is the idea that there will be a difference in treatment
between the constituent territories and third countries. The EEC contended
that origin rules to be applied in a free-trade area were not such regulations
of commerce as those referred to in Article XXIV:5(b). The EEC maintained
that their rules of origin were consistent with the GATT and were necessary to
promote economic integration in Europe.

The Article XXII consultations went on for 3 years and had not been
completed when the Tokyo Round of Multilateral Trade Negotiations began.
However, the consultations were concluded during the course of the Tokyo Round,
with the EEC agreeing to change their rules to allow segregation by accounting
instead of physical segregation, 1/ and to liberalize the value-added
criteria. 2/ The "two-process rule” for textiles was maintained, however.

More recently,vnumerous importers have registered complaints concerning
the new U.S. customs regulations 3/ on textiles. While there are complaints
about the substance of the rules as set forth in the regulations, most
complaints seem to be centered on the stricter documentation requirements they
contain and on the fact that they were implemented with little advance

warning. Another cause for complaint is the list of processes that would

1/ It is difficult for a producer to physically segregate origin from
nonorigin materials. Segregation by accounting allows the producer to be
deemed to have used certain percentages of origin and nonorigin materials
according to the proportions he acquired of each during the year. An
alternative to this is for the producer to segregate the goods in his records
and keep track of how they are used.

2/ These less stringent rules are the alternative percentage rules,
implemented for some products, discussed on page 58 of this report.

3/ See pages 29-33 and 78-92 of this report.
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never be considered to be a substantial transformation under the new rules.
Some of these are considered to be illogical and not supported by past
practice.

Many complaints have been filed respecting the U.S. marking rules. These
have ranged from complaints that the People's Republic of China is allowed to
use the word "China" for marking purposes to complaints that the Customs
Service does not enforce the marking statute rigorously enough with the result
that consumers are not always aware of the origin of foreign goods.

Complaints have been made that the Customs Service interprets substantial
transformation inconsistently from port to port. Also, complaints have been
made regarding the difficulties encountered in attempting to obtain certifi-

cates of origin from Hong Kong or import licenses in Korea and Taiwan. 1/

1/ See app. P for a list of these and other complaints filed by U.S.
industry.
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THE SIGNIFICANCE OF RULES OF ORIGIN IN THE NEGOTIATION
AND APPLICATION OF TRADE AGREEMENTS

The General Agreement on Tariffs and Trade contains no common rule of
origin to be used in detepmining the country of origin of products for
purposes of implementation of the various articles of the agreement. There-
fore, each contracting party may apply its own system of rules of origin.

At their Seventh Session, the contracting parties to the GATT did
consider the adoption of a common definition of nationality of manufactured
goods submitted by the International Chamber of Commerce. 1/ The various
countries were asked to furnish information about their rules of’origin and to
submit proposals for international action.

A ﬁumber of governments advocated the simplification of procedures
concerning the determination of country of origin. Some, however, indicated
that they thought an international agreement was impossible because the
question of origin is so bound up with economic policies, which vary from
country to country.

At their Eighth Session, in October 1953, the contracting parties sub-
mitted the following definition of origin for consideration by the various
governments 2/:

A. The nationality of goods resulting exclusively from
materials and labour of a single country shall be
that of the country where the goods were harvested,

extracted from the soil, manufactured or otherwise
brought into being.

1/ Basic Instruments and Selected Documents (BISD), First Supplement (March
1953), pp. 104-105; Second Supplement (January 1954), pp. 53-54.
2/ BISD, Third Supplement (June 1955), pp. 94-99.
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B. The nationality of goods resulting from materials

‘ N and labour of two or more countries shall be that
of the country in which such goods have last under-
gone a substantial transformation.

C. A substantial transformation shall--inter alia--be
considered to have occurred when the processing
results in a new individuality being conferred on
the goods.

Explanatory Note: Each contracting party, on the basis
t of the above definition may establish a list of
. processes which are regarded as conferring on the
goods a new individuality, or as otherwise
substantially transforming them. 1/

to 1/ BISD, Second Supplement, page 53.

On October 11, 1954, the International Chamber of Commerce adopted a
resolugion 1/ concerning an internationally agreed definition of the origin of
goods. The resolution stated that the time was "not yet ripe for attempting
to obtain general acceptance by governments of a standard definition of

origin."” The resolution pointed out the problem that, in order to be

applicable to all types of goods, a definition of origin would have to be

written in very general terms. However, most difficulties with defining
origin occur with respect to matters §f detail relating to specific products,
where a general rule would be of little value. Finally, the resolution
contained a recommendation that the contracting parties continue to study
origin regulations and practices with a goal of establishing practical

criteria to be applied to these problems.

1/ BISD, Third Supplement (June 1955), pp. 98-99.
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does contain, in Article IX, guidelines applicable to country of

origin marking requirements. Article IX does not, however, provide a

definition of

product.

origin to be used in determining the country of origin of a

Although the GATT does not contain a rule defining the manner in which

the country of origin of a product is to be determined, the concept of origin

is essential to implementation of many of the GATT provisions. The terms

*products originating in," products of territories of other contracting

parties," or similar phrases, appear in the following GATT provisions:

(L
(2)
(3
(4)

(5)

(6)

N

(8)

(9)

(10)

Article I(1): general MFN treatment;

Article LI(1): application of schedules of concessions;
Article III(2): nondiscrimination in internal taxes;
Article IITI(4): nondiscrimination in internal regulations;
Article VI(3): prohibition against excessive countervailing
duties;

Article VI(4): prohibition against antidumping or countervail-
ing duties for border tax adjustments;

Article VI(5): prohibition against combined antidumping and
countervailing duties;

Article VI(6)(a): injury requirement for antidumping or
countervailing duties;

Article IX: marks of origin;

Article XI(1l): general prohibition against quantitative

restrictions;
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(11) Article XIII(1): mnondiscriminatory administration of quantita-
tive restrictions;
(12) Article XXIV (8): elimination of duties and other restrictive
regulations of commerce in customs unions and free trade areas.
The implementation of any of the provisions listed above requires a
determination of the origin of the goods. Because the GATT does not contain a
rule of origin, the various contracting parties have interpreted the terms
used in these provisions according to their own rules of origin systems. It
has been argued, by the United States in the context of the EEC-EFTA rules for
example, that rules of origin applied to any GATT provision must be at least
reasonable lest they run afoul of the basic MFN and nondiscrimination

principles of the GATT.
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UNIFORM RULES OF ORIGIN

There seems to be general agreement that 2 harmonization of interna-
tional rules of origin is desirable. This consensus can be observed when
reviewing the questionnairé responses, written submissions, hearing
statements, and posthearing briefs submitted during the course of this
jnvestigation. Many respondents cited the high costs associated with
compliance with the many rules of origin now in effect throughout the world.
The belief generally expressed was that with fewer rules, costs would go
down. Some concern was expressed, however, at the possibility‘of,the
elimination of any U.S. rules. These concerns came mostly from the domestic
textiles industry, concerned about an influx of imports glutting the U.S.
market if less stringent import rules were put into effect. Many respondents,
primarily dinnerware and bicycle manufacturers, were concerned about the lack
of enforcement of the current U.S. marking statute.

In spite of the comflaints about rules of origin as they now exist, most
respondents agreed that rules of origin are necessary and should not be
completely eliminated. So long as there are differing rates of duty in
effect, rules of origin are considered to be necessary to control the flow of
goods.

The principal problems experienced with rules of origin seem to be due to
jinconsistency among the various rules, the lack of uniform definitions, and
the fact that the rules of other countries are not easily accessible to

exporters. Various solutions for these problems were suggested by the
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respondents. It was suggested that a common rule, used by all countries,
would be beneficial if it were reasonable and capable of uniform, nonarbitrary
application. It was also suggested that a rule should be consistent with
industry practice: i.e., it should conform with commercial reality. It was
also suggested that the rules of interpretation to go with a rule of origin
system must be as uniform as possible. Administrative ease is not considered
to be the deciding factor. A suggestion was made that import and export rules
should be the same.

Several respondents made specific suggestions regarding what the uniform
rule should be. One suggestion was a rule based on value criteria, in which
the country making the greatest contribution, of whatever nature, would be the
country of origin. Some suggested specific value-added rules, such as one
requiring that over 50 percent of the products' value be contributed in the
country of origin. Minimum percentage content rules were generally considered
necessary for preferentiél programs in order to prevent the transshipment of
products from nonbeneficiary countries through beneficiary countries. It was
also suggested that a rule based on value-added criteria must take exchange
rates into account, perhaps by using a single currency as the base. One
respondent, however, suggested that value-added rules should be avoided as
they are too difficult to administer and are subject to multiple interpreta-
tions because of varying accounting systems. This respondent also suggested
that rules should not be aimed at specific products or industries, unless

absolutely necessary, and, finally, pointed out that change-in-heading rules
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diseriminate against industries in which the products are covered by only a
few tariff headings. A trade association suggested that the 35 percent
requirement contained in the GSP and CBI programs is too lenient in the case
of processed food. They suggested requiring that not only must the processing
be done in the country of origin, but the raw materials must also be wholly
obtained there. A domestic textile producer suggested a uniform country of
origin form that would set forth the rules of origin and possibly require the
listing of each country in which some process Was performed.

Some respondents proposed the elimination of the requirement contained in

the marking statute that the specific foreign country of origin be marked on
the product. These respondents feel that it would be sufficient to mark
foreign products with the word "Imported". They contend that marking the
specific country encourages discrimination on the part of the purchaser on the
basis of race, religion, or nationality. They feel that for programs such as
quotas, for which knowledge of the specific country of origin is necessary,
the import documents could provide the needed information, making the marking
of the product itself unnecessary.

The American Association of Exporters and Importers (AAEI) suggests that
the following positive results would be realized by the promulgation of an
international rule embodied in a GATT code: exporters would be able to
provide accurate information; importers could accurately predict the outcome
of country of origin determinations; there would be a reduction in errors in
country of origin declarations; the scope of arbitrariness in the enforcement
of rules would be limited; the administration of rules would be eased;

guidance would be provided to legislators and regulators in drafting clear and
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consistent rules; and the orderly discussion and resolution of disputes would
be permitted. AAEI suggests that an international rule should be transparent,
consistent, objectively verifable, and readily understood and administered,
and that it should incorporate safeguards against arbitrary action. Also, a
rule of origin should not have onerous documentation requirements. Some type
of percentage rule is probably necessary for preference programs, but AAEI
sees problems with the verification of data in value-added rules.

The Hong Kong Knitwear Association suggested the continued use of the
United States' substantial transformation rule. It was suggested that perhaps
a mechanical change-of-heading rule could be used, but with our substantial
transformation rule used instead of an exceptions list. In other words, in
cases where there was a question concerning whether a change in heading was
sufficient to confer origin, a determination would be made on the basis of
whether the processes that caused the change in heading actually produced a
new and different article of commerce.

The members of the Industry Functional Advisory Committee on Customs
Matters (IFAC) 1/ contend that there should be a strict separation of rules of
origin from standards of preference. Rules of origin should apply only to non-
preferential origin determinations and define the country from which a product
comes. Standards of preference apply to determinations made for purposes of
preferential tariff programs and determine whether a product from a given
country is eligible for a preference. The IFAC suggests that there should be
a GAIT agreement on general principles that would establish international

uniform rules of origin. This internationally accepted code of uniform rules

1/ We note that two members, the Textiles and Apparel and the Footwear/
Leather/Leather Products groups, do not support this initiative to harmonize
rules of origin internationally.
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would not restrict nations from promulgating their own standards of preference
for purposes of preferential programs. It also would not restrict nations
from promulgating additional trade preference programs. The rule of origin
would provide a uniform foundation that could accommodate special additional
standards of preference.

The rule proposed by the IFAC is as follows:

An article of commerce shall be regarded as a product of that
country in which such article was wholly grown, produced or
manufactured, or, in the case of articles grown, produced, or
manufactured in more than one country or an article in which
materials or components the growth, product or manufacture of
more than one country are utilized, such article shall be re-
garded as the product of that country in which such article was
last substantially transformed into an article having a new and
different name, character or use.

In the event that processing or manufacturing of an article is
sufficient to result in a change in the six-digit classifica-
tion of such article under the Harmonized System (or in the
five-digit classification under the Tariff Schedules of the
U.S.), such change in classification shall be regarded as a
substantial transformation within the meaning of the foregoing
paragraph; however, the absence of such a change of classifica-
tion shall not be regarded as evidence that such article has
not been substantially transformed.

Any exceptions to the six-digit rule deemed necessary would
have to be agreed internationally.

The rule requires a substantial transformation of the article in the
country claiming origin, unless the article was wholly grown, produced, or
manufactured in that country. Substantial transformation is presumed to have
occurred if the processing or manufacturing results in a change in the
six-digit classification of the article under the Harmonized System (or in the

five-digit classification under the Tariff Schedules of the U.S.). If,
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however, a change in classification does not occur, the article will still be
considered to have been substantially transformed in the country where the
processing or manufacturing took place if that is the country in which the
article was last changed into an article having a new and different name,
character, or use. This rule of origin could include a list of exceptions to
the presumption that a change in classification constitutes a substantial
transformation, i.e., a list of particular heading changes that will not be
considered sufficient to be a substantial transformation. However, the

exceptions would also have to be agreed upon internationally.
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The Honorable Paula Stern

Chairwoman

U0.S. International Trade Commission
.. 701 E Street, N.W.

Washington, D.C. 20436

Dear Chairwoman Stern:

In the application of customs tariffs and other controls affecting
imported goods and services, all major trading nations use rules
or regulations to determine the country of origin of imported:
products. The structure and operation of various origin rules
may significantly affect the competitive position of imports
and exports in a market. , ‘ ,

The economic consequences and potential trade distortions of
the differing rules of origin used by countries have been a
matter of increasing concern for the past several years. Efforts
have been underway in various international fora to explore
the possibility of making more uniform and consistent differing
national rules of origin. Problems associated with origin practices
have been examined by the United Nations Conference on Trade
and Development, the Organization for .Economic Cooperation and
Development, the Customs Cooperation Council and the General
Agreement on Tariffs and Trade. In recognition of the growing
importance of origin rules, the GATT Contracting Parties at

’ the 1982 Ministerial meeting agreed to arrange for a study of
origin rules which could form the basis for future efforts to
resolve problems in this area. In connection with this initiative
in the GATT, we are seeking the assistance of the U.S. International
Trade Commission. - o -

’ In the course of work done on this subject, relatively complete
‘ compilations of various national rules of origin have already
been made. A substantial body of information on complaints
by U.S. and other exporters of difficulties or disadvantages
experienced in the application of origin rules is available.
An important missing element of this past work, however, is

that of a guanditativiq geasurement and assessment of the trade
effects of ort fﬁc“nlé?jggcggg. imports and exports.
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+ I-az therefore requesting
the Commiszion to conduc: a nvestigation, pursuant to section
332(g) of the Tariff Act of 1930, as to the effect of erigin
rules on the ccupetitive position of U.S. imports and exports.
The investigatiocn should examine complaints made by U.S. industries
and exporters with respsct to the discriminatory effect of rules
of origin applied by the United States and its major trading
partners.
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The Commission is requested to provide its advice to the President
in this investigation as soon as possible, but not later than
Six months from the date of receipt of this letter, :

.Very truly yours,
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UNITED STATES INTERNATIONAL TRADE COMMISSION
WASHINGTON, D.C. : .

(332-192)

The Impact of Rules of Origin on
United States Imports and Exports

AGENCY: United States International Trade Commission

ACTION: Institution of an investigation under section 332(g) of the Tariff
Act of 1930 (19 U.S.C. 1332(g)) concerning the impact of rules of origin on
the competitive position of U.S. imports and exports, at the direction of the
President, and the scheduling of a hearing in connection therewith.

EFFECTIVE DATE: September 4, 1984
FOR FURTHER INFORMATION CONTACT:

Ms. Janet Forest (202) 523-0363 —- O/TA & TA

BACKGROUND AND SCOPE OF INVESTIGATION: The Commission instituted the
investigation, No. 332-192, following receipt on August 20, 1984, of a request
therefor by the President transmitted through the U.S. Trade Representative
(USTR). The advice requested will be used as part of the United States'
contribution to the General Agreement on Tariffs and Trade Ministerial
meetings concerning rules of origin.

The economic consequences and potential trade distortions resulting from
the application of rules of origin have been a matter of increasing concern in
recent years. Efforts have been underway in various international fora to

explore the possibility of making differing national rules of origin more
uniform and consistent. L

This study will focus on assessing the effects on trade of rules of
origin applied by the United States and its major trading partners. 1In view
of the fact that the structure and operation of the differing rules may
significantly affect the competitive position of imports and exports in a
market, the investigation will include an analysis of those aspects of the
various rules. The major portion of the study, however, will be devoted to
the examination of comments and complaints received from importers and

exporters regarding the impact felt by them as a result of the application of
rules of origin.

A copy of the request letter received from USTR is available for public
inspection in the Office of the Secretary. The Commission's scheduled
completion date for the report is April 19, 1985.



Public hearing.--A public hearing in connection with the investigation
will be held in the Commission Hearing Room, 701 E Street, N.W., Washington,

D.C. 20436, beginning at 10:00 a.m., on January 29, 1985. All persons shall
have the right to appear by council or in person, to present information, and
to be heard. Requesis to appear at the public hearing should be filed with
the Secretary, United States International Trade Commission, 701 E Street,
N.W., Washington, D.C. 20436, not later then noon, January 22, 1985.

Written submissions.--In lieu of or in addition to sppearances at the
public hearing, interested persons are invited to submit written statements °
concerning the investigation. Written statements should be received by the
close of business on January 22, 1985. Commercial or financial information
which a submitter desires the Commission to treat as confidential must be
submitted on separate sheets of paper, each clearly marked "Confidentiel
Business Information" at the top. All submissions requesting confidential
treatment must conform with the requirements of section 201.6 of the
Commission's Rules of Practice and Procedure (19 CFC 201.6). All written
submissions, except for confidential business information, will be made
available for inspection by interested persons. All submissions should be
addressed to the Secretary at the Commission's office in Washington, D.C.

By order of the Commission. —y

Kenneth R. Mason
Secretary

Issued: September 6, 1934
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PERSONS SUBMITTING WRITTEN STATEMENTS

Peter F. McCloskey
Washington, D.C.
on behalf of

Electronic Industries Association

Walter Mankoff
New York, N.Y.
on behalf of

International Ladies' Garment Workers' Union

David Rose
Santa Clara, California
on behalf of

Intel Corporation

Collier, Shannon, Rill & Scott
Washington, D.C.
on behalf of

The Bicycle Manufacturers Association of America, Inc.

David H. Phelps
Washington, D.C.
on_behalf of

American Iron and Steel Institute

Lillian Leikind
Rockville, Maryland
on behalf of

American Dehydrated Onion & Garlic Association

Christina W. Fleps

O'Conner & Hannan

Washington, D.C.
on behalf of

Joint Committee of Hong Kong Knitwear Associations




David J. Elliott
Procter & Gamble Co.
Cincinnati, Ohio
on behalf of

The Industry Functional Advisory Committee on Customs Matters

John B. Pellegrini
Baskin and Steingut, P.C.
New York, N.Y.
on _behalf of

The American Association of Exporters and Importers

Martin Lewin
Mudge Rose Guthrie Alexander and Ferdon
Washington, D.C.
on behalf of

American Association of Exporters and Importers, Textile and
Apparel Group

R. O. Hommel v
Pittsburgh, Pennsylvania
on behalf of

The 0. Hommel Company




WITNESSES AT THE HEARING

Those listed below appeared as witnesses at the United States
International Trade Commission's public hearing on the Impact of Rules of
Origin on United States Imports and Exports (Investigation No. 332-192).
Sessions were held in the Hearing Room of the United States International

Trade Commission, 701 E Street, N.W., in Washington, beginning at 10:00 a.m.,
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QUESTIONNAIRES TO UNITED STATES IMPORTERS AND EXPORTERS







OMB No.: 3117-0135
Exp. Date: 12-31-85

Return to
United States International Trade Commission
Washington, D.C. 20436
by
January 18, 1985

Questionnaire for United States Importers

The information called for in this questionnaire is for use by the U.S.
International Trade Commission in connection with its investigation No.
332-192 under section 332 of the Tariff Act of 1930 (19 U.s.C. 1332), notice
of which was published in the Federal Register of September 12, 1984 (see copy
enclosed). This investigation concerns the impact of rules of origin on the
competitive position of United States imports and exports.

Definition of Rules of Origin

Rules of origin consist of laws, regulations, and administrative
practices which are maintained by all countries engaging in international
trade. These rules are used to determine which country will be considered the
country of origin of a product which is not wholly produced in one country.

It is necessary to determine the country of origin of goods for many purposes,
including determining eligibility for most-favored-nation (MFN) duty rates,
spplication of other preferential duty programs, such as the Generalized
8ystem of Preferences (GSP), and the Caribbean Basin Initiative (CBI),
8llocation of quotas, implementation of export administration policies,
otatistical collection requirements, and marking requirements. Because each
of these programs has its own distinct policy objectives, the criteria used to
determine the country of origin vary from program to program. In addition,
the rules vary from country to country. For example, most-favored-nation (MFN)
treatment is a preferred tariff treatment granted by most nations to products
of all contracting parties to the General Agreement on Tariffs and Trade
(GATT). However, since there is no single rule of origin contained in the

. OATT, the various countries have developed their own distinct rules for

. @etermining whether a product originates from a most-favored-nation country.

..gosaitz for Rules of Origin

When a product is wholly produced or wholly obtained in a single country,
fhere is no question that that country is the country of origin. 1In such a
Oltuation, there is no need to apply a rule of origin in connection with the
Aaportation of the product. However, when materials from more than one
fountry go into the manufacture of a product, or when materials from one or
te countries are sent to one or more other countries for manufacturing,
dcossing, assembly, packaging, or other operations before finally being
orted into the country which is the final destination of the product, it
be very difficult to determine which country should be considered the
try of origin. It is in such situations that it is necessary to apply a
le of origin. ,



Common Characteristics of Rules of Origin

Rules of origin are of several types, including, among others, the
following: rules requiring sufficient processing; rules including a value
edded criterion; and rules requiring a change in tariff heading. Rules in the
first category require that there be work or processing in the country of
origin which is sufficient to substantially transform the article. Rules in
the second category require a substantial transformation of the goods,
together with a specified amount of value added in the country of origin;
i.e., such rules require that a certain percentage of the value of the final
product be added in the country which is considered the country of origin. An
example of the second type of rule is the United States' GSP rule, which -
requires that there be substantial transformation of the components into the
eligible article in the country which is to be considered the country of
origin, and that the cost or value of the materials produced in the beneficiary
developing country, plus the direct cost of processing operations performed in
the country, be not less tham 35 percent of the appraised value of the
complete article. 1In addition, in order for materials to be counted as part
of the required 35 percent, they must be either wholly the growth, product, or
manufacture of the beneficiary country, or they must be substantially trans-
formed in that country into a new and different article of commerce. The
third type of rule requires a change in tariff heading. This means that in
order for a particular country to be congsidered the country of origin of a
product, the goods must have undergone sufficient processing in that country
to change the tariff heading of the completed article which is exported from
that country from the tariff heading which applied to its component parts when
they came into that country. In addition to the rules discussed above, there
are many rules of origin which combine the elements of more than one rule into
a single rule. :

A MAJOR PORTION OF THIS INVESTIGATION IS BEING DEVOTED TO THE EXAMINATION
OF COMMENTS AND COMPLAINTS RECEIVED FROM IMPORTERS AND EXPORTERS REGARDING THE
ECONOMIC IMPACT OF THE APPLICATION OF SPECIFIC RULES OF ORIGIN AND THE USE OF
MULTIPLE ORIGIN STANDARDS. RESPONSES TO THIS QUESTIONNAIRE ARE, THEREFORE,
EXTREMELY IMPORTANT TO THE SUCCESS OF THIS STUDY. WE ARE PARTICULARLY
INTERESTED IN YOUR ASSESSMENT OF THE BURDEN OF COMPLYING WITH RULES OF ORIGIN
REQUIREMENTS AND THE IMPACT COMPLIANCE HAS HAD ON YOUR COMPANY'S DECISIONS
CONCERNING THE IMPORTATION OF GOODS. WE ARE ALSO INTERESTED IN YOUR SUGGES-
TIONS CONCERNING WAYS IN WHICH RULES OF ORIGIN COULD BE SIMPLIFIED OR OTHER-
WISE IMPROVED. :

The information requested is needed to supplement that obtained from .
other sources and is required under the authority of section 332 of the Tariff
Act of 1930.

Any commercial or financial information furnished in response to this
questionnaire that reveal the individual operations of your firm will be
treated as confidential by the Commission and will not be published in a
manner that will reveal the individual operations of your firm.




If your firm has at any time exported goods from the U.S., fill in the
appropriate blanks on the questionnaire for questions 1-12 and 22-24 and
return one completed copy to the U.S. International Trade Commission, 701 E
Street, NW., Washington, D.C. 20436, as soon as possible, but not later than
January 18, 1985. If your firm has at any time exported goods from one

foreign country to another, please respond to questions 1-3 and 13-24. if

Your firm has neither exported goods from the U.S. nor exported goods from one

foreign country to another, check (X) here / /, fill in the name and

address of your firm below, sign the certification, and promptly return this
page to the Commission. The enclosed postpaid envelope may be used to return
this page or the completed questionnaire.

Name and address of reporting firm:

The undersigned certifies that the information herein supplied in
response to this questionnaire is complete and correct to the best of his/her
knowledge and belief.

DATE SIGNATURE OF AUTHORIZED OFFICIAL

AREA CODE & TELEPHONE NUMBER NAME AND TITLE OF AUTHORIZED OFFICIAL



GENERAL INSTRUCTIONS

1. If you have any questions concerning this questionnaire or other
matters related to this investigation, you may contact Janet Forest, Esq.
(202/523-0363) of the Commission's staff. Additional questionnaires will be
supplied promptly upon request, or photocopies. of this questionnaire may be
used. Address all correspondence to the United States International Trade
Commission, Washington, D.C. 20436, or via "mailgram” to TWX. number
710-822-9507. o ’

2. If you are unable to answer any question, please so indicate rather
than leaving the space blank. If the information requested is not readily
available from your records in exactly the form requested, furnish carefully
prepared estimates--designated as such by the letter "E"--and explain the
basis of your estimates. Any necessary comments or. explanations should be
supplied in the space provided or on separate sheets attached to the
appropriate page of the questiomnaire. '

3. If your firm is affiliated with a parent firm and/or subsidiary which
also exported from the United States or from one foreign country to another,
you may (1) combine the responses in a single report, or (2) make a separate
report for each firm. If responses are combined, so indicate in Section A, by
giving the name and address of each firm included.



Questions
1. Provide the name and address of establishment(s) covered by this
questionnaire.

2. Provide the name and address of your parent firm and the extent of
ownership (if applicable).

3. Please estimate the number of hours, including clerical time, needed to
complete this questionnaire.

hours.

4. List the major product(s) or product group(s) imported by your company
during the years 1981-1984.



What were your company's total imports during each of the years 1981-1983¢%

1981: $ ~ 1982: § 1983: $

What proportion of your total imports for each of those years consisted
of goods which were not wholly produced or wholly obtained in one country?

1981: $ representing % of total imports in 1981.
1982: $ representing % of total imports in 1982.
1983: § representing % of total imports in 1983.

Discuss any problems your company has experienced during the past four
years (1981-1984) as a result of rules of origin requirements, indicating
the tariff program involved.



8. Have the rules of origin criteria been consistently applied in each of
the programs you discuased in response to question number 7?

What, if any, do you estimate to be the cost to your company during the
past four years (1981-1984) in lost sales as a result of the application
of rules of origin? Were you able to make up for any of this loss by

selling in other markets. although perhaps at less attractive prices than,
you could have obtained in the absence of rules of origin?

10. Quantify, if possible, the cost to your company of compiiance with rules
of origin in terms of reporting and other paperwork costs, personnel
costs, etc., during the past four years (1981-1984).




11.

12.

If any foreign governments. have initiated any penalty proceedings
against your company concerning country of origin determinations for any
of your imports during the past four years (1981-1984), please provide
the following information for each case.

(1) Relevant dates and case number.
(2) Import program involved.
(3) Nature of penalty alleged.

(4) Result of investigation.

(5) If penalty found, dollar amount assessed.

Indicate the extent to which your company's export operations have been
modified to either avoid or take advantage of particular rules of origin.
(For example, do you avoid sourcing raw materials from certain countries,
do you channel goods through third countries to take advantage of their
less restrictive rules, etc.)




13. Discuss what the impact on your company might be if there were no rules

of origin instead of the multiple rules which are now in existence.

14. If you assume that multiple rules of origin are necessary and will not be
eliminated, what suggestions do you have for improving rules of origin?

%ll. Please feel free to make any other comments you may wish to make regard-
ing rules of origin.






OMB No.: 3117-0135
Exp. Date: 12-31-85

Return to
United States International Trade Commission
Washington, D.C. 20436
by
January 18, 1985

Questionnaire for United States Exporters

The information called for in this questionnaire is for use by the U.S.
International Trade Commission in connection with its investigation No.
332-192 under section 332 of the Tariff Act of 1930 (19 U.S.C. 1332), notice
of which was published in the Federal Register of September 12, 1984 (see copy
enclosed). This investigation concerns the impact of rules of origin on the
competitive position of United States imports and exports.

Definition of Rules of Origin

Rules of origin consist of laws, regulations, and administrative
practices which are maintained by all countries engaging in international
trade. These rules are used to determine which country will be considered the
country of origin of a product which is not wholly produced in one country.

It is necessary to determine the country of origin of goods for many purposes,
including determining eligibility for most-favored-nation (MFN) duty rates,
application of other preferential duty programs, such as the Generalized
System of Preferences (GSP), and the Caribbean Basin Initiative (CBI),
allocation of quotas, implementation of export administration policies,
statistical collection requirements, and marking requirements. Because each
of these programs has its own distinct policy objectives, the criteria used to
determine the country of origin vary from program to program. In addition,
the rules vary from country to country. For example, most-favored-nation (MFN)
treatment is a preferred tariff treatment granted by most nations to products
of all contracting parties to the General Agreement on Tariffs and Trade
(GATT). However, since there is no single rule of origin contained in the
GATT, the various countries have developed their own distinct rules for
determining whether a product originates from a most-favored-nation country.

Necegsity for Rules of Oyi;in

When a product is wholly produced or wholly obtained in a single country,
there is no question that that country is the country of origin. 1In such a
situation, there is no need to apply a rule of origin in connection with the
importation of the product. However, when materials from more than one
country go into the manufacture of a product, or when materials from one or
more countries are sent to one or more other countries for manufacturing,
processing, assembly, packaging, or other operations before finally being
imported into the country which is the final destination of the product, it
may be very difficult to determine which country should be considered the
country of origin. It is in such situations that it is necessary to apply a
rule of origin. :




Common Characterigtics of Ruleﬁ Bf Origin

Rules of origin are of several types, including, among others, the
following: rules requiring sufficient processing; rules including a value
added criterion; and rules requiring a change in tariff heading. Rules in the
first category require that there be work or processing in the country of
origin which is sufficient to substantially transform the article. Rules in
the second category require a substantial transformation of the goods, together
with a specified amount of value added in the country of origin; i.e., such -
rules require that a certain percentage of the value of the final product be
added in the country which is considered the country of origin. An example of
the second type of rule is the United States' GSP rule, which requires that
there be substantial transformation of the components into the eligible
article in the country which is to be considered the country of origin, and
that the cost or value of the materials produced in the beneficiary developing
country, plus the direct cost of processing operations performed in the
country, be not less than 35 percent of the appraised value of the complete
article. In addition, in order for materials to be counted as part of the
required 35 percent, they must be either wholly the growth, product, or
manufacture of the beneficiary country, or they must be substantially trans-
formed in that country into a new and different article of commerce. The
third type of rule requires a change in tariff heading. This means that in
order for a particular country to be considered the country of origin of a
product, the goods must have undergone sufficient processing in that country
to change the tariff heading of the completed article which is exported from
that country from the tariff heading which applied to its component parts when
they came into that country. 1In addition to the rules discussed above, there
are many rules of origin which combine the elements of more than one rule into
a single rule.

A MAJOR PORTION OF THIS INVESTIGATION IS BEING DEVOTED TO THE EXAMINATION
OF COMMENTS AND COMPLAINTS RECEIVED FROM IMPORTERS AND EXPORTERS REGARDING THE
ECONOMIC IMPACT OF THE APPLICATION OF SPECIFIC RULES OF ORIGIN AND THE USE OF
MULTIPLE ORIGIN STANDARDS. RESPONSES TO THIS QUESTIONNAIRE ARE, THEREFORE,
EXTREMELY IMPORTANT TO THE SUCCESS OF THIS STUDY. WE ARE PARTICULARLY
INTERESTED IN YOUR ASSESSMENT OF THE BURDEN OF COMPLYING WITH RULES OF ORIGIN
REQUIREMENTS AND THE IMPACT COMPLIANCE HAS HAD ON YOUR COMPANY'S DECISIONS
CONCERNING THE EXPORTATION OF GOODS, EITHER FROM THE UNITED STATES TO OTHER
COUNTRIES, OR FROM ONE FOREIGN COUNTRY TO ANOTHER. WE ARE ALSO INTERESTED IN
YOUR SUGGESTIONS CONCERNING WAYS IN WHICH RULES OF ORIGIN COULD BE SIMPLIFIED
OR OTHERWISE IMPROVED.

The information requested is needed to supplement that obtained from
other sources and is required under the authority of section 332 of the Tariff
Act of 1930.

Any commercial or financial information furnished in response to this
questionnaire that reveal the individual operations of your firm will be
treated as confidential by the Commission and will not be published in a
manner that will reveal the individual operations of your firm.



If your firm has at any time imported goods into the U.S., fill in the
appropriate blanks on the questionnaire and return one completed copy to the
U.S. International Trade Commission, 701 E Street, NW., Washington, D.C.
20436, as soon as possible, but not later than January 18, 1985. If your firm
has never imported goods into the U.S., check (X) here / /, £fill in the
name and address of your firm below, sign the certification, and promptly
return this page to the Commission. The enclosed postpaid envelope may be
used to return this page or the completed questionnaire.

Name and address of reporting firm:

The undersigned certifies that the information herein supplied in
response to this questionnaire is complete and correct to the best of his/her

knowledge and belief.

DATE SIGNATURE OF AUTHORIZED OFFICIAL

AREA CODE & TELEPHONE NUMBER NAME AND TITLE OF AUTHORIZED OFFICIAL



GENERAL INSTRUCTIONS

1. If you have any questions concerning this questionnaire or other
matters related to this investigation, you may contact Janet Forest, Esq.
(202/523-0363) of the Commission's staff. Additional questionnaires will be
supplied promptly upon request, or photocopies of this questionnaire may be
used. Address all correspondence to the United States International Trade
Commigsion, Washington, D.C. 20436, or via "mailgram™ to TWX number
710-822-9507.

2. If you are unable to answer any question, please so indicate rather
than leaving the space blank. If the information requested is not readily.
available from your records in exactly the form requested, furnish carefully
prepared estimates—-designated as such by the letter "E"-—and explain the
basis of your estimates. Any necessary comments or explanations should be
supplied in the space provided or on separate sheets attached to the
appropriate page of the questionnaire.

3. 1If your firm is affiliated with a parent firm and/or subsidiary which
also imported into the United States, you may (1) combine the responses in a
single report, or (2) make a separate report for each firm. If responses are
combined, so indicate in Section A, by giving the name and address of each
firm included.



Questions - for all exporters

1. Provide the name and address of establishment(s) covered by this
questionnaire.

2. Provide the name and address of your parent firm and the extent of
ownership (if applicable).

3. Please estimate the number of hours, including clerical time, needed to
complete this questionnaire. - . ’ Lo

hours.




Questions - for exporters from the United States only

A, List the major product(s).or product group(s) exported by your company .
during the years 1981-1584.

S. What were your company's total exports during each of the years 1981-1983?

1981: § 1982: § 1983: $

6. What proportion of your total exports for each of those years consisted
of goods which were not wholly produced or wholly obtained in one country?

1081: $ representing % of total exports in 1981.
1982: § : representing % of total exports in 1982.
1983: § representing % of total exports in 1983.

7. piscuss any problems your company has experienced during the past four
‘ years (1981-1984) as a result of rules of origin requirements, indicating
the tariff program involved.




8. Have the rules of origin criteria been consistently applied in each of

the programs you discussed in response to question number 7?9

What, if any, do you estimate to be the cost to your company during the
past four years (1981-1984) in lost sales as a result of the application
of rules of origin? Were you able to make up for any of this loss by
selling in other markets,

although perhaps at less attractive prices than
you could have obtained in the absence of rules of origin?

10. Quantify, if possible, the cost to your company of compliance with rules
of origin in terms of r

: eporting and other paperwork costs, personnel
costs, etc., during the past four years (1981-1984).




11.

12.

If the United States government has initiated any penalty proceedings

- against your company concerning country of origin determinations for any

of your imports during the past four years (1981-1984), please provide
the following information for each case.

(1) Relevant dates and case number.
(2) Import program involved.

(3) Nature of penalty alleged.

(4) Result of investigation.

(S) If penalty found, dollar amount assessed.

Indicate the extent to which your company's import operations have been
modified to either avoid or take advantage of particular rules of origin.
(For example, do you avoid sourcing raw materials from certain countries,
do you channel goods through third countries to take advantage of their
less restrictive rules, etc.)




-13.

14.

15.

16.

s

List the mﬁjor product(s) or product group(s) exported by jour company
during the years 1981-1984.

What were your company's total exports during each of the years 1981-1983?

1981: $ o1e82i 8 19083 §.

What proportion of -your total exports for each of those years consisted
of goods which were not wholly produced or wholly obtained in one country?

1981: $ representing % of total exports in 1981.
1982: § | representing % of total exports in 1982.
1983: § representing % of total exports in 1983.

Discuss any problems your company has éxperienced during the past four
years (1981-1984) as a result of rules of origin requirements, indicating
the tariff program involved. '
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17. Have the rules of origin criteria been consistently applied in each of

the programs you discussed in response to question number 7°?

18. What, if any, do you estimate to be the cost to your company during the

past four years (1981-1984) in lost sales as a result of the application
of rules of origin? Were you able to make up for any of this loss by

selling in other markets, although perhaps at less attractive prices than
you could have obtained in the absence of rules of origin?

19. Quantify, if possible, the cost to your company of compliance with rules

of origin in terms of reporting and other paperwork costs, personnel
costs, etc., during the past four years (1981-1984).



20.

21.

11

If any foreign governments have initiated any penalty proceedings
against your company concerning country of origin determinations for any
of your imports during the past four years (1981-1984), please provide
the following information for each case.

(1) Relevant dates and case number.
(2) Import program involved.

(3) Nature of penalty alleged.

(4) Result of investigation.

(5) If penalty found, dollar amount assessed.

" Indicate the extent to which your company's export operations have been

modified to either avoid or take advantage of particular rules of origin.
(For example, do you avoid sourcing raw materials from certain countries,
do you channel goods through third countries to take advantage of their
less restrictive rules, etc.)
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Questions - for all exporters

22. Discuss what the impact on your company might be if there were no rules
of origin instead of the multiple rules which are now in existence.

23. 1If you assume that multiple rules of origin are necessary and will not be
eliminated, what suggestions do you have for improving rules of origin?

24. Please feel free to make any other comments you may wish to make regard-
ing rules of origin.




APPENDIX E

GENERALIZED SYSTEM OF PREFERENCES

CERTIFICATE OF ORIGIN

(FORM A)







1. Goods consigned frem (Exporter's business name, address, Reference No
country)
GENERALISED SYSTEM OF PREFERENCES
CERTIFICATE OF ORIGIN
(Combined declaration and certificate)
2. Goods consigned to (Consignee's name, address, country) FORM A
ISSUR N ...ttt
{country)
See Notes overisat
3. Means of transport and route (as far as known) 4. For official use
S. Item | 8. Marksand | 7. Number and kind of packages; description of goods 8. Origin 9. Gross 10. Number
num-|  numbers of . criterion weight and date
ber packages (see Notes or other of invoices
overieaf) quantity

11. Certification

It is hereby certified. on the basis of control carried out, that the
declaration by the exporter is correct.

Pace ang date signature and stamp of ceriifying authanity

12. Declaration by the exporter

The undersigned hereby declares that the above details and state-
ments are correct. that all the goods were procduced in

(country)

and that they comply with the origin requirements specified for
those goods in the Generalised System of Preferences for goods
exported to

t authorised signatory

\"(D NOIEDAQLET VF A3 rRA CERENOCLTIR - SFORMA 3«-» SRR AR - 57478, 4 79







APPENDIX F

U.S.-ISRAEL FREE TRADE AREA AGREEMENT

RULES OF ORIGIN
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ANNEY 3
[Rules of Origin]

1. The duty treatment provided by this Agreement shall apply

to any article if:

(a) that article is wholly the growth, product, or manufacture
of a party or is a new or different article of commerce that

has been grown, produceé, or manufacturegd in a Party;

(b) that article is irported directly from one Party into the

customs territory of the other Party; and

(c) the sum of (i) the cost or value of the materials produced
ir. the exporting Party, plus (ii) the direct costs of processinc
operations performed in the exporting Party is not less than
35 percent of the appraiséd value of the article at the time

it is entered into the other Party.

2. No article shall be considered a new or different article
of commerce under this Agreement and no material shall be eligible
for inclusion as domestic content under this Agreement by virtue
of having merely undergone (l) simple combining or packaging
cperations or (2) mere dilution with water or with another substance
thet does not materiellv alter the characteristicé of the article

rmeteriel.
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3. For the purposes of this Agreement, the expression "wholly
the growth, product, or manufacture of a Paity" refers both
to any article which has been entirely grown, produqed, Oor manu-
factured in a Party and to all materials incorporated in an
article which have been entirely grown, produced, or manufacturegd
in a Party, as distinguished from articles Or materials imported
into aVParty frqm ; non-participating‘country, whether or not
such articles or materials were substantially transformed into
new or different articles of commerce after theﬁr importation

into the Party.

4. For the purposes of this Adreement, "country of origin"
'requires that an article or material, not wholly the growth,
product, or manufacture, of a Party, be substantially transformea
into a new and different artiéle of'commerce, having a new name,
character, or use, distinct fronm the article or material from

which it was so transformed.

5. For purposes of determining the 35 percent domestic content
requirement under this Agreement, the cost or value of materials
which are used in the production of an article in one Party,
and which ére products of the other Party, may be counted in
an amount up to 15 percent of the appraised value of the article.

Such meteria:l

tn

must in fact te products of the importing Party

uncger the country of oricin criteriz set forth in this Acreement.
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6. (a) For the purposes of this Agreement, the cost or value

of materials produced in a Party includes:
(i) The manufacturer's actual cost for the materials;

(ii) When not included in the manufacturer's actual cost for
the materizls, the freicht, insurance, packing, and all other
costes incurred in transporting the materials to the manufac-

turer's plant;

(iii) The actual cost of waste or spoilage (material list),

lese the value of recoverakle scrap; and

(iv) Taxes arnd/or duties impocsed on the materials by a Party,

provided they are not remitted upon exportation.

(b). Where a material is provided to the manuf acturer without
charge, or at less than fair market value, its cost or valuc

shall be determined by computing the sum of :

(i) All expenses incurred in the growth, production, or manuf acturc

of the material, including general expenses;

o
3
Q,

(ii) An avount for profit;
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(iii) Freicht, insurance, packing, and all other costs incurred
in transportinc the material to the manufacturer's plant. If
the pertinent information needed to compute the cost or value
of a material is not available, the appraising officer may ascertain

Oor estimate the value thereof using all reasonable ways and

means at his disposal.

7. For the purposes of this Acreement, direct costs of processinc
operations performed in a Party mean those costs either directly
incurred in, or which can be reasonably allocated to, the arowth,
proguction, manufacture, or assembly, of the specific article
under consiceraticn. Such costs include, but are not limited
to; the followinc to the extent that they are includible in

the acpraiseé value of articles imported into a Party:

(a). all actual labor costs involved in the growth, production,
manufacture, or essembly, of the specific article, includino
frince benefits, on-the-job training, and the cost of engineering,
supervisory, gquality control, and similar personnel;

(b). dies, molds, tooling and depreciation on machinery and

equipment which are allocable to the specific article;

evelopment, design, engineering, and blueprint

(@]
ol
M
n
0
(o))
[
0
o)
Q.

ccste incsofer zg they éare allocable to the specific article;
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(d). costs of inspecting and testing the specific article.

Those items that are not included as direct costs of process:
operations are those which are not directly attributable
the articles under consideration or are not costs of manufactur:

the product. These include, but are not limited to:

(i). profit; and

(ii) .ceneral expenses of doing business which are either n
allocable to the specific article or are not related to
cgrowth, production, manufacture, Or assembly, of the article

such ac adrinistrative salaries; casualty and liability insuranc:

advertising, and. salesmen's salaries, commissions, or expense:.

8. For the purposes cf thic Acreement, "imported directl

means:

(a). direct shipment from one Party into the other Party with:

passing through the territory of any intermediate country; or

L

(b). if shipment is through the territory of an intermedi.

country, the articles in the shipment do not enter into !

comrerce of any intermeciete country and the invoices, bills

T
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of lading, and other shipping documents, show the other Party

as the final destination; or

(c). if shipment is through an intermediate country and the
invoices and other documents do not show the other Party as
the final destination, then the articles in the shipment, upon

arrival in that Party, are imported directly only if they

(i) remair under the control of the customs authority in an

intermecdiate country;

(ii) o not enter into the commerce of an intermediate country
except for the purpose of a sale other than at retail, provided
that the articles are imported as a result of the original commercial
transaction between the importer and the producer or the latter's

sales agent;

(iii) have not been subjected to operations other than loading
and unloading, and other activities necessary to preserve the

article in good condition; and

(iv) comply with the origin requirements for articles exported
to a Party from the other Party under this Agreement as stated

in the documents reaquired under the certification procedure.
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9. All articles to be entered under this Agreement shall bt
documented by a certificate, a specimen of which is given irn
the attachment to the Annex, signed by the exporter. 1In the
case of U.S. exports the certificate will be notarized and certifiec
by the appropriately constituted local business organization,
such as chambers of commerce and boards of trade. The certificate
should contain sufficient information to identify the article:
Gescribed on the certificate as the articles to be exportec
anéd a statement ac to the percentage of value addec¢ in a Part:
and that the articles comply with the country of origin reguirement:
set forth in thie Agreement. The certificate will be presentec
to the Customs authorities of the importing Party in accordanc:

with its internal regulations.

Notwithstanding the above, either Party may waive productior
of the certificate on a case by case basis for articles importec
into such Party and for which the benefits of this Agreemen'
are claimed, if the Party is otherwise satisfied that the importc
articles comply with the country of origin reguirements sc’

forth in this Agreement.

The exporter or person signing the certificate of origi:
shall be prepared to submit a declaration setting forth al

pertirent details, concerninc the production or manufacture
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of the articles, which were used to prepare the certificate
of origin. The information on the declaration should contain

at least the following pertinent details:

A, a description of the article, quantity, numbers and

marks of packages, invoice numbers, and bills of lading;‘

B. a description of the operations performed in the production
of the article in a Party and identification of the direct costs

of processinc operations;

C. a description of any materials used in production
of the article which are wholly the growth, product, or manufacture
of either Party, and a statement as to the cost or value of

such materials;

D. ] descriptiog of the operations performed on, and
a statement as to the Qrigin_and cost or value of, any foreign
materials used in the article which are claimed to have been
sufficiently processed in a Party so as to be materials produced

in that Party; and

E. a description of the origin and cost or value of any
foreign materials usecd in the article which have not been substan-

tielly trencsformed in a Perty,
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Thiec Geclaration shall be prepared and submitted upon reque:!
by a Party. A declaration shouid only be requested when a Part:
has reasoh to question the accuracy of the statements on a certi!
icate of origin, or when a Party randomly verifies certificate

of origin.

10. 1In order to further the administration of this Agréemenu
the Parties acree to assist each other in obtaining informatio:
for the purpose of reviewing transactions made under this Agreemen:
in order to verify compliance with the conditions set fort:

in this Agreement.

11. The Parties will consult from time to time on the interpretatic
of these provisions &anda on practical problems which may arise
with a view to prevent unnecessary barriers to trade which ate
inconsistent with the objectives of this Agreement. In thi:

connection, amendments of the present rules could be proposed.

[ATTACHMENT TO ANNEX 3: EXAMPLES OF FORMS]
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REGULATION (EEC) No 802/68 OF THE COUNCIL
of 27 June 1968

on the commion dcfinition of the concept of the origin of goods

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the
European Economic Community, and in particular
Articles 111, 113, 155, 227 and 235 thereof;

Having regard to the proposal from the Commission;

Having regard to the Opinion of . the European
Parliament;

Having regard to the Opinion of the Economic and
Social Committee;

Whereas Member States have to determine or verifv
the origin of imported goods whenever application
of the Commons Customs Tariff, of quantitative
restrictions or of any other provisions applicable to
trade so requires.

Whereas Member States have to certify the origin
of exported goods in all cases where such certification
is required by the authoritics of the importing
countries, in particular where advantages derive from
that certification;

Whereas, in either case, in the absence of any inter-
national definition of the concept of the origin of
goods, Member States at present apply their own
rules for the determination, verification and certifi-
cation of origin; whereas the differences between
such national rules are likely to lead to differences in
applying the Common Customs Tariff, quantitative
restrictions and other provisions applicable to trade
with third countries, and also in the preparation and
issue of certificates of origin for goods exported to
third countries;

Whereas, it is therefore necessary to draw up on the
subject rules common to all the Member States;

Whereas “goods produced wholly in a particular
country and not containing products imported from
other countries are to be considered as originating
in that country, and the goods belonging to this
category must accordingly be specified;

Whereas, as a result of the development of inter-
national trade and of greater international division
of labour, the manufacture of any one product tends
increasingly to be carried our by undertakings

located in different countries; whereas it must
therefore be determined which of those countries is
to be considered as the country of origin of the
product in question;

Whereas there are good grounds for accepting as the
country of origin that in which the last substantial
process or operation that was economically justified
was performed;

Whereas it is impossible at present to define the
concept of origin in respect of petroleum products;

Whereas the origin of a product is usually established
by means of a certificate of origin prepared and
sssued b .1 authority or agency dulv authorised for
this purpose; the conditions with which the certificate
is required to comply, so that it may be used as
evidence, must therefore be specified;

Whereas the concept of Community origin should
be defined, but where the needs of the export trade
so requirc, the certificate of origin may specify that
the goods in question originated in a particular
Member State;

Whereas uniform application of the provisions of
this Regulation should be ensured and it is essential
to provide for a Community procedure for adopting
the necessary implementing provisions; whereas, for
this purpose and with the object of organising close
and effective co-operation between the Commission
and the Member States, a commitree should be set
up; ‘ ‘

Whereas the provisions of this Regulation relate both
to commercial policy with regard to third countries
and to free movement of goods within the Com-
munity, and in particular to uniform application of
the Common Customs Tariff; whereas, with regard
to the latter, the relevant Articles of the Treaty do
not confer on the institutions of the Community the
power to adopt binding provisions with regard to a
common definition of the concept of the origin of
goods; the provisions of this Regulation must
therefore also be based on Article 235 ;

HAS ADOPTED THIS REGULATION:
Article 1

This Regulation defines the concept of the origin
of goods for purposes of:



(a) the uniform application of the Common Customs
Tariff, of quantitative restrictions, and of all
other measures adopted, in rclation to the
importation of goods, by the Community or by
Nember States:

(b} the unriferm application of all measures adopted,

i rdlation 1o the exportation of goods, by the
Community or by Member States;

{¢) the preparation and issue of certificates of origin.

Article 2

The provisions of this Regulation shall not affect
the special rules concerning trade between the Com-
munity or Member States, on the one hand, and the
countries to which the Community or Member
States are bound by agrcements which derogate from
the most-favourcd-nation clause, on the other, and
in particular those establishing a customs union or
a free-tradc area.

Article 3

This Regulation shall not apply to the petroleum
products listed in Annex 1. The concept of origin in
respect of those products will be defined later.

Article 4

1. Goods wholly obtained or produced in one
country shall be considered as originating in that
country.

2. The expression ‘goods wholly obtained or pro-
duced in one country’ means:

(a) mincral products extracted within its territory;
(b) vegerable products harvested therein;

(c) live animals born and raised therein;

(d) products derived from live animals raised therein;
(¢) products of hunting or fishing carried on therein;

(f) products of sea-fishing and other products taken
from the sca by vessels registcred or recorded
in that country and flying its flag;

(g) goods obtained on board factory ships from the
products referred to in (f) originating in that
country, if such factory ships are registered or
recorded in that country and flying its flag;

(h) products taken from the sea-bed or beneath the
sea-bed outside territorial waters, if that country
has, for the purposes of exploitation, exclusive
rights to such soil or subsoil;

(i) waste and scrap products derived from manu-
facturing operations and used articles, if they were
collected therein and are only fit for the rccovery
of raw matcrials;
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from goods referred to in subparagraphs (a) to
(i) or from their derivartives, at any stage of pro-
duction.

Article S

A product in the production of which two or more
countries were concerned shall be regarded as
originating in the country in which the last substan-
tial process or operation that is economically justified
was performed, having been carried out in an
undertaking equipped for the purpose, and resulting
in the manufacture of a new product or representing
an important stage of manufacture.

’

Article 6

Any process or work in respect of which it is estab-
lished, or in respect of which the facts as ascertained
justify the presumption, that its sole object was to
circumvent the provisions applicable in the Com-
munity or the Member States to goods from specific
countries shall in no case be considered, under
Article 5, as conferring on the goods thus produced
the origin of the country where it is carried out.

Article 7

Accessories, spare parts or tools delivered with any
picce of equipment, machine, apparatus or vehicle
which form part of its standard equipment shall be
deemed to have the same origin as that picce of
equipment, machine, apparatus or vehicle.

The circumstances in which the presumption of
origin referred to in the preceding paragraph shall
also apply to essential spare parts for use with any
piece of equipment, machine, apparatus or vehicle
dispatched  beforehand, shall "be determined in
accordance with the procedure laid down in Article 14.

Article 8

For purposes of application of Article 4 to 7, the
Member States shall be considered as constituting
a single territorial unit.

Article 9

1. When the origin of a product has to be proved
on importation by the production of a certificate of
origin, that certificate shall fulfil the following
conditions: ‘

(a) It must be prepared by a reliable authority or
agency duly authorised for that purpose by the
country of issue;

(b) It must contain all the particulars necessary for

identifving the product to which it relates, in
particular
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— the number of packages, their nature, and the
marks and numbers they bear,

— the kind of product, and its gross and net

weight,
— the name of the consignor;

.t It must certify unambiguously thar the product to
which ir relates originated in a specific country.

2. Norwithstanding the production of a certificate

of origin which fulfils the conditions prescribed by
paragraph 1, the competent authoritics may, if there
is cause for serious doubt, demand any additional
proof with the object of ensuring that the indication
of origin conforms to the rules laid down in this

Regulation and to the provisions adopted for its
implementation.

Article 10

- 1. Certificates of origin for goods originating in

and exported from the Community must comply
with the conditions prescribed by Article 9 (1) (a)
and (b).

2. Such certificates of origin shall certifv that the
goods originated in the Community.

However, when the needs of the export tradc so
require, they may certify that the goods originated in
a particular Mcmber State.

If the conditions of Arricle 5 are fulfilled only as a
result of a series of operations of processes carried
out in different Member States, the goods may only
be certified as being of Community origin.

3. Mcmber States shall take the requisite steps to
cnsure that by the end of the transitional period at
the latest the certificates of origin issued by their
authorities or authorised agencies are prepared and
issued in accordance with the provisions of Annex I,
in so far as the needs of the export trade do not
otherwise require.

Article 11

Each Member Sratc shall inform the Commission of
the steps taken by its central administration for the
purposes of applying this Regulation, and of any
problems which have arisen in connection with its
application. The Commission shall forthwith com-
municate this information to the other Member
States.

Article 12

1. A Committce on Origin (hereinafter called the
‘Committee’) shall be set up and shall consist of
representatives  of the Member. States, with a
representative of the Commission acting as Chairman.

Y. The Committee shall draw up its own rules of

procedure.

Article 13

The Committce may examine all questions relating
to the application of this Regulation referred to it
by its Chairman, cither on his own initiative or at
the request of a representative of a Member State.

Article 14

1. The provisions required for applying Articles 4
to 7, 9 and 10 shall be adopted in accordance with
the procedure laid down in paragraphs 2 and 3 of
this Article.

2. The representative of the Commission shall
submit to the Committee a draft of the provisions to
be adopted. The Committee shall deliver an Opinion
on the draft within a time limit set by the Chairman
having regard to the urgency of the matter. Decisions
shall be taken by a majority of twelve votes, the
votes of the Member States being weighted as pro-
vided in Article 148 (2) of the Treaty. The Chairman
shall not vote. '

3. (a) The Commission shall adopt the envisaged
provisions if they are in accordance with the
Opinion of the Committee.

:b) If the envisaged provisions are not in accord-
ance with the Opinion of the Committee, or
i no Opinion is Jelivered. the Commission
shall without delay submit to the Council a
proposal with regard to the provisions to be

adopted.
The Council shall act by a qualified majority.

If, within threc months of the proposal being
submitted to it, the Council has not acted, the
proposed provisions shall be adopted by the
Commission.

—
(g}
-~

Article 15

If the provisions in force in a Member State for the
issue of certificates of origin for exports are so altered
by the provisions referred to in Article 14 that an
economic activity is affected, the: Commission may
authorise the Member State in question at the request
thereof to defer the application. of the provisions
referred to in Article 14 in respect of a specific
product for a period not exceeding one year from
the entry into force of those provisions.

This Article shall remain in force for a period of
five years from the date of entry into force of this
Regulation. '

Article 16

This Regulation shall be applicable in the French
overseas departments.

Article 17

This Regulation shall enter into force on 1 July 1968.-
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This Regulation shall be binding in its entirety and dircctly applicable in all Member
States.

Done at Luxembourg, 27 Junc 1968.
For the Council

The President

E. FAURE
ANNEX I
. List of Petroleum Products (Article 3)
ccT : o
heading Description of goods
No
ex 27.07 B1 Aromatic oils as defined in Note 2 to Chapter 27, of which more than
65% by volume distils atr temperatures up to 250° C (including mix-
tures of perroleum spirit and benzole) for use as power or heating
fuels
27.09 Petroleum oils and oils obtained from bituminous minerals, crude
27.10 Petroleum oils and oils obrained from bituminous minerals, other than
crude; preparations not elscwhere specified or included, contaming
not Jess than 70% by weight of petroleum oils or of oils obrained trom
bituminous minerals, these oils being the basic constituents of the
preparations
2711 Petroleum gases and other gaseous hydrocarbons
2712 Pctrolcum ic“)’
27.13 Paraffin wax, micro-crystalline wax, slack wax, ozokerite, lignite wax,
peat wax and other mineral waxes, wheter or not coloured
2714 Petroleum bitumen, petroleum coke and other residues of petrolcum
oils or of oils obtained from bituminous mincrals
2715 Bitumen and asphalt, natural; bituminous shale, asphaltic rock and
tar sands
27.16 Bituminous mixtures based on natural asphalt, on natural bitumen,
on petroleum bitumen, on mineral tar or on mineral tar pitch (for
example, bituminous mastics, cut-backs)
2901 Al Hydrocarbons, acyclic, for use as power ot heating fuels
29.01 B 1I (a) Cyclanes and cyclenes, other, for use as power or heating fuels
29.01 D1 (a) Benzene, tolucne, xylenes, for use as power or heating fuels
ex 34.03 A Lubricating prepararions containing less than 70% by weight of
petroleum oils or of oils obtained from bituminous minerals
ex 34.04 Artificial waxes (including water-soluble waxes); prepared waxes,
' not emulsified or containing solvents, with a basis of paraffin wax,
micro-crystalline wax, slack wax, or other mineral waxes
38.14 B 1 () Anti-knock preparations, oxidation inhibitors, gum inhibitors, vis-
cosity improvers, anti-corrosive preparations and similar prepared ad-
ditives for mincral oils, other, for lubricants containing petroleum oils
or oils obtained from bituminous minerals
38.19E Mixed alkylenes
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ANNEX 11

Provisions concerning the preparation and issue of certificates of origin

. The certificate of origin shall be issued upon written request of the applicant.

If the circumstances justify it, in particular where the applicant maintains a regular Aow of
exports. Member States may decide not to require a request for cach export operation, on
condition that the provisions of this Regulation are complied with.

. The application form shall be printed in the official language or in one or more of the official

languages of the exporting Member State. The form of certificate of origin shall be printed in
one or more of the official languages of the Community or, depending on the practice and
requirements of trade, in any other language.

The application form and the certificate of origin shall be completed in typescript or by hand,
in an identical manner, in one of the official languages of the Community or, depending on the
practice and requirements of trade, in any otﬁer language. Where forms are completed by
hand, they shall be written in block letters in ink.

The format of the certificate shall be 21 X30 cm. The paper used shall be free of mechanical
ﬁulp, dressed for writing purposes and weigh at least 64 grammes per square metre. It shall

ave printed on it a sepia-coloured guilloche pattern that will reveal any forgery by mechanical
or chemical means.

Member States may print the forms of certificate of origin themsclves, or have them produced
by printers whom they have duly appointed. In the latter case, each form shall make reference
to the appointment, and bear the printer’s distinguishing mark.
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FORM APR No. A 2! Form “f.d_ 1.17 the generalized system of preferer. e

v e

21 'Exporter (Name. ui sadrens Countey - i 3. Decleration by the exporter . :

. ' =% undersigned, exgutier. ol the goads deL:. . - D21ow

'~ ire that the gOOds Comaiy with the requires e s fiic

o meietion of this 10rm arn 1ngt (ne goods N3y el g

o> 0t anginadling procl . iy wilhin the provis SLvering

- "o generalized sysiem of zrelerences 10 be ex:- ::¢ o ihe
~.Atry shown in Box 9

4] Consignee iNume. 1k agdres, countrys

—

(S, Place and date

of part 1 and the notes on part 2

Before compieting this form read carefully the Instructions on the back

(& Signature of exporter ’
L2] Origin Criterion (1), remarks 2) [8: Country of origin * 19] Country of destination (3)
S U I - [T Gross weight (kg)
1] Marks, numbers of consignment and description of goods . {12 ‘Authority in the exporting countr; responsible
) . # .} for verification of the declaration by the exporter

(1) See notes on pant 2 . ——
(2) Reter 10 any venfication sesdy carned out By the sppropnste suthortes.
(31 Wsert the . groups of or " ned - . s

NOTES Part2
1_Ceurtries which sosspt this form for the of the d systor of pretersnces (G37)
Austna . pean § c Y elang
Fmisnd Seigrum Naly
No .Denmark Luzemdourg
Sweden France Netherianas
2erang . Fectarsl Repubdiic of Germany Ursted Kingdom
Detans of Ine (uies governing admission 10 GSP these countries sre obt. e from the there. The man erements of the rules are mdicated m the
10llowing paragraphs .
I—wﬂ,‘; The mam conditions for admwasion (o preference are that 9003 sent 10 any of the countnes kated sbove *
'm must [akt witrun .n o of goods engibie for preference in the country of destination. ana
) st ol wth | i i

¥ by the country of destination In generat, 90003 Must be consigned drec! from the country ¢! exportation
{0 the country of destination. bul m most cases passage ho .18

through one or more with or proviged that at ine
ima they are exported the goods sre clearly mtended 10 Ihe Geciared country of desiinalion and that any transat. D or temporary warehouss: g
ar13es only from the requuements of transportation: and
) Tul c‘mly with the ongin critens specified lor those 900ds by the coumry of A Y of the rules q y 1$ 5:ven W DAraGrepns
ang . .

M.P«cmbhmmnnﬁmhmm:
(1 Ine goods shal be whoily produced in the Country of exportation. tnat is. they SHOUIS tall withen & descrption of 900ds whieh 13 d a3 ‘wholly pi unger
the ruies Drescrbed by the country of Gestination concamed, or

(s} aliernatvety, if the goods are manufaciured wholly or partly from mateénals or COMponents wmoorted 1o Ire country of exportaten of of unceisrmined ongin (Rese
Mmatenais Or components must have 1]

9 ] aion there it 3 difterent product It i1s i/mportant 1o note that ait matenais 7@ compcnen's
which Cannot be shown 10 De of that ceu:«w‘s ongin

Must De lrealed a3 .l Iney were imporied Usually Ihe transformation must De such as 1o leac te ‘he erpories
goods bemng classified under g3 C 00D Council Nomenciajure Tanft hesaing other than IN3L.781aINQ 15. any ¢! the ALCVe Malerms O COMDEAEN'S LS 2D
'n 80diion special rules ere Prescrided 108 -vanQus- cixsses 81 9ooas - Lists A and'8 of ‘Certain Eounines’ rules of OfQirt 3N OINer SUDSICIErY DICYEIE AN thase ;.
F'AMOUId De carelully studrea . e .

W ine 000GS Quatify under the above critena

3 . 1he eaparter must indicate m Box 7 of INe Ongin crena on'the basis of WwRiCh he Claims tha! Mg gocas Qua'y lor tne GSP
#he manner ghown m the (ollowing ladie ’ '

Cur es of p° or # ¢ 1 the country nameg in Box 8 ingert nn 8oz T

of the fiom )

181 Goons worked uoon dbut not wholly produced in the exporting country, which weie sAs, lofiowes by tha Customs Coocpwration Counct Novmencianss heacng
woduced 0 wih he prncples of 3 (i), whicn fat under a CCC AUMBDC? ! INe £3001100 F00Us
Nemerclature tanft heading speciied a Column 1 of List A an wheeh tatisty any svampia <A.
cenaitions in Culumng 3 and 4 of List A which are refavant to these goods idceT

‘01 Gonus worsed wOON Sul NO! wholly (HOALCIS i IRQ AaCC 1Ir § SALATTY WICP fiu | -8-. ‘olowed By e Custrrs Conwration Cowncd Nomerciature reacng
wMN 3r e A CalumAa L 0 %5 1 Aret we , “OMuly A If. Prowsng Of tRat Hem | “LT0RC OF tNE 1 PO IR 5000y

esamole -8-
+ 1218

1) GOty worked Lt Du! A0 wROM DronuTed 1A the AYELILEY COUNtTY wieeh were -X- folowed by the Customs Coopersuon Councd Nomenciaise hescing
POUTeE A Conformaty wrfh Ine pracuies o' 3 (i), which e ROl e icusy reler- urther Gt IR ev0C e G nds
L Lt A 20T @ fiC 10 ) L Al gy A QUNersl DIovIsi N LIyl A

se:mre K-
g 02

' eeQOrTALLN (300 ] (i) w aPu j "‘

— —— .

whasliy preg,

Co—— s — e e — ————
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Request for vsrification 14 Result of verification

L

The venficaton of the declaration by the exporter on the Verification carried out shows that (1)
tront of this ‘orm is requested (°) . . .
' - D the statements and particulars given in this form ars
accurate.

g this form daes not meet the requirements as to acuu
racy and authenticity {see remarks appended).

i . R . s g s
Stomp smo
o . (Signatue)
——
(1) Mace en X whare applicadle.
™ 3 1 verificats -ummanwamummmummummmmm“““‘“‘"‘°"‘"‘“”

of the informatien fegerding the SuiReaBcty of the IBrms ang'IRe /e O of the §00ds 1 Queston

Instructions for the complation of form APR

1 AoommmumuwuwmummwmmmwnmgmmWwdw
mmmummmnm&wuusumuuma

2 muauu-Wnumu.uummmmmnmammhmmuwnmoruuummvw-u-
cackage mmmnuwwanmmuuman ummmdmﬁuciuumwmczm-
as spprophste. B

3 mmummnmmqumwumm«-numuwmm

[} Mo-pulw-umuinmioﬁonlpmlomWﬂhcmﬁlnmmmmnﬂmmmuwtommmwu
mqmmuuumdwamdmmaw»huumm.

.
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MOVEMENT GR'UFICATE
I
e PPN (i ks o ' EUR.1 nNo A 000.000
i .
. Sev Aotes overleal Mefory completing this form
2 Cermificate used in preferencial rade between
3. Consi (Name, fall sddrea, cousay
v \Ot;:m" = v ! -
and
(insert 3prenpriare countries, groups of countnes ar rerntocies) -
4. Country, group of . Country, group of
countries o¢ territory countnes or territocy
; in which the products of destinadon
are considered as
! . orfiginating
& Transport details (Opoonad A ’ 7. Remarks
f“
i & Item number; Marks and numbers; Number and kind of packages (1); 9. Gross 10. lavoices
i Description of goods weight (kg) (Optional)
. ’ orother mea-
sure (licres,
m?, etc)
11. CUSTOMS ENDORSEMENT 12. DECLARATION BY THE EXPORTER
Declaration centified l, the undersigned, declare that the goods
Fxport document (4) o described above meet the condicions re-
quired for the issue of this cerrificate.
Form..._. —— No
Customs office .
* lesuing councry or terricory Place and dace:
CDate oo
- {S:3nacure; . {Signacure)




e e+ e s e s

13. REQUEST FOR VERIFICATION, to

| o 0]
O

Verificacion of the authenticity and accuracy of this cerd-
ficate is requested.

14. RESU

ey

LT ©F VIR LA™,

e e e

h

sk ek corzificate {1

was issued Sy the cuscare ol indicated ant 4

the informarion contained rrrein is acqUracs,

does not meet the requirements as (0 auzbcmv.r
and accuracy (see remarks appended).

.

4
(Place and dacs) (Mace and dazs)
Samp Saay
(Signacurs) (Signature)
F) lnaert X in the appropriace box. p
NOTES

1. Certificates must not contain erasures o¢ words written over one
incorrect particulars and adding any aecsisary

il A completed the cerrificate and endorsed

as to make any later additions impossible.

3. Goods must be described in accordance with commercial practice and

corrections. Any such
by the customs suthorities of the

2 No spaces must be left berween the items entered on the certificate an i
horizontal line must be drawn immediately below the last icem. Any unused space must be scruck rhrough in

another. Any alterations must be made by delen
“alteration must be initialled by the person
issuing country o territory.

by an item num

each item must be preceded
sucham

wich sufficient detail to enable them to be iden
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EEC EUR 2 FORM
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rorm EUR. 2 nNo:

'_Ll Form used in preferential trade
between (') and

; . bxporter (Name. full sddres, covaery)

ﬁl Declaration by exporter

I, the undersigned, exporter of the goods described below,

declare that the goods comply with the requirements for

the completion of this form and that the goods have ob-

tained the status of originating products within the provi-
- . sions governing preferential trade shown in box I.

1"5 Consignee (Nume, full addrem. country)

_s_] Place and date

_6_[ Signature of exporter

7 Remarks (1)

_L] Co;ncry of origin (') _‘J_I Country of destination (*)

: j—r;; \v.elg?\t.(kg)

] ..‘.lukx; Numbers of comsignment; Description of goods

’ _lzl Authoruy in_the exportng counuy ( ) res.
ponsible. for verification of the declaration
" by the exponer

: e crunines, grups of % or Lerritors d
C oy venfieatwn already emﬁwtby&nwum

1IN ‘sountry’ Beans country, group of ioe ar y of &

O v country of ungin’ means country, group of countries or temritory whare the goods are conmdered 10 be ariginating,




(VERSO)

Request for verificadon 14| Result of verificadon
The veriﬁ‘;uion c?f the declaration by the exporter oa the Verification carried out shows that ()
front of this form is requested (*) D the statements and particulars givea in thus o
° D this form does not meet the requirement a1«
racy and authentdity (see remarks appended.
19— -
(Place snd dass) (Placa and dase)
. Stamp : Susy
(Signature} ® '
. (1) lowsrt X in the appropaaie box.
{*) S MJW:U‘l.:Mhaﬁdunndﬂcmmammmmhdmnpaua;Suuhthdwuu
imdwmnwdqhwmnﬂyd&lb-ﬂhwdﬁdthpd--w .
Instructions for the completion of form EUR.2
|8 AformEUMmybzmndcoutonlyfnrgoodawhichinlbcexpon.ingeouncyﬁ;lﬁltbecondidomspe:iﬂedby0w
erred to in box 1. These provisions must be studied carefully before the form is completed-

. gcvemm;themderd
2. htheuseolsconsignmembypaedpmt xhecxponetuiuhathefomwthedispudlnote.lnzheaseohco«».
Jetter post he encloses the form in a package. The reference ‘EURImddieaexx‘alnumb« of the form should be stated«:

green label declaration C1 or on the customs declaration C/CP3, as appropriate.
3. These insuructionsdonot exemp the exportef from complying withany other formalitics

uses this form is obliged W0 submit to
pecﬁonbythemolhhmunumdolthepcwdmufgmn

required by custuma e postal regulae

m

4. An exporier who the appropriate authorities any supponting evidence which they
of the guods described 1n box 1t

wngl!!tomyim
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APPENDIX K

HONG KONG ORIGIN CRITERIA






Product

(I) Textiles
a) Yarn (all types)
b) Bulked acrylic yara

¢) Texturised polyamide
yarn

d) Fabrie including
coated fatric,
whether or not
decorated or
finished '

®) Decorated fabric

f) Finished fabrie
(other than woollen
fabric)

N) Garments made from
woven or knitted
fabrics

g) Finished woollen fabric

Certificate of Hong FKong Origin -
Origin Criteria and Principal Frocesses

Urigin Criteria

Manufacture from cotton or fibre.
Bulking of foreiga origin acrylic yarn.

Texturising of foreign origin polyamide
yarn.

Manufacture from yarn.

Decoration® of fabrics (whether or not
foreign origin), and the cost contemt
achieved through sush process represents
at least 25% of the value of the finished
product
The fabric used (whether or not foreigm
origin) must have undergone the following
finishing processes in Hong Kong :-
(1) Scouring; plus
(ii) Bleaching or mercerising; plus
-(iii) Printing or permanent dyeing
(including optical whitening)
plus

(4v) (a) Resin finish or pre-shrinking,
or

(b) shearing or brushing.
The fubric used (whether or not foreiga
origin) must huve undergone the following
finishing processes in Hong Kong :~
(1) scouring; plus
(ii) dyeing or printing (only in
respect of undyed or unprinted
grey cloth); plus
(iii) milling; plus
(iv) drying; plus
(v) tentering; plus

(vi) shearing and/or raising and/or
brushing; plus

(vii) decatising.

Manufacture from fabrie

Frincipal Processes

Spinning.
Bulking.

Texturising.

wWeaving/knitting.

Decoration®.

All the finishing processes
listed in the origin
criteria.

Ail the finishing processes
listed in the origin criteria,

Cutting of fabric and
sewing of cut pieces inte
garment,

Note

.
H

sequinning.

* Decoration means such processes as embroidering, beading and



1)

3)

k)

1)

m)

n)

o)

»)
Q)
r)

s)

t)

u)

Proauct

Pisce-knitted garmants

Gloves and mittens
made from woven or
knitted fabric

Piece-knitted gloves
and mittens

Hats and caps (made
from woven or knitted
fabrics)

Piece-knitted hats and
capse

Curtain, shawvls,
scarves, bags, sacks,
tarpaulins, bedsheets,
bedspreads, pillow
covers, naperies,
handkerchiefs, housebold
linen, dish washers,
tents, ammunition belt

Soqks and stookings,
towels, shoe laces

String shopping bags
Nesh bags

Woven labels, badges
and the like

Cotton sewing thread
Mosquito nets

Waist belt

Orizin Criteria Principal Process

Conplate making—up® isssadling (i.e. looping/
linxing, stitching)

Sawmifac s Loom fatrie, Cutting of fabric arnd
sewing of cut pieces into
gloves/mittens.

Mamfacture from yarn. : Shell—knintiné‘o_a asgembling
(i.e. looping/linking,
stitching) from knitted sho!'g

Manufacture froa fabric. Cutting of fabric and sewing
of cut pieces into hats/caps.

Manufacture from yarn. Assenbling (i.e. looping/
linking, stitching)

Manufacture from fabric. Cutting fabric and sewing
cut pieces into products.

‘Kanufacture from yarn. Knitting/weaving.

Manufacture from strings. Weaving.

Kanufaoture from mesh fabric. Cutting and sewing.

If not printed 3 manufaoture If not printed s weaving/
irom yarn. k:nittiﬁ% embroidering.
If printed 1 manufaoture If printed s ocutting and
rom fabrio. printing.

Manufacture from yarn spun in Twining and winding.
Hong Kong.

Nanufacture from mosquito Cutting snd sewing.
netting. N

Kanufacture from textile yarn. Knitting/vweaving

cutting and buckling.

Noteg s #

»

'Complete making-up' means all the operations following
ocutting of fabrioc or crocheting of the fabrio directly
to shape; however, making-up is not necessarily
considered as incomplete where a finishing operation .
has not been carried out.

Shell-knitting is prohibited from subcontraction outside
Hong Kong under the Outward Proceseing Arrangement.
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a) Toys (all types)

b) Toy motoss

(III) Plastic Iteas

%) Plastio flowers
b) Plastic can-opener

o) P.V.C. garments

d) Plastic sheeting bags

@) Plastio tubing bags

£) Plastio string woven
Bags

" g) Plastio band woven bags
b) Folythene (polyethylene)
bage

i) Type-setting, plastic -
for offset-printing

(IV) Eleotronic and Electrical Produots

a) Electronio and
electrical products

b) DooonAtion h-p sets

o) Plastio vacuum brush

4) Dry batteries of all
kinds

e) Eleotrical sccessories
such as plugs,
sockets, switches,
lazp bholders, eto.,
made of bakelite

''?) Photocopying machines

(V) Clocks and w;tohg.

8) Vatohes - cased with

imported movewents/
Bong Kong assembled
movements

b) Eleotrio olocks
o) Heohanical oclecks
d) Vatoh moveaents
_assembled with
imported/local parts
o) Watoh dials

£) Vatoh oases

Origin Criteria

Asseabled in Hong Kong with at least 25%
Bong Kong cost content attributadle to
local oomponent parts and labour.

'Asseadled in Eong Xong with at lesst 25%
" Yong Xong cost content attridutable to

local component parts and labdour.

Manufacture from plastio granules or

compounds.

Yaoufacture from plastic Mu or
ocompounds.

Narufaoture from P.V.C. sheetings,
Manufacture from plastic sheetings.
Masufacture fros plastio compounds.
Manufaoture from plastio lﬁtﬁb.

Kanufaoture froa plastio bands.
Kanufasture from polythene sheetings.

Plastic type-setting moulded in Eong
bwc

'’

Assssbled in Bong Kong with at least 255
Hong Kong cost content attridutable to
local cosponent parts and labour,

Manufacture of all parts (use of ugortod
bulbs and wire is however permitted) and

asseabling.

Assenbled in Hong Xong with at least 25%
Eong Kong cost content attributable to
local component parts and ladour.

Asseabled in Hong Xong vith as least 258
Bong Kong cost content attiributadle to
local component parts snd labour.

Nanufacture from bakelite powder and
metal sheets, plates, rods or vires.

&

Asseabled in Hong Xong with at least 25%
Hong Kong cost content attributable to
local ocomponent parts and labour,

Assomdling in Hong Kong provided that
(1) a1l processes of assembly are
performed by registered )
faotories; and

(11) the watch oases (and watoh hull
as well for imported movements) °
are made by registered faotories.

Manufaoture of case and assesbling, -

Manufasture of case and assesbling.

Assenbling, testing and time adjusting

of the sovement.

Cutting or blanking and lottm

of the watoh dials. :

Blanking or muulding and htho—lhpln‘
of the wvatoh cases.

Prinoipal Prooesses

Moulding/die-casting/cutting/
sealing of & charscteristic
oomponent part plus
assembling.

Coiling and asseabdling.

Youlding parts u\d assemblirg.
Plastic moulding and assembling.

Cutting and ssseabling.
Cutting and asseabling.
Extruding and sealing.

Weaving.

Veaving and asseadbling.

- Cutting and sealing.

Noulding.

Assesdling and testing.

: ilnldu decorative parts and

assembling,

Asseadling.
" Anode fizing and sealing.

Noulding and asseadling.

Asseabling and testing.

Making watoh cases and asseabling
(inoluding the making of watoh
bands if imported moveasents are

.

Case making and assesbling.
Case saking and ssseabling,
Assexbling and testing.

Cutting/blanking and letter-
llkiu.

Blanking/moulding and/lathe-
m’mo

/e
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(v1)

(v11)

(vni)
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Produot

&) Watich bands

i) oetal

i1 lastio

) p %
iii) leather

Hotal Items

a) Ashtrays
b) Cutlery

a) Ensmelvare
-

d) Pots, besins, spittoon
tuzblers, tea trays

¢) Badges, buckles

£) Scmall metal iteas such as
Dedol. sprayers, nail
clippers, charcoal irons,
staplers, eto.

g) Key rings, cbains and
holders with or without
pendante

b) Decoration sets with wire
baskets etc. ae base

1) Screws, puts and other
similar setal accessories

j) locks, keys, latohes,
bolts, binges

k) Lanterns, headlamps, vall

lanps, eto., stoves

1) Screwdrivers, squeesers,
peeling knife, can openers

a) Buttoms, collar studs,
ouff links, tags, buckles

a) Hachine tools (lsthes,
shaping machines, milling

machines, drilling machines,

presses and the like)

Footvear
pACALLL- 3

Footwear

-4~

Origin Criteria

-

Nanufagture of metal parts (bowever ainor
acce3ssuries wush as spring may bs. importad)
and ssaembliang.

Manaf«ciure froa plaatice,

M.ulsc ture froa leathsr.

Manuficlare from metal shaets, plates
or srips.

Manufacture from metal sheets, plates,
strips, bars or rods.

Ranufacture from metal sheets, plates,
strips, bars or rods.

Hanufacture froa metal sheetings.
Nanufacture from metal shuets, plates
or strips or ingots.

Wanufacture froa metal sheeis, plates,

-strips, rods, bars or wires.

The key rings, chains or holders aust be
manufastured from metal sheets, plates,
wires or bars, and assesbling (regardless of
the origin of the pendants).

Making of decorative parts and asseabling.

Nanufscture froa metal sheets,

plates,
rods or wires.

Manufaature fros metal sheets,
rods, bars and vires.

plates,

manufacture from metal sheets,
rods, bars and vires.

plates,

Hanufacture from metal sheets,
rods, bars and vwires.

plates,

Kanufacture froa metal sheets,
rods or wires.

plates,

Metal-vorking (the metal-vorking process
may be carried out on imported coamponent
parts) and assenbling in Hong Kong with
at least 25% Bong Kong cost coatent
attributable %o local component parts
and labour.

Manufaoture of upper and sole and asseadling.

Jewellery and Precious/Semi-precious Stones

a) Jade or precious/semi-
precious stones

b) Jewellery, precious setal
o) Jewellsry, gem set
d) Imitation jewellery

i) plastio

ii) metal

Cutting and polishing.

Manufagture froa precious metal.

Mamufacture froa precious setal.

Kanufacture froa plastic granules or
coayounds. .

Nacufacture froms metal sheets, plates,
rods or wires.

Principal Frocesses

MNaking of parts and asssadling
(including cbainiag).

Cutting and sesling.

Cutting and seving.

Blanking and ssseabling.
Blaoking.

Blanking and enaaelling.
Blanking.

Blanking and sssembling.
Blanking/outting and asseabdling.

Blanking/cutting/chaining and
asseabling.

Kaking decorative parte and
asseabling. .
Threading/milling and cutting.
Die-casting/blanking and
asseabling,

Blanking and asseabling.
Blanking/outting and asseadling.

Blanking/aculding and assembling.

Netal-vorking and asseabling.

Making of upper and sole and sseesdiefl

Cutting and polishing.

Moulding and asseabling.
Noulding and setting.

Roulding/cutting and assembling.

Blanking and assembling.

S oo
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(x)

(x1)

(xz1)

(xx11)

Produot

Fish and Pood

a) Canned fruits and
vegetables

b) Prepared (other than
canned) fruits and
vegetableas

o) Mish and other natural
produce of the sea

d) Flowr
o) Gourmet poder
?) Shark's fin oake

8) Tropioal fish

ola. ¢ and C o W

a) Porcelainvare decorated
in Rong Xong

b) Ceranic Ware
Paper Products
a) Printed matters
b) Puper lanterns

Battan Iteas

a) Battan core and peel ‘

b) Battan - cane, core
and peel - PVC coated

X soellsnecus

a) N garment

b) Pur garment part or
shell

o) Paints/enamels or
similar produsts

4) Belts (other than
textile belts)

o) Wnip

7

Origin Criteria

Preserving and canning.

Preserving plus otber “orking processes
(e.3. seasoning/salting) with at leaat
25% Hong Kong cost contant attributahle
to local oomponent parts and labour.

Any catob landed in Hong Korg in a
fresh state and covered by Certificatsa
of Origin iesued by the Agrioulture and
Fisheries Department.

Flour milled in Hong Kong.

Making up from locally manufactured
monosodium glutamate.

Mamufacture from shark's fin.

Topical fish bred in Hong Xong.

Decorating and baking of poroelain blank
and the cost content achieved through
these processes represents at least 25%
of the valus of the finished product,

Manufacture fros clay.

" Type-sstting and printing.

Manufacture froa paper.

MHade from rattan cane.

" P¥C-coated in Hong Kong.

Manufacture froa prepared animal skin,

Manufacture froa prepared animal skin.

Mixing of ingredients in a state other
than paints/enamels or similar products,
emulsifiocation if necessary, and
synthesis.

(1) Manufascture from rubber, leather
or plastio sheetings; fo!:

(i1) Decorating representing at least 25%
of the value of the finished produot
if manufsoture froa imported belting.

Manufacture from leather or P.V.C. sheetings.

f) Gloves (other than textile gloves):

(1) Leather
(11) Rubber
(114) Plastio

¢) Handbags

h) Cameras

Nanufacture froa leather.
Manufacture from rubber.
Manufeoture from plastios.

Houlding/outting and sewing,
Assembled in Hong Koo{ vith at least 25%
Ho n

ng Kong cost conte attributabdble to
local component parts and labour,

Primoipal Processes

Preserving and canning.

P‘;uorving. e

(Tssue of CHEO comditional
upon presgentation of CO
issued by AFD.)

Milling.

Blending.

Soouring, skinning and
setting.

Bred in Hong Kong.

Decorating and baking.

Moulding and kilning.

Type—-seiting and printing.
Cutting and pasting.

Cutting, peeling and
shaping.

P¥C-coating.

(1) Trimming of fur garment
parts to required
shape; and

(11) Sewing of (1); and
(111) Firing of lining onto
(11).

Sewing of cut pelts into
garment parts or shells.

(1) Mixing of ingredients; and

(1i) Emulsification (if
applicable); and
(114) Synthesis.
Cutting and buckle-fixing or
decorating.

Cutting and assembling.

Cutting and sevwing.

Extruding/cutting and sealing.
Extruding/cutting and sealing.

¥oulding/outting and sewing.
Auoﬁbling and testing.

/(1) eeee



Product

1) Cigarette lighters

§) Zip and slids fasternara

x) Pen

1) B\.\lhl. of all kinls

a) Flashlight

n) Vacuus Clasks, jugss
Jars, etc.

o) Hardwood-asanufactures

p) Hides of cattle

q) Medicine - Chinese and

veetern type

r) Vigs/viglets

s) Prased airror

t) Spectable frases 3
1) plastie
11) wmetal
u) Caamphor tablets
v) Peather trimmings
v) Paintings

x) Cassette tapes and
siailar articles
(e.g. word processing
ribbon)

y) PMle and sisilar products

3) Pine cone decoraticas

aa) Tooth brushes, hair

—

-6~

Origin Criteria
Asseabled in Hong Kong with at least 25%
Hong Kong coet content attributabla to
local component parts and labour.

Fixing of teeath onto the tape and
wnnenbling.

M-nufacture of case and asseablin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>