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PREFACE

The U.S. International Trade Commission (Commission) instituted the present investigation,
Rules of Origin Issues Related to NAFTA and the North American Automotive Industry,
investigation No. 332-314, on Sepiember 16, 1991, pursuant 10 section 332(g) of the Tariff Act
of 1930,! following receipt of a letter from the Commitiee on Ways and Means of the U.S.
House of Representatives on August 27, 1991.2  As requested by the Committee in its letter,
the Commission’s report—

1) analyzes existing customs treatment of automotive products under the value-added
standard and the change-of-tariff-heading criterion, if applicable;

2) provides illustrative examples, to the extent available information permits, that may
explain how non-U.S. and non-Canadian imported components are utilized in either
major assemblies/subassemblies or in completed automobiles which are then classified
as US.-origin or -Canadian-origin goods eligible for duty-free entry; (In this
connection, the letter requests that particular attention be given to the impact of
concepts such as “intemnal roll-up”, “direct costs of processing” (DCP), and
“substantial transformation” on value-content determinations. The Committee also
noted its particular interest in the definition of DCP, problems encountered in
administering that concept, and the factors included in origin determinations based on
DCP under the U.S.-Canada Free-Trade Agrcement.)

3) seeks to evaluate other origin standards used in the automotive sector, such as those
employed in making origin determinations for purposes of the Corporate Average Fuel
Economy (CAFE) program; and

4) describes certain alternative origin standards that might be applied to the automotive
sector in NAFTA.

The Commission’s report is due no later than November 25, 1991. Public notice of the
investigation was given by posting copies of the notice at the Office of the Secretary, U.S.
International Trade Commission, Washington, DC, and by publishing the notice in the Federal
Register of September 23, 1991 (56 F.R. 47966).3 The information contained in this report was
obuined from the Commission’s files, other Federal agencies, responses 10 questionnaircs,
submissions by the public, and other sources.

119 US.C. 1332(g).

% The letter from the House Committee on Ways and Means is reproduced in app. A. Commissioner
Carol Crawford did not participate.

3BThe notice of the institution of the Commission’s Investigation No. 332-314 is reproduced in
app. B.






CONTENTS

(1
EXCCULIVE SUMIMIAIY .. ... ittt sttt et ettt et e e e et aa e e eean.
The North American automotive industry
I OdUCHON . . . e e e
The U.S. and Canadian automotive industries ...................iiiiieirnnennnnnnnnnns
The transformation of the industry: 1970s and 1980s
Structure of the INAUSITY: 19908 .. ...ttt ittt et e e
U.S. and Canadian trade regulation
The Mexican automotive industry
Development of the industry
Mexican trade regulation ... ... ... ... i e e
North American customs trcatment
Background . ... ... e
MEN taniff trealment .. ... . it e e,
Preferential tariff treatment ........ ... .. . i e
Tariff treatment under the CFTA
Tariff treatment under APTA L. ... . . e
Tariff treatment under GSP and the GPT ... ... . ... i ittt
Non-tariff programs and procedures affecting duties
U.S. foreign trade zones
Mexican maquiladoras .. ... . ottt it i it i i e e it ettt
North American aUtOMOLVE tAGE .. ... o.ttiiiiii it it ieieeiaeraeeeenaenannnnnns
US. trade with Canada ......... ..ottt i ittt e ittt aaaaeens
US. trade With MeXICO ... ...ttt ittt ittt ittt e ettt et teeeeeannnanes
U.S. automotive imports under HTS heading 9802 .................oiiiiiiininnnnnnnnn.
Customs rules of origin and preference
20 <4 £ T 1«
Methods of ascribing origin
Substantial transformation
Definition
Application
IMPliCALONS . .. .ottt e e e e e e
Change of tariff classificalion . ............iiiiiiineiinieer it eiiieennannns
Definition
Application
a7 Lo TR0 T
Value-based standards
Definition
Application
IMDHCAIONS . .. . i e e e
Critical processes or components
Definition
Application
IMpliCalioNs . . . . .. e e e
Options for a NAFTA rule of origin
INOQUCHON .« . . i it i e e e e e e
The motor vehicle assembly process
Sequence Of OPCrations .. .. .......i.iinint ittt iiie e eae et
Relative costs of manufacture

................................................

.................................

.................................................
......................................................

.......................................................

...................................................

.....................................

..........................................................

.................................................

.........................................................
..........................................................
.....................................................................

....................................................................

.....................................................................

....................................................................

.............................................................
.....................................................................

...................................................

....................................................................
...................................................
..................................................

......................................................

....................................................

_Basic provisions
In gemeral ... e
Goods originating in the territory of a party
Change of tariff classification
Value-related criteria

..................................................................

.......................................

21



CONTENTS—Continued

Direct cOsts Of PrOCESSING ... unuinrieneiiue s ererarenmeesneeeeetocacsnnans

Value of originating materials ...........euieneertiiniiiiiiiieaiian
200 ) | R T R R R R
Description and definitions . ... ... i

Roll-up with change of tariff classification .......... N eeeeeteiean e,

Roll-up based on value CONIERL ........ccenuceennurinnneonioneanceaeeernnnns

Roll-up of major components in U.S.-assembled vehicle to be shipped to Canada ..

Issues related to internal rOll-BP ... oo ettt e i iiiie s

Industry use Of roll-up ... ...oi it feereonans

Impact of eliminating roll-up on sourcing strategies and production pattems .......
DOCUMENIAHON . ..o vve e treneaeaeneesnnssereasaaasaarascnsonsnsaans e
AGMENISITAION ... ottt it ie i ieteeeeaesiasnsonocsnasaasonsassensnatnansonanas
Difficulties with the TUIE .. ... .t tieriit et ittt iiiieraaaancenssrannananiasinns
Wording Problems . . ... ...iiuuniiii i e e
Direct costs of processing/assembling ............cc.oiiiiiiiiiiiiiiiiiiiiie
Application by customs officials ......... ... ... i
Vehicle ProviSions .. .. ... ....uinuuniniiiiiiiiiranieitiiiiiieaiiaae et
Specified CRErIA ... ....ueuiitiiinnnrieineieetitiireiataaaeeeetenssannunnns
GOt ICALION o . oo s sttt ie it ieeeenneesaososennaensusansnsenanseaessnnnnennaannns
Relationship 1o APTA eligibility ...........ooiii e
Qualifying firmS .. .. ...ttt ittt ittt ieeer ittt

T 111V
The Corporate Average Fuel Economy Standard .............cocviiiiiiaiiiiieenen
Background . ........ .. i i e R e
Domestic and nondomestic fleelS ........curtierinrieennernonareassoiatasssaessennns
Impact of CAFE standards on industry sourcing patlems ..............ccoeieevanenennns
U.S.-cowned automaKers . .. ..vveeineennsieresinnnennrnsarassrroosneonsens e
Japanese-owned automaKerS ..........eouiieeniineeiintiiiti i
Mexican-produced vehiCles ...t e
Comments relating to comparison between CFTA and CAFE rules............ e
Eligibility Crleria . . ... ..uieiiiiir i eiiiiiiieiieaiiiaiieiiieaiaaaoaanenens
Averaging ............iiennnnn et et aaee e e et
Considerations in a NAFTA ruie of origin
INEFOAUCHON « o v vttt tit i teee s ceeeaesaeeaessassnensesnesanasnasanasossasnnsonessnonas
The objective of eligibility standards
Form of a NAFTA standard ...........cciieiitnitmiitn et rearranscnsraasasssscnans
Change of iariff heading test
Value-content Standard ....... ..ottt teitoreienta ittt s
Expressing the standard
Definition of terms
The threshold
How applied ... ... i i et e et
Critical processes standard
Combinations of standards
PN T 1T € 1 Lo o
Obscrvations on auto sector rules

...................................................

.........................................................

.........................................................

.........................................................

....................................................

Appendixes

A. Letter from the House Committeeon WaysandMeans .............coioiiiiiiiiiiiiaae,
B.  Notice of institution of the INvesSHEAtION . . .. ... ittt ittt iianeeniinnnen
C. Stepsfordetermining CFTAORIZIN ... ...ootiiiiiirn i iiiiiaiiaiiieiatieiennnnns
D. HS Chapter 87, Headings 8701 through 8708 .. ... ...
E.  HTS Chapter 87, Headings 8701 through 8708 . ... ... ... . oot
F.  CCT Chapter 87, Headings 8701 through 8708 ........ ... .. . i it iiiiin.s,
G. IGI Chapter 87, Headings 8701 through 8708 ......... ... . i,
H. HTS,Chapter 98, Subchapter Il . ... ... .. i i e



CONTENTS—Continued

Appendixes
L CCT statutory concessionary provisions with respectto transportation ....................... I-1
J. HTS Heading 9905.00.00 and CCT after-market automotive parts provisions ................. J-1
K. U.S. Customs Ruling HQ 083222 regardinguse of an FTZ .................oo'ueeen . K-1
L. Private sectlor proposals .. ..........oouuiiiiiii L-1
Tables
1. U.S. and Canadian automobile market share, 1990 ..................o.ouuoieo 2
2. Production in Japanese-owned automobile plants in the United States and Canada, 1990 ........ 2
3. Duty rates applicable to selected motor vehicles and related articles under the

Canadian, Mexican, and United States 1991 importtariffs .............................. 8
4. Duty rates applicable to selected motor vehicles parts and components under the

Canadian, Mexican, and United States 1991 importtariff ............................... 11
5. Automobiles, light trucks, and parts: U.S. imports through foreign trade zones, 1982-90 ........ 18

6.  Federal CAFE standards, 1978-91 ........ ... ... oo iieeie e 46






EXECUTIVE SUMMARY

This study examines issues relating to the formulation of eligibility rules for the
automouve scctor under the proposed North American Free-Trade Agreement (NAFTA). At
the lime this report was prepared, the NAFTA parties had not advanced a draft rule for
consideration. An objective of this study, therefore, was to provide a framework for evaluating
the eventual NAFTA rule in light of experience under various existing rules and the particular
interests of the North American automotive industry. As more precise proposals take shape,
more critical and complete evaluation of the implications of specific proposals may be
required.

A primary goal of free-trade agreements is to enhance the economic development of the
area concerncd.  This is accomplished by substantially reducing or eliminating internal barriers
to trade and investment, so as to establish a larger and more competitive market. The creation
of such a market provides incentives for additional investment in manufacturing activity within
the free-trade area.

Preference or origin standards in such agreements seek to limit the extent of “foreign”
content or value in goods to be accorded the benefits of the agreement, so that the advantages
of the agreement accrue principally to the contracting parties. These advantages include
increased trade, job creation and preservation, and added invcstment; the trading community
receives the benefit of duty reduction or elimination along with other negotiated advantages.

In bilateral or multilateral free-trade agreements, the standards of eligibility for preferences
arc generally expressed in the form of—

(1) a change of tariff heading test, whereby foreign goods or materials which undergo
processing in one party to the free-trade area sufficient to change their tariff
classification become eligible for benefits upon importation into the other;

(2) a valuc-content standard, cxpressed either as a minimum percentage of “local” content
or a maximum percentage of “foreign” content;

(3) a critcal process requirement, which requires that certain processes be conducted or
components be manufactured in the free-trade area for benefits to be conferred: or

(4) combinations of the above.

The task of deriving and applying a preference eligibility rule to the automotive sector,
because of its economic importance, international linkages (in particular linkage with global
vehicle parts suppliers as well as other important economic sectors, such as steel and
clectronics), and technical complexity, is daunting. Existing rulcs of preference tend to strain
when applied to the automotive industry.

If the policy objective of an FTA is to increase economic development, then it would
appear appropriate to place the eligibility threshold at a point where a significant contribution
to goods for which FTA benefits are sought is required to obtain preferred status, but not at
such a high level that the benefits do not justify the cost of that investment. It may be
observed that eliminating the generally low duty rates in place, at least in the United States
and Canada, would seem to offer minimal financial and competitive benefits, and that these
benefits arc but onc aspect of the business planning and decision making process for
automakers.

Although substantial transformation serves as the legal criterion used by the United States
to determine origin, its terms (relying on the creation through processing of a new and
different article of commerce) do not always have predictable and uniform results. While it
docs afford governments an opportunity to treat goods on a shipment-specific basis, and is a
familiar standard for the trading community, the test operates with sufficient uncertainty that it
was not employed as the eligibility standard in the CFTA and is not generally considered to be
an option for the NAFTA regime.

The change of tariff heading test would assign origin to a country where imported
materials or parts are processed so as to result in a change in their tariff classification when
they are scnt to another country. It is utilized as the basic eligibility standard in the CFTA,
and has the advantage of being simpler and more objectivc than substantial transformation.
Indusiry comments indicate support for using the principle to determine preference eligibility,
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but also note problems with its implementation in the CFTA. Because the tariff nomenclature
was not drafted with this use in mind, different product sectors and stages of manufacture are
treated in inconsistent ways. Moreover, with the variation in product detail from heading to
heading, this test alone does not always operate effectively, so that supplemental standards are
usually deemed necessary. As applied to the automotive sector, application of this rule has
great validity as a fundamental requirement for according NAFTA benefits Lo motor vehicles.
However, the maximum value-added resulting from its application falls far below the
contribution obtained using the standards currently in force with respect to almost every other
U.S. preference program.

If the cost of assembly truly represented most of the manufacturing cost of a vehicle,
setting an administrable standard based upon familiar customs value-added criteria and the
change of tariff heading test would be substantially simplified. However, available information
indicates that the cost of assembling a “typical” automobile or light truck represents only 15 to
20 percent of the direct cost of manufacture.

Although the extent to which assemblers produce their own parts and subassemblies varies
widely, all generally rely heavily on a complex, global network of suppliers for their
components. Parts suppliers may employ both FTA and non-FTA sources for their materials.
Consequently, for purchased components, neither manufacturers (who do not know the cost and
origin of the materials used in the component by the unrelated supplier) nor customs
administrations (which cannot cope with the burden and expense of verifying the suppliers’
records) can be entircly assured of the extent of local or foreign content.

Further, the determination of foreign content is clouded by the application of the concept
of “roll-up,” whereby “forcign” materials and parts are subsumed during the manufacture of
new and different goods having a different commercial identity. When shipped across borders,
the new product is said to “originate” where the conversion occurred, and the costs of foreign
materials are said to have been rolled-up into the value of the finished good.

An examination of existing value-based standards in the CFTA and other preference
programs reveals that they all tend to be applied in the same manner with respect to the
roll-up question—goods from domestic suppliers are counted as domestic goods, even though
varying levels of foreign content may be included. In the case of the auto industry, industry
observers indicate that the network of U.S. suppliers traditionally serving the Big Three
domestic producers tend as well 1o source materials and parts mainly from other domestic
suppliers. At the same time, these sources indicate that Japanese-owned manufacturers tend to
rely more heavily on imports, and that the growing network of North American-based suppliers
which serve them uses more imported components than domestic fabricators. Because of these
differences, a value-based regime may have different implications for individual firms,
including how they choose to respond 1o such a rule. All industry representatives participating
in the study favor inclusion of a value-related standard in the eventual NAFTA preference rule.

The so-called “critical processes or components” standard could be based on a menu of
components which would be required 1o originate and be installed in vehicles within the
free-trade area in order for such vehicles to benefit from the preference. Such a standard
could be written to ensure that high-value added operations are performed or components
manufactured in the free-tradc area. This approach, which is not currently in use in the United
States (but which has been used for some time in the European Community), could be verified
by evidence confirming the performance of the operation, such as by a plant visit or certified
work flow chart. Development of the enumeration of qualifying processes or components
requires the exercise of judgment as to what is or is not critical. It is noted that all
automakers interviewed by Commission staff were strongly opposed to such a standard.
Among other reasons for this view, they feel it would reduce their sourcing flexibility, hamper
their ability to shift production to maximize profits, and serve to discourage technological
advances.

These methods of determining origin or preference eligibility may also be combined; for
example, change of tariff heading, value content, and critical processes might all be employed
in some aspect of origin or preference determinations. To date, the United States has not used
all three tests in a generally applicable rule of origin or preference. Industry comments
indicate that such a standard would be too complex and would limit their flexibility to shift
production and sourcing to maximize profis. To make long-range plans, businessmen in
particular need to be able to rely on the regular administration of understandable criteria that
reflect rather than restructure economic reality.

The report also mentions that, in order to encourage the development of the North
American automotive industry, the standards employed in a NAFTA rulc could be applied



flexibly. For example, a value standard included in the regime along with a change of
classification rule could be scheduled 10 be modificd in subsequent years. A different value
threshold could be applied scparately on a temporary basis for new production models or
models having small production runs. In addition, models with high production runs could be
subject to special critical processes or value-content requirements. Further, in light of the
higher duty rates imposed on U.S. imports of light trucks, a separate standard could be applicd
to such vehicles. ’

In its rcport the Commission also considered and discussed the following points as par of
the relevant framework for analyzing the advantages and limitations of the possible rules:

® The North American automotive industry is large and complex, with vehicles being
assembled by U.S. firms, subsidiaries of foreign-owned companies, and U.S.foreign
Joint ventures; in all such instances, the assembly process is similarly complicated.

Automotive assembly plants generally bring together parts purchased from
suppliers (related and unrelated) and those fabricated on-site in increasingly
complex, specialized operations. About 80-85 percent of costs are attributable to
malerials, parts, and components, while 15-20 percent are accounted for by labor
and other costs of actual assembly. ‘

The “US. Big Three” manufacture motor vehicles in approximately SO
assembly plants in the United States and 10 in Canada, with 1990 production
towling approximately 11.5 million vehicles in the two countries. In 1990, 7
Japanese firms produced nearly 1.5 million vehicles in the United States, or about
15 percent of total U.S. production. Three Japanese firms producing in Canada
accounted for about 12 percent of Canada’s 1990 eutput; other forcign-owned
assemblers produced smaller quantities.

Mexican production, amounting to about 821,000 units in 1990, is entirely
accounted for by 8 plants owned by the Big Three, Nissan, and Volkswagen. The
industry is highly regulated and less modem than the U.S. and Canadian industry,
bg; 6{3 9g:(t)pcriencing rapid growth, with output rising by 140 percent during
1 1990. ;

o The vehicle parts segment of the industry has changed significantly in recent years,
with the U.S. supplier base declining and that of Mexico expanding.

U.S. and Canadian parts production has historically been closely linked to
the Big Three. One study concludes that the U.S, supplier base declined by about
35 percent during the 1980s, as Big Three production dropped and North
Amcrican assemblers increased their global sourcing of parts.

~ General Motors is the most vertically-integrated of the Big Three (with 70
percent of parts made by rclated firms), and Chrysler is the least integrated (30
percent from related suppliers).

Japanese-owned assemblers still source substantial components from abroad.
Approximately 500 Japanesc-owned auto parts firms are now in operation in
North America, with a continuing trend toward North American production of
parts by related or traditional Japanese suppliers. At this time, it is not known to
what extent these suppliers themselves import parts or materials or domestically
fabricate the parts or assemblies they sell to the automakers. A Japanese-owned
assembler typically purchases parts from 200-300 suppliers; by comparison,
General Motors buys from about 3,000 such firms.

The Mexican auto parts industry remains relatively small but is expanding
rapidly, with output increasing during the late 1980s at an annual rate of 19
percent. U.S. firms supplied approximately 73 percent of the foreign direct
investment in the Mexican auto industry in 1989.



o In recent years, both automotive trade and parts sourcing have reflected automakers’
decisions to make use of available mechanisms to reduce duty outlays.

Trade with Canada has largely been shaped by the “Big Three” automakers
and has increasingly been structured to take advantage of benefits of trade
agreements.  Imports of both parts and finished vehicles have increased
significantly during the last decade, as have exports of parts; exports of vehicles
have not matched import levels. v

Passenger automobiles and light trucks imported from Canada enter free of
duty under the terms of the bilateral auto pact (used primarily by the U.S. Big
Three), or under the free-trade agreement with Canada (used primarily by
foreign-owned or related firms). Vehicles imported from Mexico are nominally
dutiable at MFN rates, but by use of foreign-trade zones and of tariff provisions
imposing no duties on U.S.-origin parts are usually subject to lower duty
liabilities.

Automotive parts imported from Canada are generally free of duty under the
auto pact, or subject to reduced duties under. the free-trade agreement, those
“imported from Mexico are generally free of duty under the Generalized System of
Preferences. '

° Decfsions ‘of automakers whether to import vehicles or their parts dre strongly
influenced by their ability to comply with U.S. average fuel economy standards
(CAFE).

Compliance with average fuel economy standards is determined on a vehicle
line basis during a model year. Automakers are permitted to separate. their output
into domestic or non-domestic fleets. Generally, passenger vehicles containing
more than 25 percent of imported components are considered to be nondomestic.
By carefully adjusting the imported content of each vehicle line, the mix of
models eligible for each fleet can be balanced to provide both compliance with
the fuel economy standard and marketability. Some U.S.-built vehicles have over
25 percent imported components and are included in the nondomestic fleet; at the
same time, other models produced outside the United States have at least 75
percent U.S. content and are considered as domestic vehicles.

e The CFTA, taken as a point of departure for the NAFTA preference regime, requires
that goods originate in the territory of one or both parties in order to be eligible for
the preference. R

To qualify for the CFTA preference, goods must be wholly obtained in the
territory of a party or, if thirdcountry materials are included, undergo processes
that result in the good meeting the. criteria of the most specific enumerated
changes of tariff classification. (See appendix C.)

In addition, some goods (including most vehicles) must also meet a
value-content test. To qualify, such goods must contain 50 percent or more by
value of originating materials and direct costs of processing. These requirements
are described by the automotive industry as providing considerable flexibility in
-sourcing and production but also presenting significant interpretative questions
“and - uncertainty.

Enforcement of the rules can require extensive audits that are costly and
time-consuming to all involved. In addition, (at least in the case of the US.
experience), they tend 10 focus on prior-period trade. Nevertheless, despite
commonly cited problems with the CFTA rules, especially the value-based
standards, all interested parties indicated their support for including such standards
in the NAFTA regime.



o The “direct costs of processing or assembling” component of the CFTA value-content
test, while intended to 1ake into account the contribution of additional U.S.-Canadian
value to foreign inputs, has presented significant interpretative problems.

The pertinent provisions of the CFTA enumerate certain costs that can be
counted toward the 50-percent value-content threshold and others that cannot. It
has been asserted that, because the language of the agreement is ambiguous, clear
administrative guidance is necessary for industry compliance, and that such
guidance has not always been forthcoming on a prospective basis from Customs
(contrary to the approach taken by the Canadian customs administration).

Differences in interpretation have developed as to whether the cost
enumeration is illustrative or all-inclusive, and as to the proper reading of
agreement language on cost allocation. Moreover, conflicts between the treatment
of some costs under the CFTA and gencrally accepted accounting principles, and
problems in reflecting costs to Customs’ satisfaction in existing accounting
systems, have given rise to disputes between Customs officials and the private
sector. These issues are among those at the foundation of ongoing audits of some
automakers’ operations, as well as disputes regarding the eligibility of some
entries of motor vehicles for tariff preferences. Such concerns as to the rule’s
administrability would also apply to a NAFTA standard of a similar nature.

®  “Roll-up” of foreign content is common in ordinary MFN trade and is permiited in
the CFTA preference regime as a means of increasing the level of originating
materials that can be counted toward the 50-percent eligibility threshold.

Roll-up may occur intemally (between related parties or between stages of an
integrated production process) or externally (between unrelated parts suppliers and
auto asscmblers). Under the CFTA, an assembler is allowed to count 100 percent
of the price paid for a part accompanied by a certificate of origin toward the
50-percent originating value threshold for the finished vehicle.

Industry interviews indicate that all automobile producers manufacturing in
the three potential NAFTA parties now benefit from one or both types of roll-up.
Auto assemblers are generally unable to look behind certificates of origin from
unrelated vendors. While it may be possible for them to look at the production
records of related parties to determine exact levels of foreign content, to do so
would be burdensome and difficult.

The information needed for a purchaser of parts to verify that the parts
comply with the CFTA rule is, for the supplier, of a confidential nature and
would not be available to buyers or required to be supplied under the agreement
or Customs regulations. Thc Commission was unable to estimate the
U.S.-Canadian content and the foreign content of any vehicle or the levels of
foreign content that may be rolled up into the value of a particular vehicle or
component.  Some illustrative examples of the roll-up of foreign content in
individual components are provided.

e Several privale sector proposals for the NAFTA preference rule have been submitted
and are directed at maximizing automakers' flexibility in sourcing and production.

In general, the proposals advocate the adoption of a rule that would reflect
the modem, globally oriented vehicle production process. They have tended to
favor a value-content or direct costs of processing approach and to oppose the use
of a process- or component-based standard. The Big Three and the Motor and
Equipment Manufacturers Association advocate a value-content threshold that is
higher than the 50-percent CFTA standard, while foreign-owned producers
generally support use of the CFTA threshold.

Industry proposals, submissions, and interviews seem to suggest that the
NAFTA standard should effectively afford benefits to all parts and vehicles other
than those imported directly from third countries, and that the rule should be
drafted 10 cover their current and projected future output without requiring
significant changes and expenditures on the part of the industry to enable this
output to qualify for NAFTA benefits. A principal objective, especially on the
part of the Big Three, is the elimination of Mexican performance requirements
and other restrictions.






The North American
Automotive Industry

Introduction

Motor vehicle manufacture is enormously complex,
considering the complicated nature of the
manufacturing  and assembly  processes, the
ever-increasing levels of technology involved, the high
degree of specialization required, the sheer volume of

production, the pressures on price, quality, and

efficiency caused by the conditions of competition and
buyer preferences, the need to satisfy environmental,
health, and performance standards, and the size of the
supplier network. -

The North American automotive industry! is one of
the world’s largest in terms of production and sales.2
The vast majority of the industry is located in the
United States and Canada, with smaller operations in
Mexico. In 1990, a total of approximately 11.5 million
automobiles were produced in the United States and
Canada (approximately 9.6 million in the United States
and 1.9 million in Canada), while Mexican production
was approximately 821,000 units. At the same time
combined U.S. and Canadian automobile sales were
about 15.2 million units, while Mexican sales were
approximately 527,000 units. Shipments of U:S. and
Canadian auto parts :Producers totaled approximately
$119 billion in 1990.> Mexican auto parts shipments
totaled over $7 billion in 19904 Although much
smaller than the U.S. and Canadian automotive
industries, the Mexican automotive industry has been
characierized in recent years by rapid growth in
production and sales.

The U.S. and Canadian
Automotive Industries

The Transformation of the Industry: 1970s
and 1980s o

Prior 10 the 1980s, the U.S. and Canadian
automotive industrics consisted primarily of four
U.S.-owned automobile firms and several thousand
auto parts firms. The automakers were General Motors

! For the purposes of this report the term “automotive
industry” refers to manufacturers of passenger automobiles,
light trucks, and parts used in these vehicles.

The European Community leads the world in ..
production of automobiles, and in sales of passenger
automobiles (including U.S.-nameplate vehicles).

3 Data based on estimates from U.S. Industrial Outlook
1991, U.S. Department of Commerce, and Statistical
Review of the Canadian Automotive Industry 1990,
Indusury, Science, and Technology Canada, 1991.

* Based on USITC staff estimate using data from The
Likely Impact on the United States of a Free Trade
Agreement with Mexico, US International Trade
Commission, 1991,

Corp. (GM),S Ford Motor Co. (Ford),5 Ch?'sler Corp.
(Chrysler),” and American Motors Corp.® Until the
1970s, these automobile firms faced only limited
competition in North America from foreign automakers
and had over 85 percent of the North American
automobile market. GM was by far the dominant auto
firm in North America. As one indication of its
position, the firm sold over twice as many passenger
autos in 1979 as its nearest rival, Ford, and had
approximately 60 percent of the U.S. domestic
passenger auto market in the late 1970s. Ford, with
approximately 25 percent of the market, sold more than
twice as many passenger autos as Chrysler, which had
about 12 percent of the market. American Motors had
only agbout 2 percent of the market during the late
1970s.

- While the North American automotive industry
was, overall, prosperous during the 1970s, the market
itself was changing due to shifts in consumer
preferencesand increasing foreign competition. By the
end of the decade, there was a dramatic reduction in the
profitability of U.S.-owned automakers. Two energy
shocks during the 1970s, particularly the second one in
1979, shifted a large portion of consumer demand
toward small, fuel efficient automobiles. The Japanese
automobile industry, which had pioneered a type of
mass production -of relatively small, high-quality
automobiles produced with relatively low labor
content, was ideally positioned to take advantage of
these events.10

During the 1980s, the competitive challenge to the
U.S. and Canadian automotive industries became more
intense, coming almost entirely from Japanese-owned
automobile firms. Japanese-owned automakers entered
nearly all segments of the North American automobile
market.  According 10 industry sources, North
American consumers generally began to associate
Japanese-brand automobiles with high quality, value,
and fuel efficiency.

Structure of the Industry: 1990s

The Big- Three (Ford, General Motors, and -
Chrysler) currently manufacture antomobiles in
approximately SO assembly plants in the United States

5 GM subsidiaries include General Motors of Canada
Lid. and General Motors de Mexico S.A.

¢ Ford subsidiaries include Ford Motor Company of
Canada, and Ford Motor Company S.A. in Mexico.

? Chrysler subsidiaries include Chrysler Canada Ltd.,
and Chrysler de Mexico S.A.

¥ In 1979 Renault purchased American Motors to
obtain a production base in the United States. In 1987
Renault sold American Motors to Chrysler which is
attempting to improve the competitiveness of these plants.
GM, Ford, and Chrysler are referred to as the U.S. Big
Three automakers.

% 1981 Ward's Automotive Yearbook.

19See Daniel Roos and Alan Altshuler, The Future of
the Automobile, MIT Press, 1984, pp. 29-32. The authors
consider the emergence of the Japanese automobile
production system to be the “third transformation” of the
auto industry.



(accounting for about 83 percent of their North
American production), and about 10 plants in Canada
(accounting for about 17 percent of such production).!!
The remaining automobile production is accounted for
by North American-based joint ventures, subsidiaries,
or otherwise related firms of foreign automakers,
Among these are CAMI Automotive Inc. (CAMI),!2
Diamond- Star Motors Corporation (Diamond-Star),13
Honda of America Manufacwring Inc. (Honda-U.S.),!4
Honda Canada Manufacturing Inc. (Honda-Canada),!?
Hyundai Auto Canada Inc, (Hyundai),!6 Mazda Motor
Manufacturing (Mazda),!” New United Motor Manu-
facturing Inc. (NUMMI),!8 Nissan Motor Manu-
facturing Corporation (Nissan-U.S.),!® Subaru-Isuzu
Automotive Inc. (Subaruz,20 Toyota Motor Manu-
facturing (Toyota-U.S.),2! Toyota Motor Manu-
facturing Canada Inc. (Toyota-Canada)2? and Volvo
Canada Ltd. (Volvo).23

The success of Japanesc-owned aulomakers in the
North American market has aliered the structure of the
North American industry. Most significantly, the Big
Three automakers, while dominant in the region, have
lost market share from 1980 to 1990 1
Japanese-owned companies, which also opened
assembly plants in North America during the 1980s.
For example, by 1990, Japanese-company market share
for passenger autos had increased to approximately 28
percent of total sales.2* Table 1 shows 1990 market
shares for major participants in the North American
automobile market.

In 1990, seven Japanese-owned automobile firms
produced nearly 1.5 million autos and light trucks in
the United States, or about 15 percent of total U.S.
production of those products.”> Three Japanese-owned
firms are involved in automobile assembly in Canada;
production in those plants accounted for about 12

ey s, and Canadian '92 Model Car & Light Truck
Final Assembly Plants™, Ward's Automotive Reports,
September 2, 1991, (insert).

12CAMI is a joint venture between Suzuki Motors of
Japan and General Motors of Canada Lid., and located in
Ingersoll, Ontario, Canada. ’

13 A joint venture beiween Mitsubishi and Chrysler,
with facilities in Normal, Illinois.

4 Honda-U.S. plants arc located in East Liberty, Ohio
and Marysville, Ohio.

15 Honda-Canada is located in Alliston, Ontario,
Canada.

16 Hyundai is located in Bromont, Quebec, Canada.

17 Mazda in located in Flat Rock, Michigan.

18 NUMMI is a joint venture between Toyota Motors
and GM-U.S., and is located in Fremont, California.

1% Nissan-U.S. is located Smyma, Tennessee.

20 Subaru in located in Layfayette, Indiana.

2 Toyota-U.S. is located in Georgetown, Kentucky.

22 Toyota-Canada in located in Cambridge, Ontario,
Canada.

B Volvo is located in Halifax, Nova Scotia, Canada.

2 Automotive News 1991 Market Data Book, Economic
indicators, MVMA, fourth quarter 1990, and Ward's
automotive yearbook, 1981.

25 Production data from Automotive News, January 7,
1991, p. 39.

percent of Canadian automobile production in 1990.26
Table 2 shows 1990 production of Japanese-owned
auto plants in the United States and Canada.

Table 1
U.S. and Canadian automobile market share, 1890

Percent of
market

Country
share

United States:

GeneralMotors. . ............... 35.
Ford. ......covviniiieinnnnn 23.
Chrysler .........ccooveieannn 12
Toyota/lexus ............: e 7.
HondafAcura ......... e g

2

7

Nissan/Infiniti .. .......... e
Mazda ............... REETRERE

olonunmpormownm

Canada: . -
GeneralMotors . ............... 34.
Ford. ............. e 20.
Chrysler. ..................... 15
Honda/Acura .................. 7
Toyotalexus .................. 7.
Mazda ...........ocvinenena.. 3

3
2

Source: Automotive News market data book

Table 2
Production in Japanese-owned automobile plants
in the United States and Canada, 1990

Country Production
(Units)
United States: , :
Honda ......ccvvivirinennnnananns 433,317
TOoyota ......c.vvvviininiienan 217,436
NUMMLE ... it 204,513
NISSAN ....ovvveeie i e eenannenass 236,972
Mazda ......... J el ... 181,108
DiamondStar ............... ee.w.. . 151,052
Subaru-lsuzu ......... [P ee. 72,350
Subtotal ........... veveeee.ies.. 1,496,748
Canada: : :
Honda ..........00cceceveoniinnnn 103,781
Tovota ... i 61,112
CAMI ... i it 51,077
Subtotal ....... ... i 215,970
Total .....ov it i 1,712,718

% Ward's Awomotive Yearbook, 1 99]



There is a tendency among Japanese-owned
automakers to establish increasing portions of the

production system in North America. Rather than only

assembling vehicles, these Japanese-owned assembly
plants often are manufacturing major automobile parts
and subassemblices, including body panel stampings,
engines and transmission assemblies, engine
components, and other types of manufacturing beyond

the assembly of the vehicle. Such components are

among the highest-valued material inputs as well as
value added in an automobile or light truck.
Nevertheless, the parts and materials used to
manufacture those components frequently are imported
from Japan.2’

Japanese-owned automotive parts firms have also
increased their production in North America, often for
the purpose of supplyin§ parts to Japanese-owned
vehicle assembly plants.2® Currently, approximately
500 Japancse auto parts firms ‘are invoived in
production in North America.?® Industry analysts
generally believe that the pace of Japanese direct
investment in the North American auto parts industry is
declining from its peak in the 1980s.

Employment in the North American automotive
industry declined significantly during the 1980s. U.S.
employment in the automobile industry reached a peak
of 470,000 in 1978, and declined to 316,000 in 199030

The auto parts industry employed 452,000 workers in ‘

1978, and 398,000 workers in 199031 :

In contrast, employment in the Canadian
automotive  industry fluctuated upward from
approximately 45,000 during the late 1970s, to about
53,000 in 1990. The employment gains in Canada
occurred primarily in 1983 and 1984, as the Canadian
industry benefited from having numerous plants that
produced only one model.32” In the late 1970s,
employment in the Canadian parts industry was
approximately 52,000 and increased to 88,000 in 1990,
Again, large increases occurred in 1983 and 1984,
associated with gains in Canadian auto production.33

Overall, the North American automotive industry |

experienced losses in jobs and profits during the 1980s.
During 1979-90, North American job losses totaled

2 Most Japanese firms are also establishing technical
centers and styling studios in North America. This trend
is at least partly a result of a general tendency in the
global automotuive industry to develop extensive production
systems within major sales regions of the world in an
effort to improve efficiency and responsiveness to regional
market characteristics.

2 Some of these parts plants also supply the U.S. Big
Three automakers in North America.

 Stephen E. Plumb, “Transplant suppliers take root,
but some may wither on the vine”, Ward's Auto World,
September 1991, p. 89.

30 Economic Indicators.

3 Ibid.

32 Statistical Review of the Canadian Automotive
Industry: 1990. Single-model plants tend to maintain
strong production levels as long as the model remains

pular. '

3 Ibid.

approximately 165,000, or about 16 percent of the
industry workforce in 1978, North American
automotive industry profits, which totalled $50.8
billion during the 1970s, amounted 1o only $18.5
billion in the 1980s.3¢  °

Reccent years have been particularly difficult for the

‘North American automotive industry. North American

sales began to decline in 1989 and fell again in 1990.35
During January-October 1991, U.S. automobile sales
decreased by nearly 14 percent compared with sales
during the same period of 1990. The Big Three U.S.
automakers lost over $4.6 billion during the first three
quarters of 1991,36 and total 1991 losses will likely
reach record levels, exceeding $5 billion.

Because the fate of the U.S. auto parts industry is
closely linked to that of the U.S. Big Three
automakers, auto parts firms have faced intense
competitive pressure in North America. Production
declines by the Big Three, increased global sourcing by
North American assemblers, and a reduction in the
number of suppliers used by the Big Three has
significantly reduced the number of auto parts firms in
the United States. A recent study indicates that the
U.S. supplier base declined by about 35 percent during
the 1980s.37 Another study predicts that the auto parts
market -will, overall, continue to grow only slowly,
although sales to Japanese-owned auto assemblers and
sales for aftermarket parts will be somewhat higher.38

‘As described above, the North American
automotive industry in the 1990s is in a transitional
period that began in the 1980s. These ongoing changes
have contributed to making the North American
automotive industry somewhat unique with respect to
the level of competition. The relativcly free market
access, the large number of producers and participants
in the market, relatively stable or declining salcs, and
escalating consumer expectations and government
regulatory demands on automakers have made the
North American automotive market one. of thc most
competitive and demanding in the world3® The

* Financial data is for Motor Vehicle and Equipment
Manufacturing. Economic Indicators.

35 1991 Facts and Figures, MVMA.

¥ US. Automobile Industry Monthly Report on
Selected Economic Indicators, U.S. International Trade
Compmission, October 1991.

37 “Japanese shutting out U.S. suppliers, study
charges”, Ward's automotive international, Qctober 10,
1990, p. 10. :

3 Francis J. Gawronski, “Study says parts market is
growing at snail’s pace”, Auwomotive News, January 22,
1990, p. 20.

¥ The United States is considered by some industry
observers 1o be the “proving ground for global
competition”, and a market that provides valuable leaming
experiences for automakers. Bernard Avishai, “A
European Platform for Global Competition: An Interview
with VW's Carl Hahn", Harvard Business Review,
July-August 1991, pp. 103-13. Two European automakers,
Peugeot and Sterling, recenly abandoned the U.S. market
as a result of difficultly in maintaining profits in the
region.



efficiency of production plants is, overall, second only
to the Japanese industry.*’ The competitive nature of
the North American industry continues to force
automotive companies to make constant improvement
in all aspects of their production systems. Thus, while
the automotive industry ‘is traditionally viewed a
“mature” sector of the economy, since the 1980s it has
been dynamic with respect to production processes,
organizational structure, intra-industry linkages among
firms, foreign investment, labor management relations,
and product features (with respect to quality, styling,
and technology).

The auto parts industry has also experienced
substantial changes. The auto parts industry plays an
integral role in the automobile production process, and
has been forced to respond to the needs of auto
assemblers. An efficient, flexible, and technologically
advanced .supplier base, capable of producing high
quality parts, is now considered 10 be a critical element
of a competitive automobile industry.

Relationships between assemblers and vehicle parts
suppliers vary widely. The three major. U.S.
motor-vehicle producers, General Motors, Ford, and
Chrysler (the .Big Three), have a large number of
primary and secondary suppliers, but have reduced the
number during the last seven or eight years in an effort

to reduce costs and adopt the lean production methods,

of the Japanese-owned producers.

By way of comparison, one major automaker in
Japan may have a direct relationship with only 200 to
300 parts makers, whereas, in the past, General Motors
may have dealt with approximately 3,500 different
suppliers, just for assembly, versus about 3,000
makers today. The disparity is largely due to the fact
that the Japanese-owned automakers assign a whole
component, such as seating, to a first-tier supplier. In
comparison, a U.S.-owned automaker may deal with 25
suppliers “providing 25 different parts to the
seating-manufacturing department of its assembly
plants.

Japanese-owned automakers operating in North

America tend to have longer contracts with their:

suppliers than U.S.-owned automakers; for example,
these contracts may last about three to five years. In
general, U.S.-owned automakers’ contracts have been,
at least until recently, for approximately one year.

The Big Three manufacturers in North America are
all largely vertically-integrated. However, General
Motors is by far the most integrated; its in-house parts
divisions*! ‘supply approximately 70 percent of the
parts in each GM car and truck. General Motors has
divisions that make a wide variety of parts—for
example, wiring hamesses, engine castings, batteries,
electrical ignition equipment, auto trim, and auto glass.

“® Data on assembly plants from James P. Womack,
The machine that changed the world, Rawson, New York,
1990, p. 85.

4! James A. Womack, Daniel T. Jones, and Daniel
Roos, The Machine That Changed the World, p. 139, 1990.

Chrysler is the least vertically-integrated U.S.-owned
assembler; it purchases about 30 percent of its parts
from captive suppliers.

The Japanese-owned automakers are much less
vertically integrated. The more integrated Japanese
producers produce their own bodies, and certain engine
and transmission components. However, they purchase
numerous other parts, especially higher-value added
components from related suppliers; that is, companies
in which they own stock.

While in the past the Big Three sourced the vast
majority of their components domestically, today, they
are importing more from foreign-based suppliers. This
can be attributed, in part, to the relationships that the
Big Three have formed with foreign manufacturers.
For example, Chrysler owns 12.1 percent of
Mitsubishi. Mitsubishi buys Chrysler-made automatic
transmissions for its Japanese-made pickups that are
exported to the United States, and Chrysler buys V-6
engines from Mitsubishi. Likewise, Ford owns 25
percent of Mazda and produces engines for the Mazda
MX-6 built in Flat Rock, Ml. Mazda supplies engines
for Ford’s Escort/Tracer. Mazda also supplies
transmissions to Ford.42

Similarly, Japanese-owned producers are
purchasing a higher percentage -of components from
firms located in the United States; however, many of
these suppliers are Japanese-owned. Japanese-owned
auto producers in North America have purchased
lower-value parts, such as glass, batteries, and tires,
from U.S.-owned parts makers for a number of years;
at present, the Japanese claim to be purchasing more
complex parts, such as anti-lock brakes, from these
suppliers.

U.S. and Canadian Trade Regulation

The United States is widely considered to be one of
the most accessible automotive markets in the world.
The column 1-general or most-favored-nation (MFN)
rate of duty for passenger autos is 2.5 percent ad
valorem. The column 2 rate is 10 percent ad valorem.
The MFN rate of duty for light trucks is 8.5 percent ad
valorem, and the column 2 rate is' 25 percent ad
valorem. However, the column 1-general rate of duty
for light trucks has been temporarily increased to 25
percent ad valorem.43 The range of rates of duty
applicable to vehicles is indicated in table 3, and those
on vehicle parts in table 4, set forth in the discussion of
North American tariff treatment below.

All motor vehicles sold in the United States must
meet certain Federal and local standards, primarily as
related to safety, emissions, and fuel economy. These
standards currently tend to be more stringent for

42 “How World’s Automakers aré Related”, Ward's
Automotive International. p. 3, 1991 edition.

43 As a result of Pres. Proc. 3564 on Dec. 4, 1963,
withdrawing previously proclaimed tariff concessions, the
articles provided for under this item became subject to
duty under TSUS item 945.69 in the Appendix to the
(former) Tariff Schedules of the United States (TSUS) and
dutiable at an MFN rate of duty of 25 percent ad valorem.



passcnger autos than for trucks and buses. U.S.
standards are fairly stringent, and many foreign
producers must adopt these standards for vehicles they
sell in the United States.

Effective January 1, 1991 purchasers of autos
priced above $30,000 dollars must pay an excise tax of
10 percent on the amount of the price over $30,000.
This tax affects European luxury automakers most
because they are most reliant on sales of autos selling
for over $30,000.

At present, the Japanese Government imposes a
Voluntary Restraint Agreement (VRA) on Japanese
exports of automobiles to the United States. Beginning
in early 1981, as Japanese-made automobiles began to
hold an increasing share of the U.S. market, legislation
to restrict imports of Japanese cars to 1.6 million units
was gaining support in the U.S. Congress.** In May
1981, the Japanese Ministry of Inicrnational Trade and
Industry (MITTI), following meetings with U.S. trade
officials, announced a voluntary restraint agreement on
Japanese auto exports to the United States. The VRA
reduced Japan’s exports of cars to the United States
from 1.82 million units in 1980, to 1.68 million
automobiles and 70,000 units of four wheel-drive

station wagons and “jeep”-type vehicles. In Japan's.

fiscal year 1984, the total VRA limit was raised to 2.02
million passenger automobiles.

On March 1, 1985, the US. Government
announced that the United States would not ask the
Japanese Government 10 renew the VRA for 1985S.
Each year during 1985-91, the Japanese Government
has informed the Administration that it would limit
annual auto exports to the United States to 2.3 million
units.%5 However, as Japanese auto companies have
increased production in the United States, Japanese
exports failed o meet the limits set by the VRA.%

Canada maintains a 9.2 percent ad valdrem tariff on
imports of motor vehicles and parts. Canada has

vehicle safety, emissions, and fuel cfficiency standards

“1In 1980. the Commission conducted an investigation
under section 201 of the Trade Act of 1974 involving
cerlain motor vehicles and certain chassis and bodies
therefor (investigation No. TA-201-44). In that
investigation the Commission determined that certain
motor vehicle and certain chassis and bodies therefor were
not being imported into the United States in such
increased quantitics as to be a substantial cause of serious °
injury, or threat thereof, to the domestic industry producing
articles like or directly competitive with the imported
articles. See Report to the President on Investigation No.
TA-201-44 Under Section 20! of the Trade Act of 1974,
USITC Pub. 1110, December 1980.

S The Internationalization of the Automobile Industry
and its Effects on the US. Auwtomobile Industry, June 1985,
USITC Publication 1712.

““The US. Automobile Industry Monthly Report on
Selected Economic Indicators, May 1991 and May 1990,
USITC Publications 2393 and 2287. Since the Japanese
automakers do not meet the VRA limit, the VRA is now
viewed by many industry analysts as irrelevant, and
consider its renewal to be a political gesture.

that are similar to those of the United States. Under the
U.S.-Canada FTA, Canada is phasing out a ban on
imports of used motor vehicles, to be finalized by
1994, )

The Mexican Automotive Industry

Development of the Industry

The Mexican automotive industry bears relatively
little similarity to the U.S. and Canadian industries.
The Mexican industry is much smaller, less modemn,
and more regulated, and is experiencing rapid growth.
The Mexican auto assembly industry is entirely foreign
owned, consisting of eight plants owned by the U.S.
Big Three automakers, Nissan, and Volkswagen. The
Mexican auto parts industry consists of several hundred
firms, with U.S.-owned auto parts firms playing a
major role in the industry.

The Mexican industry historically has been highly
protected- and regulated in the areas of trade and
foreign investment. These impediments (discussed
below), as well as other economic and political factors,
have limited the integration of the Mexican industry
with the U.S. and Canadian industries. Overall, the
Mexican industry operates at a relatively low level of
efficiency.4” It is likely that under a NAFTA, the
Mexican automotive industry will become much more
integrated with the U.S. and Canadian industries, and
will be restructured for greater efficiency.48

The Mexican automotive industry is growing
rapidly in terms of both production and sales. This
growth is largely a result of the strength of the Mexican
economy, the continued commitment of five of the
world’s major automakers to maintain a strong
presence in Mexico, and recent steps by the Mexican
Government toward reduced protection of the industry
under the 1989 Auto Decree. The industry’s
automobile output rose by 60 percent during 1986-90,
to 820,558 units.4? Furthermore, announcements by
several automakers that they will make major
investments in Mexico indicate that the country’s

7 While certain Mexican assembly plants, for example
Ford's Hermosillo plant,-are more efficient than others, all
Mexican auto plants are commonly described as suffering
from reduced efficiency as a result of the industrial
structure arising out of govemment protection of the
industry. See the May 15, 1990, Womack article cited
above at pp. 26-27 for a discussion of the efficiency of
Ford's Hermosillo plant; also see the Commission's report
The Likely Impact on the United States of a Free Trade
Agreemeni with Mexico for a discussion of the effect of
govemnment protection on the efficiency of the Mexican
auto industry. For an excellent discussion of how similar
government protection has affected the efficiency of the
Southeast Asian auto industry, see Richard Doner, Driving
a Bargain: Automobile Industrialization and Japanese
Firms in Southeast Asia, Univ. of Cal. Press, Berkeley,
1991,

“* The Likely Impact on the United States of a Free
Trade Agreement with Mexico, February 1991, U.S.
International Trade Commission, USITC publication 2353.

“ Ward's automotive yearbook, various issues.



automotive industry will continue to expand for the
foreseeable future.

The Mexican automobile market is supplied almost
entircly by Mexican production. In 1990, Mexican
automobile sales totaled over 527,000 units. Despite
the close proximity of U.S. Big Three production
faciliies in North America, the U.S.-owned
automakers do not dominate the Mexican market. In
1990, Volkswagen had 27.3 percent of the market,
Nissan had 21.3 percent, GM had 17.5 percent,
Chrysler had 17.3 percent, and Ford had 16.6
percent.’® Under a NAFTA, it is anticipated that
market shares in Mexico would shift favorably toward
U.S. Big Three automakers.

The Mexican auto parts industry is also expanding

rapidly. Output during the late 1980s increased at an
annual rate of 19 percent, to approximately $7 billion
in 1989. The United States supplied about 73 percent
of the foreign direct investment in the Mexican aulo
parts industry in 1989. Other foreign investment came

from the United Kingdom (8.7 percent), Germany (6.4

percent), and Japan (3.5 percent).5'_ Most of the U.S.
investment occurred in maquiladora plants.

Mexican Trade Regulation

The current tariff on automobiles imported into
Mexico is 20 percent ad valorem, and 10-13 percentad
valorem on auto parts. More important, however, are
Mexican nontariff and investment restrictions. in the
auto industry. First, Mexico requires its auto industry

to maintain a trade surplus. For each dollar’s worth of

autos that automakers imported into Mexico in the
1991 model year, they had to eam $2.50 in auto
exports. The export requirement will drop 10’52 in the
1992 and 1993 model years, and will drop to $1.75 in
the 1994 model year. Second, Mexico curmrently limits
auto imports 10 15 percent of total Mexican auto sales;
the limit will rise to 20 percent in the 1993 model year.

Third, Mexico limits foreign investment in the auto
parts industry to 40-percent equity participation.
However, full foreign ownership is allowed on a
temporary basis - under the so-called Temporary
Investment Trust Funds and in the maquiladora sector
provided that at least 80 percent of the output.is
exported. _
36-percent Mexican content in autos produced there.2
Furthermore, in order to receive credit towards the
36-percent local content requirement, this minimum
local content must be purchased from suppliers in
Mexico that are either: (1) unrelated to the vehicle
assemblers and have 30 percent local content, and (2)
sell 60 percent of their production to vehicle
assembilers.

0 Automotive new market data book, 1991.
5} CMP (country market profile) indusiry sector
analysis, Eduardo Sandoval, Mexico City, March 1990, p.

3. ‘ .

52The Likely Impact on the United States of a Free
Trade Agreement with Mexico, February 1991, U.S.
International Trade Commission, USITC publication 2353,

In addition, Mexico requires at least

North American Customs
Treatment

Background

Each of the three North American customs tariffs is
organized in accordance with the Harmonized
Commodity Description and Coding System (HS).53
The HS was established by the Intemnational
Convention on the Harmonized Commodity

~ Description and Coding System (HS Convention),

sponsored by the Customs Cooperation Council (CCC).
The HS Convention was imglememed by the original
parties on January 1, 1988.5

The HS is composed of General Rules for the
Interpretation of the HS and a nomenclature consisting
of twenty-one sections divided into 97 chapters.5S Each
chapter can be further subdivided into headings (4-digit
codes) and subheadings (6-digit codes), each with an
associated article description.

Under the HS, articles are gencrally identified by
name or categorized on the basis of their end use or
constituent materials. Classification of goods in the HS
is based on the condition of the goods at the time of
examination and in accordance with the HS general
rules of interpretation. Among other matters, these
rules provide that any reference in a heading to an
article is be taken to include that article, incomplete or
unfinished, provided that it has the essential character
of the complete or finished article.

In the last three decades, most industrialized
countries engaging in - international trade have
undertaken to reduce tariff rates on imported goods,
both in their own self-interest and in support: of
accelerated development of less developed nations..

9 The HS was derived generally from the Brussels
Tariff Nomenclature (BTN) and its more recent namesake,
the Customs Cooperation Council Nomenclature (CCCN).
Prior 10 1988, with the notable exceptions of Canada and
the United States, the CCCN served as the basis for most
import tariff nomenclatures. The United: States and
Canada maintained unique non-CCCN based tariff
nomenclatures. For further background on the HS, see .
U.S. International Trade Commission, Conversion of the
Tariff Schedules of the United States Annotated into the
Nomenclature Structure of the Harmonized System,
Submitting Report (investigation 332-131), USITC
publication 1400, June 1983.

$ The United States implemented its HS-based import -
tariff on January 1, 1989. Mexico has adopied the HS as
the basis for its import tariff system but is not a party to
the HS Convention. :

5 Chapter 77 is reserved for future use. Two _
additional chapters, chapters 98 and 99, are reserved for
national use. In both the U.S. and Canadian import tariffs,
chapter 98 is used for special classification provisions
which permit conditionally duty-free or partially duty-free
entry of goods that would otherwise be fully dutiable. In
the U.S. 1ariff, chapter 99 covers provisions which
temporarily modify duty rates provided in chapters 1 to
97, or impose non-duty restrictions such as quotas on
imporis.



Such duty reductions have been made on a multilateral
basis, usually during trade and tariff negotiations
sponsored by the GATT, or on a bilateral basis between
rading partners having a common interest in the
liberalized movement of goods across their borders.
As a consequence, most industrialized countries
maintain muluple rates of duty applicable to a given
article, with each ratc of duty or duty-free staws
dependent on conformity with a specific set of criteria.
Thus, depending on the particular situation, an
imported article may be subject to the full rate of duty;
conditionally subject to a reduced rate of duty,
conditionally subject 10 partial dutiability, - or
unconditionally free of duty. ‘

In addition, the dutiable status or applicable rate of
duty on imported goods can be affected by nontariff
practices, procedures and programs. For example
many countries have cstablished free trade areas or
zones within their borders into which goods can be
landed, manipulated, and exported without payment of
duty or being required to comply with most customs
procedures. Similarly, most countries have established
criteria and procedures which permit the temporary
imporiation of goods without payment of duty pending
eventual exportation from the importing country.

To a certain extent, North American trade in motor

vehicles and motor vehicle parts is influenced by

almost all of the possiblc permutations of dutiable or
duty-free status permitted under the import tariffs and - _

related procedures of Canada, the United States, and
Mexico. The following discussion highlights the most
significant features of the three North American import

tariffs as well as nontariff programs with regard to the -
dutiable status of motor vehicles and motor vehicle -

parts.

The HS-based import tariffs used currently by the

United States, Canada, and Mexico are respectively:
(1) the Harmonized Tariff Schedule of the United States
(1991) (HTS), (2) the Canadian Customs Tariff (CCT),
and (3) Ley Del Imipuesto General de Importacion
(Nuevo Sistema Armonizado) (1GI). Each of these
import tariffs sets out its general terms and
applicability, descriptions of the goods covered by the
tariff, and the individual rates of duty or duty-free
status applicable to each catcgory of goods.

Motor vehicles and many of their major
components _and accessories are classified in. HS

chapter 8756 However, a wide range of other

automotive parts, components and accessories fall
within the headings of many other chapters, including -

chapters 39, 40, 68, 70, 84, 85, and 90. Tables 3 and 4
illustrate the range of HS subheadings with significant
North American automotive trade and indicate the rates
of duty or preferential treatment typically applied to the
goods covered by those subheadings imported into
Canada, Mexico, or the United States.5’

36 The relevant portion of HS chapter 87 is reproduced

at app. D. .

Relevant portions of chapter 87 of the HTS, the
CCT. and the IGI are reproduced in app. E, app. F and
app. G respectively. ‘

value of the repairs or alterations.

MFN Tariff Treatment

The basic rates of duty encountered most
frequently in international trade are those established in

- accordance with GATT rules and must be applied on a

non-discriminatory basis 10 all GATT members. Such

Tates of duty are referred 1o as “most-favored-nation”

(MFN) rates of duty. The CCT, the HTS, and the IGI
all include MFN rates of duty. Motor vehicles and
motor vehicle parts or accessories imported into the
United States, Canada or Mexico are subject to full
MFN rates of duty unless they are eligible for
prefcrential treatment or otherwise conditionally or
partially frec of duty.58

Both the United States and Canadian wariffs include
provisions which are conditionally free of duty or
subject to partially free rates of duty on an MFN basis.
Although many of these provisions have little or no
applicability to trade in automotive products, several
are used regularly and affect a significant amount of
that trade. '

For the United States, the most promincnt are HTS
subheadings 9802.00.40, 9802.00.60 and heading
9802.00.80, all of which are applied on an MFN
basis.’ Subheading 9802.00.40 applies to articles

exported from the United States for repair or alteration.

Under this subheading, duties are assessed only on the
Subheading
9802.00.60 applies to any article of metal
manufactured in the United States and exported for
further processing, and retumed to the United States for
further processing. Under this subheading, duties are

-assessed only on the value of the foreign processing.

Heading 9802.00.80 applies to articles assembled
abroad in whole.or in part of fabricated components

- which are a product of the United States, have not lost

their identity, and have not been advanced in value or
condition. Under this heading, duties are assessed on
the full value of the imported article less the value of
the U.S. products.

For Canada, the CCT and various related
schedules, e.g. the Statutory Concessionary Provisions,
contain various conditionally duty-free or reduced-rate
of duty provisions applied on an MFN-basis, as well as
to imports under the General Preferential Tariff (GPT).
Many -of these provisions ap&ly to ‘specified motor
vehicle parts and components.® - -

38 Under both the U.S. and Canadian tariffs motor
vehicles and motor vehicle parts can be, on an MFN-basis,
free of duty or subject to varying rates of duty generally
calculated on a percent of the value basis (ad valorem).
Under the Mexican tariff five rates of duty are applied to
imported goods free of duty, 5 percent, 10 percent, 15
percent or 20 percent ad valorem. With respect to motor
vehicles and motor vehicle parts, three MFN rates of duty
are generally applied—10 percent, 15 percent or 20
percent ad valorem. .

% Subchapter II of chapter 98 which includes these
HTS subheadings is reproduced at app. H.

e transportation section of the CCT Statutory
Concessionary Provisions arc reproduced at app. 1.
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Preferential Tariff ‘Treatment |
In addmon to duties. appliéd on an MFN basis,

there aré numerous other rates of duty established .

under bilateral and muhilateral trade agreements or

programs which provide for preferential duty rates or -

duty-free provisions.. The. mosl sxgmﬁcanl tariff

preferences affecting automotive segtor trade in North -

America are: (1) the United States-Canada Free-Trade
Agreement (CFTA) that provides duty-free entry or
reduced rates-of-duty on goods-of U.S. or Cgnadian

origin imported into the United $tates or Canada when '
exported from either country,- (2) the United

States-Canada Agreement Conceming Au;omouvc
Products (commonly referred to as - APTA)S!
provides for duty-free entry of specified motor velucls

and motor vehicle parts and accessories traded between -

the United States and Canada, (3) the U.S. Generalized
System of Preferences (GSP) that provides for
non-reciprocal duty-free entry of eligible articles from

- developing countries, and (4) the Canadian GPT rates
that provide for -reduced -rates-of-duty - for ehgnble

products from developmg coumn&s

Tarljj‘ Treatment Under the CI"I'A

The CFTA is a comprehenswe bllalcral reclproeal
agreement beiween the United States and Canada that,
among other things, provides fora lO-year phascout of
wriffs on all goods originating in the territory of
Canada or the United States. Under the agreement
some goods became free-of duty immediately, somc are

subject to a five-year phaseout, and the remainder are.
subject to the full ten-year phaseout 82 Thls~ phaseout ;

is schieduled to be completed by 1998

Eligibility for preferential treatment under CF!‘A is

| dependent on the goods being deemed to originate in
Canada or United States. As is discussed more fully

elsewhere in this report, the rules used to determine .

eligibility under the CFTA represent a sngmﬁcant
departure from traditional rules of origin. ~ Although
based -on the underlying ' principle - of - substantial

transformation, the CFTA -rules reflect substantial
transformation  in terms ot' _chan e-ol'-tariff

classification.

An amclc produced processcd or manufactured m .

Canada, but not wholly of U.S. or Canadian origin, is

treated as originating in the United States or Canadaif .-

it has been sufficiently transformed so that the tariff

classification applicable to the article at the time of -
specified rules, from -

entry, differs, in accordance with
that applicable 10 the article or its precursor at the time

it was initially imported mlo Canada or Ihc Umwd. :

' ¢! The agtecmem was signed on. Ianuary 16. 1965 17

US.T 1372, TLA.S No. 6093. The a ent was
implemented for ‘the United Siates by the Automotive -
Products Trade Act of 1965, Pub, L. 89-283 as ammded
by Pub. L. 100-418, 19 U.S.C. 2001 et.

62 See Presidential Proclamation 5923 se%o lmplemem

the United States-Canada Free-Trade Agreement, -
" December 14, 1988, 53 FR. 50638. December 16, 1988

16

“ minimum Canadian

Slaus ‘With regard to certain goods, such as motor
vehicles and most motor vehicle , the CFTA origin
rules also require that in addition to the requisite
change of tariff classification, a specified percentage of
value of an article must be attributable to materials or
operations originating in either the United States or
Canada or both, to be eligible fof the preferential tariff

-yate.

Tariff Treatment Under APTA

APTA is a bilateral agreement between Canada and
the United States under which Canada accords
duty-free treatment to specifiéd new motor vehicles

“and motor vehicle parnts imported from the United

States by cenain Canadian original equipment

- manufacturers (OEM). In retumn, the United States
- gives duty-free enury to specified new and used motor

vehicles and OEM automotive parts imported from
Canada8® In Canada, bona fide Canadian vehicle
manufacturers may import most motor vehicles and

automotive products free of duty, whether or not of

U.S. origin. In addition they must meet certain
value-added and
Canadnan-producuomto-Canadxan sales ratio

- requirements. ' In both countries, only bona fide
" ‘manufacturers may import OEM pans and accessories

free of duty under the agreement$ APTA was
amended by the CFTA to incorporate the CFTA rules
of origin as the basis for determining Canadian origin
for products imported into the United States under
APTA, The standard used to determine the U.S. origin

-of goods imported into Canada under APTA remained
I .nnChangcd after adoption of the CFTA.

Tariff Treatment Under GSP and the GPT
The U.S. GSP grants duty-free entry on a unilateral

- basis to eligible articles from designated beneficiary
. countries, including Mexico.

The President. is
authorized 'to designate beneficiary developing

. countries as well as eligible articles, and to review the

program regularly to adjust these designations. GSP
applies only to a positive list of designated articles.

~* Continuation of GSP eligibility is reviewed annually in
. accordance with the competitive-need criteria and can

be removed from a product for one or more beneficiary
coumries by Presidential proclamation.

The GSP rules grant duty-free entry to an eligible
article that is the growth product, or manufacture of a

~beneficiary country,5’ if the article is imported directly

e Excepted from APTA are certain special-purpose
vehicles, e.g. electric buses, three-wheeled vehicles, and

: ~ motor vehicles specially constructed and equipped for
_specul services and functions, tires and tubes, and trailers.

 Note that certain non-OEM parts intended for the

- re’rm or maintenance of the motor vehicles of headings

8702, 8703, or 8704 are subject to accelerated staged-rate
duty reductions under the CFTA. See HTS heading
9905.00.00 and CCT After-Market Automotive Parts
Provisions which are reproduced at app. J.

& Section 226 of the Customs and Trade Act of 1990

. amended section S03(b) of the Trade Act of 1974 (19
"U.S.C. 2463(b)) to revise the GSP rule of origin in order

1o limit duty-free treatment to eligible articles which are



from a beneficiary country and the cost or value of the
materials produced in such a country plus the direct
costs of processing operations in a beneficiary country
is not less than 35 percent of the appraised value at the
time of entry into the United States. GSP rules do not
permit either the cumulation of costs and value added
in other beneficiary countries or the inclusion of the
value of any U.S. maierials contained therein.

Most motor vehicles imported into the United
States are not eligible for duty-free entry under GSP,
whether from Mexico or any other beneficiary country.
However, motor vehicle parts, components, and
accessories are generally eligible for GSP treatment.
Of the 640 HTS tariff lines which include articles
covered by APTA, 509 are, at present®, either fully or
partially GSP eligible. Mexico is eligible for GSP
treatment under all but nineteen of those tariff lines.

The Canadian GPT, like GSP, applies to designated
goods from listed beneficiary countries. However,
unlike GSP, the GPT rate may be either a reduced-rate
of duty or a duty-free provision. Mexico is a listed
beneficiary country for GPT purposes. As can be seen
from tables 3 and 4, most motor vehicles and motor
vehicle parts imported into Canada are eligible for GPT
treatment.

Non-Tariff Programs and Procedures
Affecting Duties

U.S. Foreign Trade Zones

In the United States, a foreign trade zone (FTZ) is a
special enclosed area within, or adjacent to, ports of
entry usually located at industrial parks or warehouse
facilities. Foreign trade zones are the U.S. version of
what are known internationally as free trade zones.57
Although operated under the supervision and
enforcement of the U.S. Customs Service, they are
coasidered to be outside the customs territory of the
United Suates for purposes of customs entry
procedures.  With certain exceptions, foreign or
domestic merchandise can be brought into an FTZ for
storage, repacking, assembly, manufacturing or other
processing. Foreign merchandise brought into an FTZ
is not subject to duty, formal entry procedures or
quotas, unless or until it is imported into the U.S.
customs territory.

65—Continued

the growth, product, or manufacture of a beneficiary
country. Previously, by judicial interpretation, duty-free
treatment applied to any eligible article, regardless of its
growth, production or manufacture, so long as the 35
percent beneficiary country content criteria were met.

% The President is currently considering petitions
which would give full GSP status to an additional seven
tariff lines, and restore eligibility to Mexico for five
others. See, Notice of the United States Trade
Representative, 56 F.R. 42080, August 26, 1991,

€7 U.S. Department of Commerce, Sist Annual Report
of the Foreign Trade Zones Board to the Congress of the
United States.

The final tariff treatment of goods imported into
the U.S. customs territory from an FTZ is dependent on
their declared status at the time the goods were entered
into the FTZ. Goods entering an FTZ can be
designated as foreign or domestic, and as privileged or
nonprivileged. U.S. Customs appraises and classifies
privileged foreign merchandise according to the
condition of the merchandise when it enters an FTZ. In
contrast, merchandise that is composed entirely of, or
derived from, nonprivileged merchandise, either
foreign or domestic, is appraised and classified based
on its condition when it is transferred out of an FTZ;
that is at the time it is imported into the U.S. customs
territory.

Consequently, an importer can substantially alter
the eventual duty liability on the imported products by
choosing the most advantageous designation of goods
that are intended to be manufactured, assembled or
further processed in an FTZ. For example, the rates of
duty applicable to most parts of passenger automobiles
are higher than those applicable to complete passenger
automobiles. Therefore an importer, operating within
an FTZ, by designating imported parts as nonprivileged
merchandise, can assemble those parts into a vehicle
and be liable only for duties based on the rate
applicable to the entire vehicle, rather for duties based
on the rates applicable to individual parts. In cases
where the duty rates applicable to parts are lower than
those applicable to a complete article, designation of
the parts as privileged merchandise would maintain
their lower dutiable status, even thog§h the completely
assembled article is being imported.%® It is noteworthy
that most automotive assembly facilities within the
United States are located in FTZs or subzones.5?

U.S. imports of passenger automobiles through
foreign . trade zones increased from approximaiely
131,840 units in 1980 to approximately 4,850,010 units
in 1990, as U.S.- and Japanese-owned automakers
sought FTZ status for their establishments primarily to
reduce tariff liabilities (Table 5). As of November
1991, 36 of the 45 auto assembly plants in the United
States operate in active trade zones.”®

% See, for example, U.S. Customs ruling HQ 083222,
April 25, 1989, reproduced at app. K. See also U.S. -
Customs ruling HQ 544250, July 26, 1991.

@ For further information on FTZs and their operation,
see U.S.International Trade Commission, The Implications
of Foreign-Trade Zones for U.S. Industries and for
Competitive Conditions Between U.S. and Foreign Firms,
USITC publication 1496, February 1984, and The
Implications of Foreign-Trade Zones for U.S. Industries
and for Competitive Conditions Between U.S. and Foreign
Firms (Supplement and Expansion), USITC publication
2059, February 1988.

" Staff telephone interview with officials of the
Foreign Trade Zones Board, November 1991.
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Table 5
Automobiles: U.S. imports through foreign trade
zones, 1980-90

Quantity

Year (units)

1980 . . i e 131,840
1981 . i 146,668
1982 . . e 140,689
1083 .. it 550,308
1984 .. ... 1,317,412
1885 . . i e 2,006,456
1086 .. 0t ii e e 3,442,016
1087 . i 4,047,380
1888 . .ot 6,196,033
1989 .. ... e 4,898,269
1990 . ..t e 4,850,010

Source: USITC staff estimates based on official
statistics of U.S. Department of Commerce.

Mexican Maquiladoras

The maquiladoras are in-bond production facilities
established in 1965 under Mexico’s Border
Industrialization Program. They are generally locaied
along the U.S.-Mexican border and are primarily
engaged in labor-intensive assembly operations. They
are used to combine Mexican labor with foreign capital
and technology. The maquiladora is a plant operated

by a firm that temporarily imports goods for the

purposes of dedicating itself, either in whole or in part,
to the business of exportation. Articles brought into

Mexico for the maquila program are considered to be

temporary importations and are not subject to Mexican
import duties. The articles are defined as those goods
necessary for the operation of the maquiladora that are
imported for a specific period of time and which,
ultimately, must be exported to the country of origin,
usually the United States.”?

Generally, U.S. firms operate maquiladoras t0
assemble  articles that  require  substantial
labor-intensive assembly steps or manufacturing
processes. Articles assembled or manufactured in a
magquiladora when imported into the United States may
be eligible for duty-free entry under GSP, or reduced
duties under HTS subheadings 9802.00.60 or
9802.00.80, thereby taking advantage of both the lower
labor costs incurred in the maquiladora program and
the substantially reduced U.S. duties on the imported
articles.

North American Automotive Trade

U.S. Trade With Canada

U.S. imports of automotive products from Canada,
including passenger automobiles, lightweight trucks,
and motor vehicle pars, increased from

" For a review of the maquiladora program, see U.S.
International Trade Commission, The Impact of Increased
United Siates-Mexico Trade on Southwest Border
Developmeru, USITC publication 1915, November 1986.
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$8.3 billion in 1980 to $28.8 billion in 1990, an
average annual increase of 13 percent (figure 1). U.S.
imports of automobiles from Canada increased from
594,731 units ($3.8 billion) in 1980 to 1.2 million units
($13.7 billion) in 1990 (figure 2). U.S. parts imports
from Canada increased from $3.3 billion in 1980 1o
$9.6 billion in 1990. U.S. exports of automotive
products to Canada, consisting primarily of auto parts,
increased from $7.8 billion in 1980 to $17.8 billion in
1990, an average annual increase of 9 percent (figure
3). Despite steadily rising U.S. exports of parts, the
total U.S. automotive trade deficit with Canada
amounted to $11 billion in 1990, attributable almost
entirely to a U.S. trade deficit in vehicles.”

Current trade patterns suggest an improving U.S.
trade balance with Canada in automotive products,
possibly due, at least in part, to the strong Canadian
dollar. During January-July 1991, U.S. imports of
automotive products from Canada decreased to $15.2
billion compared with $17.3 billion during the
corresponding period in 1990. During January-July
1991, U.S. exports of automotive products to Canada
increased to $11.8 billion from $11.4 billion during the
same period in 1990. .

Since the 1950s, U.S.-Canada automotive trade has’
been determined primarily by the North American
production and sourcing strategies of the U.S. Big
Three automakers. For example, during 1980-90, U.S.
imports outstripped U.S. exports of automobiles,
primarily because of the strong export orientation of
the Canadian auto industry.”>  This orientation was
achieved by design as subsidiaries of the Big Three
U.S. and Japanese-owned automakers sought not only
to supply the Canadian market, but to export their
products to the United States. Over 80 percent of the
vehicles built in Canada were exported to the United |
States during the 1980s. During this period, there were
several advantages for U.S.- and. Japanese-owned
automakers to produce in Canada vis-a-vis the United
States. -One major advantage was €cONOmIC .
rationalization of production based on a Canadian cost
advantage achieved primarily through lower overhead, -
a reduced social cost component for: vehicle
manufacturers in Canada,’® as well as generally lower

72 The actual U.S. automotive trade deficit with Canada
during 1980-89 may have been less significant than
official U.S. Government statistics- indicate. Prior to 1989,
Statistics Canada regularly reported higher Canadian
import levels of parts than U.S. export statistics
documented. According to a U.S. Govemnment official,
this gap totaled about $5 billion annually. However,
Canada, in preparation for the CFTA, fully adopted the
Harmonized Tariff System in January 1988. Subsequently,
an exchange of iapes containing U.S. and Canadian import
statistics between the U.S. Bureau of the Census and
Canadian trade authorities was initiated in 1989, thereby
gradually reducing discrepancies in official statistics.

73 USITC staff interviews with officials of Statistics
Canada during 1990. ) .

™ According to a Canadian Government official, social
benefits allocated to Canadian auto workers are factored
into the national tax base, and do not directly burden
Canadian vechicle manufacturers.



Figure 1
U.S. imports of automotive products! from Canada, 1980-90, by trade agreement
Billion dollars

30

Type of imports

Bl APTAimports
25 - FTA imports
Total imports

20

15

10

1980 1981

1982 1983 ~ 1984 1985 1986 1987

1 988” 1989 1 996

' Includes automobiles, trucks and parts
Source: U.S. DOC trade statistics. APTA and total imports are estimated by USITC staf!.

Figure 2 s ,
U.S. imports of automotive products from Canada, 1980-90, by commodity type

Billion dollars
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Source: U.S. Department of Commerce trade statistics.
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Figure 3

U.S. exports of automotive products to Canada, 1980-80, by commaodity type

Billion dollars

12

Type of commodity
- Passenger autos

10 1 Trucks
Parts
8

1980 1981 1982 1983 1984

Source: U.S. Department of Commerce trade statistics.

labor rates in Canada during 1980-88.75  Another
incentive 10 locate in Canada was the production and
export-based duty remission programs (applicable to
Japanese and to other non-U.S. suppliers 10 the
Canadian market).

During 1985-90, Canadian vehicle production
rcmained relatively stable, while U.S. vehicle sales and
production began 1o show irregular declines in 1987.
During 1989, the Canadian market also began to
contract, largely because of higher interest rates, as
well as new taxes levied on gasoline, tires, and fuel
inefficient vehicles by the Canadian Government and
the Province of Ontario. Despite weakening U.S. and

Canadian * vehicle sales and sporadic downtime at .

U.S.-owned Big Three plants in Canada, Canadian
vehicle production continued at a steady pace,
reinforced by new production at foreign-owned
automaking facilities in Canada, including those of .
Toyota, Honda, Hyundai, and CAMI (GM-Suzuki). A
number of other factors accounted for stable Canadian
vehicle production during this period, including the
cxisting model mix produced at Canadian plants;’®

75 USITC staff interview with an official of Industry,
Science and Technology Canada on October 28, 1991.

76 Single sourcing, which indicates production of one
model at one plant, is more prevalent in the Canadian
automobile industry vis-a-vis the U.S. industry. As long
as a particular model produced by a one-model oriented
plant remains popular, local production will likely remain
strong, even during periods of softened demand in a
regionally integrated industry, such as the North American
automobile industry.
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. Canadian-based vehicle “manufacturers.

"1986 _ 1987 . 1988 1989 1990

shifts in U.S. consumer preferences; and the relatively
young fleet of Canadian models, vis-a-vis more mature
life-cycles for certain U.S.-made models that gradually
had to be discontinued. Primarily because of increased
U.S. demand for certain modeis”’ made in Canada,
U.S. imports-of vehicles from Canada increased from
$18.5 billion in 1989 to $19.2 billion in 1990. U.S.
exports of vehicles decreased from $7.9 billion in 1989
to S7.1 billion in 1990, mainly -because of softer
demand in the Canadian market.

“Auto parts trade between the United States and
Canada followed a different pattem from vehicle trade.
U.S. exports of parts to Canada increased because of
cross-border rationalization of assembly operations by
the U.S. Big Three automakers and the subsequent
rapid expansion of the Canadian auto industry during
the 1970s and early 1980s. As a result of this

_ expansion, certain segments of the Canadian parts
" industry have not been able to keep up with Canadian

auto. industry démands. Consequently, U.S. parts
manufacturers = have been able to  supply
Canadian
undercapacity as to auto parts was especially evident in

" body ‘stampings, transmissions, and air-conditioning
. equipment. On the other hand, U.S. imports of auto
: parts from Canadian suppliers, mostly by the U.S. Big

7 Some popular models that have been sold in the
U.S. market are now produced in Canada; e.g., the Honda
Civic Hatchback and the Toyota Corolla. Other popular
models in the United States that recently came on-line in
Canada include the Suzuki Sidekick and the Geo Metro
(by CAMI Automotive, Inc.), and the Hyundai Sonata.



Three automakers, also increased during the 1980s,
drawing from stronger production segments of the
Canadian parts industry, which included piston-type
internal combustion engines, tires, locks and hinges,
rubber and plastics for automotive use, and automotive
furniture. Another reason for documentable increases
in U.S. exports of parts to Canada was that, especially

prior o 1989, as discussed, U.S. exports to Canada

may have been understated.’

During the 1980s, and going into the 1990s,
automotive trade between the United States and
Canada, and especially auto parts trade, was shaped
increasingly by the 1965 APTA and the 1989 CFTA,
both of which reduced the dutiable portion of

automotive trade between the United States and’

Canada. By 1989, however, the APTA portion of total
U.S. imports of automotive products leveled off and
even decreased, from a record $25.3 billion in 1989 to

$22.9 billion in 1990." Automotive trade for which -

benefits of the CFTA were claimed, on the other hand,
increased from $1.2 billion in 1989 to $2.7 billion in
1990 (figure 1). As the CFTA is phased in, it will be in
effect concurrently with the APTA, but it will not
supplant the APTA. Afiermarket duties will be phased

out on a 5-year schedule, and original equipment tariffs -

will be eliminated on a 10-year schedule. Based on
this schedule, all automotive duties on originating
goods will be eliminated between the United States and
Canada by January 1, 1998.

"8 Sce last foomote on the first page of this discussion
of U.S. trade with Canada as o discrepancies in data.

Figure 4

The APTA may continue to have significance in
Canada beyond 1998, since it was originally conceived
by Canada as a multilateral agreement; i.e., pertaining
to products imported from' the United States and all
other - countrics that meet Canadian (APTA)
company-specific, 60 percent Canadian value-added
performance requirements. Currently, an increasing
number of importers source automotive products under
the already reduced tariff rates and lessened
administrative requirements of the CFTA. Some
officials believe that, with the advent of the CFTA in
1989, APTA’s administrative requirements (such as
diversion reports) have served to encourage firms to
claim CFTA rather than APTA status for Canadian
exports to the United States.”

US. Trade With Mexico

U.S. imports of automotive products from Mexico
increased from $300 million in 1980 to $6.8 billion in
1990, an average annual increase of 37 percent (figure
4). U.S. imports of automobiles - from Mexico
increased from O units in 1980 to 215,986 units ($2.2
billion) in 1990. U.S. imports of parts from Mexico
increased from $300 million in 1980 to $4.4 billion in
1990. U.S. Trade in automotive products to Mexico
increased from $1.3 billion in 1980 to $2.9 billion in

™ USITC staff interviews with officials of the U.S.:
Customs Scrvice and the U.S. Department of Commerce,
October 1991.

U.S. imports of automotive products from Mexico; 1980-50, byéommodity typé

Billion dollars
5

Type of commedity
m Passenger autos

4 Trucks
Parts

1980 1981 1982 1983 1984

Source: U.S. Department of Commerce trade statistics.

1985 1986

1987 _ 1988 1989 1990
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1990, an average annual increase of 8 percent (figure
5). The increased trade activily can be attributed to the
overall trade liberalization policics of the Government
of Mexico, improved cconomic conditions in Mexico,
and the corresponding cxpansion in Mexican vehicle
production capacity. The Mcxican industry’s output of
autos and light trucks rose by 88 percent during
1986-89, to 641,000 units in 1989.80  During
January-July 1991, U.S. imports of automotive
products from Mexico remained at about 1990 levels
despite the import deterrent effects of a relatively weak
U.S. currency. During January-July 1991, U.S. exports
of automotive products t0 Mexico increased to $2.0
billion compared with S1.4 billion during the
corresponding period in 1990. ' '

U.S. Automotive Imports Under HTS
Heading 98028%!

As is discussed in more detail below in the section
on tariff treatment, U.S.-origin materials and

%0 For a more detailed discussion on developments in
the Mexican automotive sector, see USITC Publication
2353, The Likely Impact on the United Siates of a Free
Trade Agrecment with Mexico, February 1991, pp.
4-17/4-22. :

81 Prior 10 1989, HTS subhecading 9802.00,60 and
heading 9802.00.80 corresponded to items 806.30 and
807.00 of the former Tanfl Schedules of the United States
{TSUS). Data for 1980 in this section were retricved
according to parameters for the lauer items from the

TSUS. .

Figure 5

components shipped to Mexico for processing or
assembly, then returned in the form of finished goods,
may be entercd free of duty under HTS subheading
9802.00.60 and heading 9802.00.80. U.S. imports of .
automotive  products under HTS subheading
9802.00.60 and hecading 9802.00.80 increased from
$10.7 billion in 1980 10 $50.4 billion in 198952 an
annual average increase of 19 percent. Most of this
increase was recorded after 1986, when automakers
began to enter APTA-eligible products under the
provisions of HTS heading 9802.00.80 to avoid the
Customs user fee that was established in December
1986 and applied to entries of APTA-eligible goods in
chapters 1-97 of the HTS.83 APTA imports that were
also declared eligible for tariff treatment under HTS
heading 9802.00.80 rose from negligible levels in 1986
to $18.8 billion in 1989. The principal sources of
imports of motor vehicles under HTS heading
9802.00.80 during 1980-89 (most of which were new
automobiles) were Canada, Japan, and Mexico. During
1980-89, U.S. imports of automotive products under
HTS heading 9802.00.80 from Canada rose from $37.0
million in 1980 to $20.4 billion in 1989, an average
annual increas¢ of 78 percent.

8 §ee USITC Publication 2365, Production Sharing:
US. Imports under Harmonized Tariff Schedule
Subheadings 9802.00.60 and 9802.00.80, 1986-1989,
March 1991.

B bid., p. 3-3.

U.S. exports of automotive products to Mexico, 1980-90, by commodlty type
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Mexico’s share of total HTS heading 9802.00.80
imports of motor vehicles in 1989 accounted for only 4
percent of total shipments, but 9 percent of the U.S.
content, or duty-frec value under this provision.
However, Mexico recorded the highest share, 53
percent, of the valuc of U.S.-made motor-vehicle parts
contained in imports under HTS heading 9802.00.80 o
total imports of HTS heading 9802.00.80 value. In
contrast, U.S.-made parts entered free of duty
accounted for $495 million, or just 26 percent of the
total value of HTS heading 9802.00.80 imports from
Canada in 1989. The principal motor-vehicle parts that
qualified for duty-free reaiment under HTS heading
9802.00.80 were headlights, wheels, glass, fabric, tires,
engine parts, catalytic converters, and batteries. 3

Customs Rules of Origin and
Preference

Background

Most countries establish standards to determine the
country of origin, or “legal nationality,” of imported
goods that are not wholly grown, mined, or produced in
a single country. These rules, which are applied on
either a most-favored-nation or a preferential basis,
reflect that intcrnational trade is regulated on a
country-specific as well as a product-specific basis.
They serve multiple purposes, allowing the assessment
of customs duties (including  antidumping and
countervailing dutics) on the basis of a single country
of origin, ensuring that forcign goods are correctly
marked as 1o their origin, assisting in the analysis of
trade and capital flows, and limiting application of
country-specific trade measures to goods of the
largeted exporter.

While many aspects of international trade
regulation are covered by international agreements,
which generally require some degree of transparency
and accountability, rules of origin have been one of a
small number of areas that remain within national
government discretion. There has 10 date been no
international  standard or discipline setting forth
accepted norms and procedures for origin
determinations. Moreover, until fairly recently only
specialized international bodies (such as the Customs
Cooperation Council (CCC)) with relatively few
participants attempted (o obtain agreed practices as 10
origin rules. This situation may change in the near
future, because the Contracting Parties to the General
Agreement on Tariffs and Trade (GATT) have nearly
completed work on a proposed agreement to set
principles and procedures for establishing and changing
nonpreferential  origin rules and eventually 10
harmonize them 85

% Compiled from /bid., Chapter 3.

The agreement would cover rules utilized in
administering nonpreferential trade programs: MFN duty
assessment and statistical compilation; antidumping,
countervailing, and escape clause duties; marking; public
procurement; and discriminatory quantitative restraints or

As indicated above, origin/preference standards fall
into two broad categories:  nonpreferential rules,
applicable to ordinary MFN trade, and preferential
rules, applicable to particular goods of designated
countries. The general objective of nonpreferential
origin regimes is to identify and assign origin to a
particular country as to any imported goods; often, this
is the country where the “last significant processing”
operations occur. Because trade patterns and legal
regimes have become more complex since World War
II, and because multiple-country manufacturing and
sourcing have become commonplace, origin issues
have become more important and troublesome.

By contrast, the chief aim of preferential rules is to
tailor the extent and availability of tariff reductions in
programs having specific policy goals. These criteria
are commonly intended to promote trade and
investment (in the recipient countries or, in the case of
FTAs, in all parties) and to try to ensure that firms
claiming the benefits have made some level of
economic contribution in the pertinent countries. The
advent of trade preference programs and customs
unions, with the significant benefits available to
qualifying goods, has served to promote more
numerous and complex criteria as preference-giving
countries attempt to prevent pass-through operations
and to accomplish all of the policy objectives of these
programs.86

Both public and private entities need 5 fundamental
characteristics in rules of origin and of preference:
objectivily, reasonableness, uniformity, predictability,
and consistency. To make long-range plans,

85—Continued
tariff-rate quotas. The proposal would set requirements for
notification of interested parties when a rule is to be
created or amended and provide such parties an
opportunity for comment, as well as ensure that they, and
other members of the trading community, are made aware
of the eventual decision. A major objective is to achieve
consistent, uniform, impartial, and reasonable
administration of rules based on a positive statement as to
what will confer origin. In addition, rulings on the origin
of particular goods would be made available, with
protection assured for confidential information. After a
transition period, work toward the harmonization of origin
rules would be undertaken, based upon the principle of
*“last substantial transformation” and directed at altaining
objective, understandable, and predictable standards not
formulated to achieve policy goals. The criterion of
“change of tariff heading” (CTH) would, where
appropriate, serve as a means of Tepresenting substantial
transformation, with supplemental measures added for
particular goods. Input from the CCC would be
considered by the Contracting Parties in the harmonization
work. Attached to the agreement is a common declaration
as to rules of preference, focusing again on principles and
procedures to be employed by user countries. It has not
been finally determined if this package would apply
broadly to GATT's members or only to signatories of an
“ori§6in code.”

It may be observed that anticircumvention criteria
employed in the antidumping context are often described
as falling into the category of preferential
(country-specific) rules, although additional duties rather
than tariff preferences are involved.
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businessmen in particular necd to be able to rely on the
regular administration of understandable criteria that
reflect rather than restructure economic reality.
Customs administrations likewise desire fundamentally
simple and reliable standards, given tremendous
increases in the volume of trade, shrinking manpower
and budget levels, and the continuing shift to
containerized trade and electronic data transmission.
Of paramount importance to governments is the dual
objective of ensuring that trade agreement benefits
inure to the parties concemed and of discouraging
deflections and diversions of trade. That is, the rules
are structured with a view toward averting activities
intended merely 10 take advantage of them without
satisfying the goals of the agreement.

This underlying policy goal received special
cmphasis in the development of more recent tariff
preference programs, such as the Generalized System
of Preferences (GSP), the Caribbean Basin Economic
Recovery Act (CBERA), and free-trade arrangements
for sector or country trade. The administering country
attempts to balance the objectives of encouraging trade
and investment in targeted countries and of restricting
the ability of developed trading partners to use such
programs for their own advantage. In addition,
pressures from domestic industries facing import
competition or secking lower-cost foreign sources must
also be considered.

Thus, it is useful to separate rules generally
applicable to all trading partners (“origin”) from rules
aimed at conferring advantages to a select group
(“preference”). In the case of the United States, the
rule of “origin” for all wade is substantial
transformation, derived by the courts from the
language of section 304 of the Tariff Act of 1930
concerning marking of imported goods.8”  That
principle is employed to ascertain appropriate marking,
duty imposition, and the base-line standard for
preference eligibility—namely, whether the shipment
in question is the “product of” an eligible country.
Only after that decision is it appropriate to examine

whether the shipment qualifies for tariff preferences,

under the special rules applicable to that program (rules
of prcference).

%7 For the United States, a finding that substantial
transformation has occurred rests on the following
standard: *. . .if as a result of processes performed in that
country a new article emerges with a new name, use or
identity™ (Belcrest Linens v. United States, 2 CAFC 105,
741 F.2d 1368, 1371 (Fed. Cir. 1984). If imported
components or materials, or a combination of imported
and domestic ones, are found to meet that standard, they
acquire origin in the country of processing or
manufacturing. Sce Standardization of Rules of Origin:
Report to the Committee on Ways and Means on
Investigation No. 332-239, USITC Publication 1976 (May
1987), and Assessment of Rules of Origin Under the
Caribbean Basin Economic Recovery Act: Report to the
President, the Committee on Finance, and the Committee
on Ways and Means on Investigation No. 332-298, USITC
Publication 2381 (May 1991), for detailed information. As
noted in these reports, this principle is easy to state but
not necessarily easy to apply or susceptible of consistent,
predictable results.
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. Like the detailed set of criteria for establishing
eligibility for benefits of the United States-Canada
Free-Trade Agreement (CFTA), any such standards for
determining eligibility under a North American
Free-Trade Agreement are most properly described as
rules of preference. That is, a determination by
customs officials that particular goods do not qualify
for FTA  benefits would not affect their
already-established status as “products of”’ Mexico or
Canada, and they would be marked and dutied
accordingly. For any shipment, importers have a
choice of paying MFN rates of duty or claiming
reduced-duty or duty-free status based on narrow tariff
provisions (such as duty suspensions) or on preferential
programs.

In the case of Mexico, one option is to establish
eligibility for duty-free entry under the Generalized
System of Preferences (GSP) for articles designated as
eligible for such treatment (notably, almost all auto
parts are included), and another is to make use of
applicable U.S. tanff provisions covering American
goods returned.®8 In the case of Canada, and of great
significance for the subject of this report, original
motor-vehicle equipment and vehicles may qualify for
duty-free entry under the APTA or the CFTA. Where
an entry is submitted with a claim of qualification for
any such duty reduction, and that claim is rejected by
Customs, the goods are dutiable based on the
country-of-origin finding pursuant to substantial
transformation. The goods are also marked in
accordance with that finding, regardless of their
cligibility for preferences. Both to the trading
community and to Customs officials, however, it has
been common to refer to ail of these distinguishing
legal standards as rules of origin.

Methods of Ascribing Origin

Many possible mechanisms can be utilized 10
ascribe origin to goods in trade. In most countries,
these mechanisms rely on one or more of four general
principles.89 These principles, defined and discussed
below, include: (1) substantial transformation; (2) value
content (either a minimum level of domestic content or
a maximum level of foreign content) or value added
(by means of processing or other operations, without

%2 These provisions are set forth in chapter 98 of the
HTS. For an analysis, see Production Sharing: US.
Imports Under Harmonized Tariff Schedule Subheadings
9802.00.60 and 9802.00.80, 1986-1989, USITC Publication
2365 (March 1991) and earlier reports in this series.

 For example, the EC utilizes “last substantial
wransformation” represented by a change of tariff heading
in its rule, with supplemental value-content criteria and,
for some goods, mandatory or prohibited processes that
must be done to obtain origin or can never confer origin.
The United States has never utilized a process-based test;
a small number of the CFTA enumerated tariff changes
(discussed below) might involve processes by virtue of the
pertinent tariff headings. In addition, preferential rules
commonly require direct shipment of the goods in question
from an eligible supplier to the preference-giving country.



necessarily adding materials originating in the country
of processing); (3) change of tariff classification; and
(4) specified processes or components (either those
which will confer origin or those which will never
confer origin). Depending upon a government’s
objectives and whether a preferential or nonpreferential
rule is involved, combinations of these rules may be
adopted, usually 1o provide further assurance that the
results of these rules, when applied, are more or less
predictable. It may also be observed that
origin/preference standards can be developed on a
country-, sector-, or product-specific basis. While
affording a measure of governmental control over the
trade concerned, these rules can be quite complex and
may not be fully comprehensible 1o businessmen.

Substantial Transformation

Definition

As noted above, substantial transformation was
defined for the United States in judicial rulings to
provide for the assignment of origin to the country
where processing of inputs results in a new article
emerging with a new name, use or identity. This
standard, easy o statc but not always easy to apply,%0 is
the legal concept underlying many origin rules,
including that of the United States.” In the United
States, the principle has been interpreted and applied
by the Customs Service to goods imported into the
customs territory. In practice, the standard is applied to
materials or components brought together in a country
and subjccted to processing, manufacture, or assembly
operations. If these operations result in the creation of
a new and different article of commerce, which is then
shipped 10 another country, customs officials in that
country may deem the goods Lo originate in the country
of processing.

Application

Where all materials or components incorporated in
goods arc grown, mined, assembled, or otherwise
derived in a single country, there is usually litle
difficulty in determining the origin of the processed or
finished goods, even if there remains some. dispute as
to the precise nature of the goods or the tariff provision
that may apply thereto. Problems have arisen more
frequently where goods are initially “wholly obtained
or produced” in one country but undergo processing in
another country, or where goods of more than one

**To attempt 1o cnsure a consistent approach to such
analyses, countries have adopted varying ways of
representing substantial transformation in a more concrete
or objective fashion. One common approach has been to
apply the change of tariff classification standard to indicate
when substantial ransformation has occurred, relying on
the underlying tariff nomenclature principle that each
article in trade is described by only one tariff provision
and, as a corollary, different 1ariff provisions cover
different goods. This methodology is more fully described
below. Some rules arguably attempt to pinpoint the
country of “most substantial transformation™ rather than
“last substantial transformation.”

country are assembled or further manufactured in one
such country or in a different one.”! In such situations,
it is not always simple to decide, based on a factual,
technical, and legal analysis, if any particular process
or combinations of processes created a new article of
commerce. Moreover, it is hard to enunciate a
consistent approach to this sort of analysis, one which
will result in uniform and predictable findings as to
similar goods.

As indicated, ‘a finding of substantial
transformation is possible even where all of the
materials or components being assembled were
obtained or derived from countries other than the
country of processing. By implication, where such
operations result in a change of origin of third-country
inputs, these inputs lose not only their identity in terms
of physical description (they are no longer “screws” or
“fabric” but are instead *“machinery” or “apparel”) but
also. their prior origin status. Where no claim for tariff
preference is sought, customs officials of the importing
country ordinarily have no reason to go behind the
acquired status—as an article the product of the
manufacturing country—or to consider the sources or
value of the foreign inputs.

In the case of the United States, goods are
classified and appraised for tariff purposes in their
condition as imported based upon the nomenclature of
the HTS. Only in limited product categories, such as
the provisions for watches, has constructive
segregation of imported goods into specified
constituents been required, imposing compliance
burdens on firms and administrative ones on Customs.
For a complex product, especially one with a large
volume of trade and a vast array of parts (and their
sources), segregation as to all shipments would seem to

%! See “Proposed Customs Regulations Amendments
Regarding Rules of Origin Applicable to Imported
Merchandise,” 56 Fed.Reg. 48448 (Sept. 25, 1991), in
which Customs proposes “to set forth a uniform rule
governing the determination of the country of origin of
imported merchandise which is wholly obtained or
produced in a single country.” In addition, the notice
proposes rules applicable for most purposes to base metals
and base metal articles. The notice observes that the
application of the substantial transformation test, which has
involved a myriad of administrative rulings and judicial
decisions,—

has not been without problems. These

problems devolve from the fact that application of

the substantial transformation rule is on a

case-by-case basis and often involves subjective

Jjudgments as to what constitutes a new and

different article or as to whether processing has

resulted in an article with a new name, character,

and use.

Thus, the proposed rules would draw upon the CFTA
criteria and rely upon the change-in-tariff-classification
standard, to be applied “as the basis for a new rule of
origin that would apply for all purposes except where
different originstandards are specifically prescribed by
statute.” The new rules, if adopted, would establish the
appropriate marking of a shipment regardless of its
eligibility for tariff preferences.
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present insurmountable delays and administrative
difficulties.?

Implications

The nced 1o apply substantial transformation on a
case-by-case basis means that it does not fully measure
up to the desirable characteristics of an origin rule
mentioned early in this chapter—objectivity,
reasonableness,  uniformity, predictability, and
consistency. The privaie scctor cannot always predict
the eventual decision, and must therefore consult legal
counsel or Customs; sometimes this consultation
occurs oo late in the transaction to avoid problems at
importation. In addition, the interpretative nature of
the standard presents a degree of discretion 1o
administering agencies, with the possibility that policy
objectives may influence individual determinations.
Last, rulings issued by Customs and t0 a lesser degree
the courts are fact-specific, and cannot be relied upon
by importers whose goods differ in some respect from
those covered by the decisions.?3

On the positive side, the standard has been applied
for a number of years and is thercfore familiar 10
Customs and the trading community. Uncomplicated
record-keeping and the absence of claborate value
tracking are prominent advantages. Moreover, it docs
encourage commercially significant  productive
investment in the situs country, so that the latter has an
“economic stake” in the operation concemed. lis
flexibility further allows governmental goals to be
advanced; for example, some relatively simple and
therefore less costly facilities in a developing country
may be sufficient to warrant findings of origin therein,
promoting economic diversity and reducing the need
fordirect aid. In addition, this test permits governments
to deal with “screw-driver plants” carrying out mere
assembly operations so as to accomplish program
objectives.

921n the CFTA context, if foreign content in purchased
parts could not be rolled up (see discussion of roll-up,
below), Customs and the industry would be required to
constructively segregate the levels of absolute foreign and
domestic content in imported vehicles, moving back
beyond the importer’s assembly operations to parts and
eventually to materials. In essence, this would be similar
lo the very troublesome constructive segregation required
as o imported watches for duty purposes; at least in that
instance it is still conceptually possibie to differenuiate
between a2 movement and a case.

93Customs has issued for comment proposed
regulations that, once effective, would define substantial
transformation for the first time for several purposes, as
Customs attempis to amecliorate some of the problems with
the standard. These provisions would hold that achieving
specified changes of taniff classification or, where
impossible, meeting the criteria noted in the text, above,
would result in the assignment of origin to the situs
country. See “Proposed Customs Regulations Amendments
Regarding Rules of Origin Applicable to Imported
Merchandise,” 56 Fed Reg. 48448 (Scpt. 25, 1991).
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Change of Tariff Classification

Definition

The use of the tariff nomenclature, which is
designed to provide for each article in one and only one
category, to reflect the creation of different articles of
commerce has in recent years served as an altemative
to substantial transformation. The widespread usage of
the Harmonized Commodity Description and Coding
System (HS) in the last few years means that most
trading nations (including all three potential NAFTA
members) categorize goods based on a common
descriptive structure. This origin standard (referred to
hereafler as CTH), as generally applied, would assign
origin to the country of processing of foreign inputs
where the tariff classification of those inputs, as
entered, changes as a result of the processing, so that
the ultimate article is classifiable in another provision.
CTH serves as the basis for representing substantial
transformation in both the EC’s origin standard and the
CFTA preference rule, as discussed in more detail
below.

Application

The mechanics of the rule appear to be
straightforward:  goods entering country A are
classified for tariff purposes, and are brought into that
country for processing or manufacturing (whether or
not combined with goods of country A). When the
ultimate product is exported to country B, its customs
officials detcrmine the classification of that product. If
the applicable provision differs from the initial finding
in country A, in simple terms, origin would be assigned
to country A.

Implications

This mecthod of asceraining origin/preference
presents the advantage of relying not only on
previously adopted tariff nomenclature but also on an
established body of more or less objective principles
for tariff classification. As such, it is simpler, more
objective, and more likely to be administered in a
predictable, consistent manner. With many trading
countries now utilizing the HS nomenclature structure
in customs tariffs (with a more or less comparable
interpretation), it has become more realistic 0
contemplate using CTH as an origin/preference
standard. Also, as noted above, changing an article’s
tariff category does implicitly represent the creation of
a different article, because each imported article is
classifiable in only one provision. Some
documentation to verify the tariff classification of the
original imports is likewise available, either from
appropriate customs authorities or from private sector
records.

However, several significant deficiencies exist as to
this standard as well. As discussed below, the
negotiators of the CFTA had these and other problems
in mind when preparing the rule of preference
ultimately adopted.



(1) Because the tariff nomenclature was not drafted
with a view toward this potential application,
different  product secctors or stages of
manufacture (having greatly differing levels of
tariff detail) would seem likely to be treated in
inconsistent ways. Also, the types, costs, and
complexity of processing that are necessary 0
cause Lariff shifts varies from one product area
to another. In some cases, considerable and
expensive processing may not cause a tariff
change, becausc of the scope of an HS heading,
but a substantial transformation may indeed be
found to have occurred.%4

(2) Customsofficials must effectively make at least
two tariff classification decisions—one or more
for inputs and another for the finished product.
If the customs authorities of country B, in the
hypothetical illustration above, disagree with
country A’s tariff classification of the foreign
materials or components, the importer may find
unexpectedly that his goods do not qualify for
the contemplated status or benefit.

(3) For some goods, because applicable tariff
provisions cncompass assembled  and
unassembled goods, or goods and their parts,
origin cannot be dctermined based on CTH.

(4) The extent 10 which inputs must change
classification must be specified, and any such
standard is inherendy arbitrary. If all
third-country inputs are required to comply (in
general terms or under a CFTA-type
enumeration), many goods cannot achieve a
change of origin, or impoiers may find
record-keeping costs exceed potential duty
benefits. If not all foreign inputs must comply,
much of the predictability derived from such a
rule is lost. It would not seem reasonable for the
origin of goods to change based upon a CTH as
o a single screw, but use of a de minimis
standard might present other administrative and
interpretative problems.9’

> This fact is often overlooked as a source of practical
difficulties for business interests rying o qualify goods
under the CFTA. For example, some chemical compounds
can undergo significant value-added processing that would,
for MFN purposes, be considered substantial
transformation, but because the goods do not change tariff
classification, and involve neither “parts” nor *“‘assembly,”
cannot qualify for CFTA status even afier the end of the
transition period.

% In the CFTA context, such a standard would mean
that some small percentage of foreign inputs would not be
required to change tariff classification or incorporate
sufficient CFTA content 1o qualify under the agreement’s
rule.

Value-based Standards

Definition

Value criteria, while ordinarily thought of as
involving only the concept of “value added,” may also
take the form of value-threshold or value-content
minimum standards or be phrased as maximum
foreign-content limits. In such instances, depending on
the facts and the nature of the goods, the article
concemed may be broken into its constituent
components or materials, and/or to stages of processing
or manufacturing. A value analysis is then undertaken
for each such element, so that as to each contributing
country there may be a comparison against a set figure.
If written as a minimum content test, like that of the
CFTA, goods are deemed to originate or to qualify for
a preference if the value auributable to the country
claiming origin reaches the chosen figure. If a
maximum foreign-content figure is established, as is
the case with the U.S. insular possessions preference,
goods originate or qualify for benefits unless the
discernible foreign content exceeds the chosen limit. A
value-added standard may require a comparison
between the value contributed by country A and that
contributed by country B, resulting in the assignment
of origin to country B if its contribution to the ultimate
product reached the chosen percentage figure.
Application

In the United States, two types of value-related
rules have been enacted in order to narmow the scope of
goods that, although substantially transformed in the
pertinent country, will be afforded tariff reductions or
eliminations. One such standard, setting the maximum
permissible foreign content in goods for which
preferential treatment is being claimed, is found in
general note 3(a)iv) to the HTS, for g%roducts of insular
possessions of the United States. Such imports
cannot contain foreign (third-country) materials
constituting by value over 70 percent of the total
import value of the goods (50 percent for articles
covered by the exclusions from the CBERA program).
Customs regulations provide that any shipment valued
over S100 for which such duty-free entry is sought
must be accompanied by a certificate describing the
goods and indicating their value, and that a comparison
be made between the “actual purchase price of the
foreign material” (excluding MFN duty-free goods)
plus the cost of transportation. to the insular possession
and the “final appraised value in the United States.” (19
CFR sec. 7.8) Additional verifying information, in the
form of a special Customs invoice, must accompany
most shipments of dutiable merchandise valued over
$500.

Value-based standards based upon direct costs of
processing are employed in the GSP, the CBERA, the
Isracl FTA, and to a more limited extent in the CFTA.

% The test applies to goods that are not wholly
obtained or produced in the insular possessions or made
entirely from materials or components of United States
origin.
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The CFTA standard will be discussed in greater detail
in the next section of this chapter. The other programs
incorporate statutory, broad enumerations of eligible
direct costs of processing and require that, in sum, 35
percent of the entered value of goods for which a
prefercnce is claimed be composed of (1) materials or
components the product of the country in question plus
(2) such permissible dircct processing costs. In
addition, the goods must have been substantially
transformed in a beneficiary country. In the case of
many claims for benefits under the GSP, third-country
inputs must first have been substantially transformed in
the designated beneficiary and then used in the
manufacture of the ultimate article—the so-called
“double substantial transformation™ test.

Implications

On the surface, both types of value standards would
seem more objective, predictable, and controllable than
substantial transformation, and more likely 1o avert
pass-through operations.’’  These standards are
familiar to both government and private sector parties,
and may represent to the latter an approach that limits
the exercise of government discretion while providing
some flexibilily 1o business. In addition, international
and domestic legal regimes provide guidance as to
valuation and appraiscment; recourse to the courts and
to dispute scttlement procedures is available and
interpretative  rulings arc thereby provided. Last,
because of the wide usage of value-related criteria in
many trade programs, it may be difficult to obtin
acceptance of a preference standard having no such
provision.

However, among the readily zgpparem problems
with these rules are the following:®

(1) With respect to complex industries, with
multiple tiers of suppliers and large numbers of
both related and unrelated firms involved, a
value-based standard faces the general roll-up
problem, more fully explained below in the
detailed discussion entitled “Roli-up”.

(2) The figures on which determinations are based
are in the accounting records of the firms that
make or process the goods, but such firms may
not be the importers of record, thus posing
tracing and verification problems where
multiple-tiercd manufacturing activities are
involved.

(3) There is a potential for extreme shifts in value
and costs as currency exchange rates fluctuate.
Even a relatively small change could affect the

97 One submission indicated that both substantial
transformation and change of tariff classification are very
subjective standards, and that value standards were
preferable.

% See below for a discussion of value-related problems
especially notable with respect to the automotive sector.
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outcome (as in determining preference
eligibility) under such a standard. Moreover,
the same product moving from country A t0
country B may not be treated in the same fashion
as an otherwise identical one moving from
country B tocountry A, given cost differencesin
the two.

(4) Ifasingle value standardisusedinarule,alevel
that may be employed to protect one industry or
permit adjustment, as well as encourage
investment in suppliers thereto, might for a
second industry be so high as to effectively
prohibit the second industry’s goods from
qualifying for the preference, by virtue of the
production processes involved, the nature of the
goods, or the products’ degree of complexity.
This factor has significant consequences, in
terms of eligibility, where the products involved
cannot for some reason be produced in a
participating or beneficiary country. Such
standards have different implications for
integrated and nonintegrated operations. Also,
the cost and value of significant materials or
components may vary considerably over time.
Last, too high a value-content requirement may
have the effect of prohibiting or limiting new
foreign investment in production or the
expansion to new products or models in a
country, because such start-up operations tend
1o rely on significantly higher levels of
foreign/parent country content in early years.
To the extent this situation would constitute a
disincentive toward greater competitiveness for
a domestic industry, there could be long-term
adverse effects on employment and consumer
prices.

(S) Because such rules, where employed in a
bilateral or muliilateral agreement, are
negotiated, the end result may not be equivalent
treatment by the parties involved—especially
where production and . labor costs differ
markedly among such countries. Value
threshold standards, in particular, present
difficulties in verification through layers of
manufacturing, problems of transfer pricing
where rclated parties are involved, possible
differences resulting from varied application of
accounting  standards, cost allocation
complexities, and ambiguous “direct costs of
processing.” It is likewise extremely difficult
for negotiators to enunciate all-encompassing
lists of allowable costs in terms that are clear and
that reflect business and accounting practices.>

9 Several firms contacted by the Commission indicated
that provisions in the NAFTA (unlike those negotiated for
the CFTA) should be designed to capture or count
inventoriable costs already accumulated in their records,
subject to independent audit and segregated from general
and noninventoriable period expenses. In the industry’s



(6) Auditing the books of both a claimant firm and
its suppliers, where necessary, presents serious
administrative burdens on customs officials and
record-keeping burdens on firms. Over time,
the effectiveness of the rule of preference may
be undermincd if companies disregard the
possibility of audits or, at the other extreme, are
so burdened by audit and compliance costs that
they decide to stop utilizing the preference
program. These choices, occurring well after
the negotiations on such an agreement are
concluded, pose considerable economic and
policy problems for all affected interests.

Critical Processes or Components

Definition

This alternative method for assigning origin
focuses on the manufacturing process for particular
goods and/or on the major parts or subassemblies
involved in their manufacture. The test may be used
either as the major determinant of origin or as a
supplement to any other method of assigning origin. 100
Under this type of standard, if it is not easy or possible
to ascertain the lasi country of significant processing or
manufacturing, the goods may be deemed to originate
in the country that accomplished a specified process or
supplied specified components.

The suggested “key components” approach
implicitly relies on processing (perhaps in addition to a
requirement of change of tariff classification). With
this type of standard, origin would be assigned to the
country supplying one or more particular major parts or
subassemblies, such as an engine, drive train, or body
of a vehicle. In effect, this methodology represents a
“fine tuning” of a value-based standard, targeting those
physical elements that account for a large percentage of

the overall cost of the vehicle and recognizing the -

processes involved.

The country that carried out the enumerated
process (or the last significant process) may be viewed
as the appropriate choicc for the assignment of origin,
as opposed 10 the country of most significant
processing, for two rcasons: it may have the most

98-.Continued

view, this would promole consistency and would facilitate
administration (while avoiding dual sets of books or costly
accounting or inventory changes). Some ambiguity
remains as to plant support services, such as
communications, accounting, finance, and similar
functions; these areas could be addressed by negotiators
and drafters for greater clarity.

' The critical processes test has been in use in the
EC’s MFN origin rule for some years as a supplemental
standard to change of tariff classification, and has since
been considered by government officials and the private
seclor to be an alternative methodology for
origin/preference standards.

direct economic interest in the goods (or at least in
their subsequent dutiable status), and the onerous
process of ascertaining the major contributor is
avoided. While a value-based standard could be met
by the addition of many small parts to a bundle of
production costs, a “key components™ rule might be
more likely to result in added investment in or
continued operation of production facilities turning out
significant pieces of the finished goods. If obtaining a
tariff preference is deemed sufficiently valuable, firms
not able to produce the specified components in an
FTA country might be encouraged to purchase them
from a qualifying North American supplier instead of
importing them.

Application

Such a rule can be based on enumerations of
processes, by industry sector or HS subdivision
(section, chapter, or even heading), that are considered
of sufficient significance to justify a change of origin
for the pertinent imported components or
materials—from their country of export to the country
of processing.19! These enumerations can take into
account variations in the types and complexity of
production operations from industry to industry, and
have the benefit of being understandable to
businessmen involved with these operations. They
may be drafted based upon a review of both actual
firms and the tariff nomenclature. Once the list of
processes that will be deemed to confer origin is
developed, it is applied to goods in trade; the list may
also serve as a guideline in business planning, helping
to determine the appropriate production patterns and
locations needed to .obtain or avoid the finding that
origin should be assigned to a particular country.

Implications

While this o?tion is used in some countries for
certain purposes,'® it has been criticized on several
grounds. Among them are the extremely complicated
information-gathering task involved, the potential for
discrimination or abuse in the processes chosen for or
omitted from the listing, the highly technical and often
proprietary nature of modem manufacturing, the
differences in processes (and the value contribution
each’ represents) from industry to industry, and the
likelihood that any enumeration cannot be kept current.

1% For example, a rule could hypothetically state that
the process of grinding a mineral substance into a powder
would always result in origin being assigned 1o the
country where the grinding occurs.

192'The EC uses lists of processes that will and will
not confer origin to supplement its basic rule of origin,
which relies on change of taniff classification. This
approach, while sometime complex, means that if a
particular article is classifiable in one tariff category
regardless of the operations that may be performed upon
it, a process involving significant value-added can result in
acquisition of origin. Processes are also employed in
some countries’ anticircumvention rules in the antidumping
context, to deal with multi-country production operations
and with screw-driver assembly operations (or other
operations deemed to have been set up to avoid dumping
duties, rather than for economic or other Teasons).
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The chief business objections expressed to the
Commission have consistently involved allegations that
such a standard limits operational flexibility, and that
policy considerations would bias the development of
the enumeration. It is also asseried that the adoption of
such a list, or more specifically of “key components”
needed to acquire origin, would discriminate against
preexisting firms with committed investments, and/or
against smaller firms incapable of investing enough to
produce the key componcnts required.

Still, on the positive side, the process approach
(like substantial transformation) relies more on
observable or physical characteristics of the goods
themselves and the ways in which they are created,
than on additional records that might not otherwise be
compiled, are costly 1© maintin, and may be
susceptible of some manipulation to establish
eligibility for a preference. If such a rule of
origin/preference stated that “a vehicle originates in
country A if final asscmbly plus the manufacture of the
engine block and the assembly of the drive train occurs
therein” (as a completely hypothetical criterion), both
the industry and customs officials could more readily
ascertain whether country A could claim origin.

Such a standard may be more useful than others in
meeting particular policy objectives; for example, if it
were decided that specified high-technology, high
value-added components should be produced in North
America to qualify for a 1ariff preference, it may be
inadequate 10 rely on value-based or change of
classification criteria. In addition, if the finished
product is evaluated to ascertain what elements or
characteristics give it its essential character (the basic
principle of tanff classification under the HS), it might
be said that the “key components” intrinsically do so,
and at the same time represent a significant portion of
the finished goods’ value.103

Options For A NAFTA
Rule Of Origin

Introduction

In order to provide an additional perspective into
the complexity of the automotive industry and the
difficulties inherent in developing a workable and
practical rule of origin—that is, one that is both
administrable and effective—it is useful to review the
assembly process itself.  After establishing the
real-world framework, some aliernatives for dealing
with this industry are discussed.  Prominently
mentioned as possible choices are a rule more or less
modeled upon the CFTA regime, and a rule applying
the same criteria as are utilized in administering the

103 It was stated during interviews with North
American automakers (Oct. 1991) that, in a typical
assembly plant, 75 10 80 percent of the cost of a vehicle is
attributable to materials and 15 1o 20 percent to final
assembly.
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corporate average fuel economy program. In addition,
while not discussed at that level of detail, it should
again be observed that rules employing new standards
or combinations of existing methodologies could be
ncgotiated for NAFTA.

It must be noted that, because this rule is critical 10
esiablishing eligibility for benefits under the
agreement, it must be formulated in such a way that a
balance is achieved between each party’s import and
export interests. That is, the level of rigor imposed has
a dual impact; high standards to protect a party against
the effect of imports serve to limit the extent to which
its exports can qualify for tariff benefits. Moreover, it
would seem desirable to strike a balance between too
detailed a structure, complicating efforts to apply it and
perhaps influencing business transactions, and too

general a standard, encouraging diversion or
circumvention.
Last, an important feature of such an

international-level origin/preference standard is its
administrability by all of the customs officials
concerned. This factor would appear even more crucial
in terms of any rule negotiated under NAFTA, or any
other agrcement involving both developed and
developing parties. If the agreed standard is too
complex or requires too much documentation and
inspection, customs officers in developing countries
with simpler legal regimes and differing interests may
find it impossible or difficult to implement.

The Motor Vehicle Assembly Process

Sequence of Operations

Although the sequence of the motor vehicle
assembly process varies significantly among different
assembly plants, industry experts generally agree that
the production process begins with -the welding
together of a number of steel stampings to create an
underbody to which body stampings and other
components are attached. After the underbody has
been welded together, side and roof stampings are
welded to the underbody to create the shell of the
vehicle. (Certain automobile assembly plants have
integrated stamping facilities at the assembly plant to
improve the efficiency of the manufacturing process.)
The car body is then washed in a phosphate bath to
clean the surface of any debris, submerged in an
anti-corrosion solution, usually zinc phosphate, and
painted. The body is then sent, via a conveyor, o the
trim line, where the hard, and then soft, trim is
installed. (Certain automobile assembly plants will
install only a portion of the trim as well as the
suspension before installing the engine and
transmission.) The hard trim often includes the wiring
for the electrical components, instrument panels,
steering columns, weather stripping, body glass, radio,
air conditioning, and heater; soft trim includes the
carpeling, seats, door pads, ceiling insulation, and
upholstery.

Next, the car body is fitted with the gas tank,
catalytic converter, muffler, tail pipe, and bumpers.



While this is happening, the engine is being “dressed”
on a fecder, linc sub-assembly 'system,

installed with the suspensions, lrom and rear, into the
car- bodics. In another - feeder line, tires arc

computer-matched to the appropriate wheels. Once the.

tires -are mounted onto the wheels, the wheel-tire
assemblies move through a special chute and roll out 1o
be installed onto the car body. After lhe wheels are
installed, the car is considered complele

Relative Costs of Manufaczure ’
Ina* lypncal" U.s. asscmbly plant, 7510 80 percem

of the costs are attributable to materials and 15 020

percent are attributable to final assembly.!® The
following chart provides percenlage eslimates

represented by each major component/material in. an.

average vehicle’s total cost of materials:106 -

Component - " Estimated

. ~ . percentage

- of total material
Power train ‘ ]
Engine ................ P T 1457
Transmission .................. 7.40
Other ........... e e e e . 8.04

29.95
Stampings o C .

Yy e T 3 16.31
Other ................ e . 268
Electrical
Radio ........................ 1.58
AirConditioner . ................ 223
Wiring .................... ... . 140
Heater ....................... 1.04
Other ............. ... c..... 531
Su ion/Steerin | 1156

spension/Steer
Axles............g. ......... .o 19
Steering ...... e e 114
Suspension ............... N I < I
Other ........................ 347

825
Glass ........ e FIRT .o 185
Hardware ....... A ‘ 2.80
Rubber _ : :
Tires............... 2.83
Other ........................ 1.23
‘ 4.06'

'% Making the Car, Motor Vehicle Manufacturers
Association, June 1987, pages 28-32. " -

15 USITC staff interview with North American .
automakers, October 1991,

106 Coquled from information provided by the Motor
Equipment Manufacturers Association.

‘During .
“dressing”, the transmission, coolant hoses, allemator .
and other components are assembled onto the engine. .
After the enginc is “drcw:d these items are oficn

Seats ................ .0 257
Other ...oooivinniniin et 3.96
- 6.53
Wheels/Brakes ....... s . 346
Other parts .. . .. '. et e ., 58.13
~ Paint/metal.-......... e .73
Other ,.......... e .. 5896
- 1 6.69
Other .................o....... 65
Totalcostof ~ . .. o
matetlalp ............ W -100.00

The CFTA Preference Rule Model

-Basic Prowszons

In General

As the first dclanled bxlawral ongm/preference
system adopted at the intemational level, and one
departing from the traditional legal approach of both
countries, several aspects of the CFTA rule merit

. specific analyses As a general matter, this rule was

designed to " reflect the -concept of substantial
transformation by means of the change of tariff heading
methodology, with specified value standards added or
used in particular circumstances. The deficienciés of
the pertinent criteria underlying this rule—CTH and
value - standards—noted in earlier sections of this
chapter apply here as well. Because of the complexity
of the standard, as written in the agreement, the

discussion attcmpts to set fonh the fundamental

elements of the rule.

Goods Originating in the Territory of a
Party ’

Accordmg 10. lhe Agreemem, in amde 301 goods
are considered to originate in the territory of one of the
parties if: (1) they are wholly obtained or produced in
the territory .of one or both pames or (2) they are
transformed in one or both parties in a way that effects
an enumerated change in tariff classification, or that
meets any other specified requirements where no CTH
occurs. Particular minor operations, including packing,
combining, diluting. with water or another substance
that does not materially alier the characteristics of the
goods, and processes whose object was to circumvent
provisions of the CFTA, will not give rise to a finding
that' the article originatés in a party.. Customary
quanlmes and -values of spare pants, tools, or
accessories delivered with appropriate goods and
forming part of the goods’ standard equipment have the
same origin as the goods. To receive benefits under the
CFTA, the goods cannot enter the commerce of a third
country -or ‘undergo any operations beyond transport
and prescrvation. - The above discussion is_set forth; in
terms of a firm’s step-by-step analysis of their goods’
eligibility, in appendix C to this report.
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Change-of Tariff Classificition

-Annex 301,2 10 the CFTA sets forth the applicable

rules for the CTH.dctermination; based upon the HS. It
provides that, whenever the asseimbly or processing of
[foreign] goods in onc or both partics causes those
* goods to move from one tariff provision to a second
from an enumcrated list of “tariff heading
combinations,” those goods are deemed to originate in
the territory of the party, so long as the subsequent
processing criterion noted above is not violated. Some
of the specified combinations are at the chapter level
-~ (“a change to chapter 31 from any other chapter”™), and
others are based upon listed 4- or 6-digit headings or
subheadings (“a change to subheading 1519.19 from

any other subheading™. The ability of goods to

comply depends in part upon the exact words of the
taniff provisions and their degree of descriptive detail.
The rules also include a provision 10 the effect that a

B specific provision, pertaining to the heading or

subheading applicable 10 the goods in question, is to be
utilized over.a general onc, such-as a “change of
chapter™ clause, : : ’

- Value-Related Criteria o

If goods incorporale foreign materials or
components, the .rule’ includes. multiple provisions
intended to determine if benefits of the agreement
should be afforded. Amongthe concepts employed in

this respect are “direct costs -of processing or direct -

costs of assembling™ criteria and the computation of
the valuc of originating matcrials, Related to both of
these is the concept of roll-up. Each will be described

and its implications identified. .

 Direct Costs of Processing -

.- Direct costs of processing enter into the analysis in
two respects. First, if a CTH fails to occur because (1)
the tariff provision covering the final product also
covers. its unassembled: or - disassembled foreign
components, or (2) the tariff provision covers both the
finished ‘article and its foreign parts, thes¢ final
products. will not be viewed as “originaling.”
~ However, if the value of priginating materials used or
consumed to make the ultimate product, plus the direct
" cost of assembly-in one or both parties, is not less than
50 percent of ‘the value of the' goods being exported,

and they mect the “no subsequent third-country

processing” test, they will be considered to “originate™
and therefore be eligible for the preference. -

© Second, an enumerated tariff change may include
one or more additional elements, based generally upon

processing " criteria!?7 or direct costs of  processing. -
- Under the latter category, which appear in many tanff
combinations applicablc 0 assembled goods, 50
197 In one case, for certain preparations of chapter 20,
_ such processes as roasting, freezing, or packing in water
or brine will not change the origin of the fresh product.

Constituent: materials may aiso be specified, ‘as in the case
of blended fruit- juices. :
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percent of the gbods; export value, as they move to the
second party, must represent the value of originating
materials used or consumed in production, plus the

- “direct cost of processing performed in one or both

parties. Article 304 of the agreement defines “direct

cost of processing” or “direct cost of assembling” as—

the costs directly incurred in, or that can reasonably
‘beallocated to, the production of goods, including—

a) the cost of all labor, including benefits and
on-the-job training, labor provided in
connection with supervision, quality contsol,

~ shipping, receiving, storage, packaging,

' management at the location of process or

" assembly, . and other like labor, whether
provided by employees or  independent
contractors;

b) the cost of inspecting and testing the goods;

¢) ‘thecostofenergy, fuel, dies, molds, tooling, and

the depreciation and maintenance of machinery

~ and equipment, without regard to whether they
originate within the territory of a Party;

d)  development, design, and engineering costs;

¢) rent, morgage inierest, depreciation on
. buildings, property insurance premiums,
" maintenance, taxes and the cost of utilities for
real property used in the production of the
goods;and

'f) royalty, licensing, orother like payments forthe
right to the goods; '

but not including:

.'.;Y:"

g) costs relating to the general expense of doing
business, such ‘as the cost of providing

exccutive, financial, sales, advertising,
marketing, accounting and legal services, and
insurance.

".h) brokerage charges relating to the importation
and exportation of goods;

i) costs for telephone, mail and other means of
communpications;

'j)  packing costs for exporting the goods;

k) royalty payments related 10 a licensing
agreement to distribute or sell the goods; -

I) rent, mortgage interest, depreciation on
buildings, property insurance premiums,



maintenance, taxes and the cost of utilities for
rcal property uscd by personnel charged with
- administratve {unctons; or )

m) profit on the goods!.]

The use of the term “including” implies that the list
is not all-inclusive, so that other costs would need to be
evaluated and then counted or excluded based on
‘customs’ interpretation. 108

Value of Originating Materials

The second part of the 50-percent supplemental
criterion, to be added to the direct cost of processing, is
the category “value of materials originating in the
territory of either Party or both Parties used or
consumed in the production of the goods.” The word
“materials” is broadly defined in article 304 as “goods,
other than those included as part of the direct cost of
processing or assembling, used or consumed in the
production of other goods”. Thus, it would seem that
anything other than the finished goods being imported
with claim for CFTA preference could be considered to
be “materials.”

The first element of the value of these originating
materials is the aggregate of “the price paid by the
producer of an exported good for materials originating
in the territory of cither Party or both Parties or for
matcrials imported from a third country used or
consumed in the production of such originating
materials.” This language merits attention in two
respects. First, it requires a finding of the price paid
(not the manufacturing cost) of purchased inputs, and
adds several supplemental costs when not already
included in the “price paid™ freight, insurance,
packing and other transport costs; duties, taxes and
brokerage fees paid in the territory of one or both
Parties; waste or spoilage, less recoverable value; and
assists. Second, the last clause represents the adoption
of the so-called “roll-up” principle in the CFTA, and an
explicit rccognition that, as a general rule, a buyer of
materials or goods is not expected to verify the
elements of hisfits “price paid.” That is, a
manufacturer who purchased components (which are or
have qualified as “originating materials”) made in a
‘party from an intcrmediatc supplier can count the entire
“price paid” for thesc components, including any
third-country matcrial used or consumed (and probably
substantially transformed, in the usual customs sense),
in computing the CFTA content of the final product.

Under the related definition in article 304, for
“value of the goods when exported to the territory of
the other Party,” a U.S. or Canadian producer may
count the aggregate of the “price paid” (plus the same
four items noted above) “for all materials, whether or

1% See below for additional discussion of this
provision of the agreement, as interpreted.

not the materials originate in either Party or both
Parties, . . . and the direct cost of processing or the
direct cost of assembling the goods.” Again, a sort of
“roll-up” or “‘substantial transformation” regarding any
such foreign materials seems to have been
contemplated.

The wvalue of foreign materials that are
“transformed” into components, or of foreign parts that
are “transformed” into subassemblies or goods, is
effectively lost for origin and customs valuation
purposes (see discussion of roll-up, below). That is,
customs officials in an importing country generally
assign origin and appraise merchandise based on the
article before them, in its present condition, not on a
constructive segregation basis to break down the
composite article into its earlier inputs.!® As a result,
third- country content is transformed into exporting
country content, in both ordinary MFN trade and in
preferential arrangements.

. When a set figure is chosen and implemented as the
minimum level of value to be supplied by the country
of export, firms trying to operate efficiently and also
obtain benefits of a particular duty status may comply
by adding the minimum value needed to qualify,
perhaps with a small “safety margin” as well. This
may discourage some direct importations from the third
country into the ultimate importer, depending on
pertinent economic circumstances, duty rates, and other
factors. However, by setting a fixed target, it may also
have the effect of inviting creative means of appearing
to comply while requiring large expenditures in
government audits.

Roll-up

Description and definitions

No analysis of the CFTA preference rules can
ignore the phenomenon broadly referred to as
“roll-up.” The roll-up of value content is of great
significance in regard to the automotive industry, with
its very complex corporate and joint venture
relationships, broad-based sourcing, and
multiple-tiered, ever-changing suppliers. In terms of
ordinary MFN trade, unless a vehicle is made entirely
from U.S. materials (which no longer seems to occur)
there is some roll-up of foreign content and value, even
among domestic assemblers, in almost every vehicle
sold.

It should be emphasized immediately that under the
CFTA rules, qualifying value content is computed on
the basis of the location where materials or components
are produced or where manufacturing or assembly
occurs, but not on the basis of the ownership of the
entity concerned. That is, the focus of the negotiators

199 As has been frequently observed in submissions
received in this investigation, there is a corollary concept
of “roll-down” in which the value of U.S. materials that
are exported for processing or fabrication but that are
incorporated in nonqualifying components or parts is “lost”
for purposes of being counted toward the 50 percent

‘threshold.
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was on the location and level of the economic activity
involved and its resulting cmployment, not on whether
the value is contributed by a foreign-owned or
domestically owned firm or by a related or unrelaied
company, in view of the broad goal of encouraging
investment and production in the territories of the
partics.!10

This decision embodies a recognition of the
fundamental change from a national to a global
economy—namely, that at some point foreign-owned
entities accomplishing cssentially the same activities as
traditional domestic firms and at a significant level
may in reality become part of the “domestic industry”
for a product, by virtue of added investment,
employment, and other contributions.!!! All
government cfforts to regulate international trade are
influenced by this evolution of previous views of the
scope of “domestic industry,” again pointing out the
need to formulate the policy objectives underlying
non-MFN arrangements and to develop criteria that
achieve these objectives in the business world.

In the CFTA conicxt, imported materials or
components arc subsumed in the U.S. or Canadian
manufacture of new and different products (either pans
or finished goods), in such fashion as to represent a
loss of the imports’ commercial identity. The new
product is then considered to have been wholly made in
the US. or Canada, and the cost of the imported
material is said to have been “rolled up” into the value
of the finished goods.

Two types of roll-up are involved in the operations
of U.S. and Canadian automakers and of their
suppliers. First, internal roll-up arises either (a) as
between stages of a single manufacturingfassembly

118 Eor an analysis of value content on the basis of
ownership, see the cover story entitled “Honda: Is It an
American Car?” in Business Week (Nov. 18, 1991), pp.
105-12. The illustrated crankshaft (p. 106) is, in terms of
physical characteristics, wholly of U.S. materials and
undergoes wholly domestic processing. However, as the
article explains, issues of keiretsu practices, transplants,
transfer pricing, and antitrust compliance, among others,
and their relationship to international trade regimes are of
increasing interest, to both U.S. and Canadian officials.
The article discusses parts purchasing pajterns of the
foreign-owned auto companies, asserting that many of their
U.S.-based suppliers are Japanese-owned or are joint
ventures involving Japan rather than U.S.-owned
producers. The choices and difficulties facing U.S. and
Canadian policymakers are likewise discussed.

111 By the same token, a U.S. firm may establish
operations in another country of sufficient significance to
that country that it considers the U.S.-owned company to
be part (or all) of its domestic industry for the product
concerned. Such a U.S. firm would likely wish to be able
10 operate in the same fashion as a traditional fim of that
host country and to be treated on the same terms. The
principal problem facing policymakers arises when U.S.
firms are deterred from activities in a counry whose firms
have undertaken and arc expanding U.S.-based
manufacturing.
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process (where some firms believe “substantial
transformation” of foreign material occurs, despite the
absence of that concept from the CFTA preference
rule) or (b) as between related parties in a vertically
integrated company. In the latter circumstances,
components producers may use wholly foreign inputs
or a combination of domestic and foreign inputs to
manufacture parts or subassemblies for sale to a parent
firm or related assembler.

When these parts producers determine that their
goods meet CFTA eligibility requirements and supply
certificates of origin, the price charged to and paid by
the parent or assembler is originating value, which the
buyer can count toward the SO-percent threshold. In
these instances, there is buyer/parent access to the
underlying records regarding costs and sourcing, but
firms are not always able and/or willing to trace such
amounts back through their accounting systems.

Second, external roll-up of “transformed” foreign -
content arises between arms’ length suppliers of
components or materials, who again provide
certificates of origin merely stating that the goods are
CFTA-qualified, and the manufacturers or assemblers
who purchase such goods. Again, the buyers can count
the entire “price paid” for these malterials, now
considered “originating,” toward the S0-percent value
threshold. In these situations, goods may include a
quantity of foreign content unknown to and
unascertainable by a purchaser, who is unlikely to be
given access to business-confidential cost and pricing
data. Depending on relative levels of foreign content
and eligible direct costs of processing, a particular
article might comprise 100% foreign materials but still
qualify for a preference.

As discussed above, the level of includable
content!12 in goods for which CFTA benefits are to be’
claimed is increased . when foreign inputs are
“iransformed” into ‘“originating materials” - (by
accomplishing a change of tariff classification and/or in
conjunction with the 50 percent value-content
standard). The corollary effect of “roli-down,”
involving a reduction in the countable domestic
(U.S./Canadian) content, also occurs, according to
automakers in interviews with the Commission. In this
situation, a component incorporated in a vehicle may
have a significant amount of domestic content, but not
enough to qualify the component as originating (in
mosl cases, less than 50 percent). Thus, the component
is attributed zero percent domestic value content in the
assembler’s efforts to reach the 50-percent threshold. -

Prohibiting roll-up altogether in any preference
rule with a value-based standard would seem
inconsistent with the MFN origin rule, substantial
transformation, and would appear to present almost
insurmountable verification problems.  Prohibiting
only onc type of roll-up (intemal or external), on the

12 That which may be counted by a firm with respect
1o the final arnticle for which benefits are to be obtained by
moving from O percent to 50 percent originating value
content. ‘



other hand, has been described by industry officials as
discriminating against the firms affected based on their
corporaie structure, rather than based on the goods
themselves. Because of differcences between traditional
U.S. auto companies and newer transplants, such a
discrimination would scem to have serious legal and
policy implications. Nor is it altogether clear that
abandoning roli-up, totally or for one such category of
firms, would be of benefit 1o U.S. auto parts suppliers,
in terms of future growth in sales. The added problem
of “roll-down,” with respect to domestic content that is
“lost” when incorporated in nonqualifying foreign
parts, further complicatcs any cffort 10 arrive at a “fair”
approach.

Administration  of a CFTA-type preference
standard by customs officials is complicated by the
allowance of roll-up. Moreover, the size and general
complexity of the auto industry, with joint ventures and
cross-company models and sourcing, and the allowance
of averaging in any form, means that there is
essentially no ability on Customs’ part o audit as to
current trade and no ability on industry’s part to change
what it did as to prior output. When coupled with
transfer pricing beiween/among related firms, the result
is the extremely lengthy audits of the type faced by
Honda, which requirc extensive resources but deal with
trade in prior years. Adding these facts to the problems
noted above for all value-content standards makes it
apparent that such standards are not realistic or
practical means of assessing the composition of goods
in trade, but finding an alternative approach may be
impossible.

During the Commission’s investigation,
information about and examples of roll-up were
obwained through questionnaires and on-site plant
visits. For the most part, the presentation of actual
situations involving roll-up would disclose confidential
business information, because it would (among other
things) disclose an individual firm’s sourcing, cost, and
pricing information.! To illustrate the use and impact
of roll-up without disclosing confidential business
information, the Commission has constructed several
hypothetical examples based upon . its review of
industry information and knowledge of industry
practices and capabilitics. These hypothetical
situations demonstrate how foreign content may be
rolled up under the CFTA 114

'3 Several firms did provide information on a
confidential basis indicating costs for requested
components, including domestic and foreign content and
direct costs of processing, in replying to the Commission's
queslonnaire.

4 While it is believed that situations similar to the
following examples occur, it should be noted that, unless
otherwise indicated, these are merely illustrative examples
of roll-up and are not indicative of any specific
manufacturer's operations.

Roll-up with change of tariff classification

A Canadian manufacturer of catalytic converters
imports precious or noble metal, consisting of
platinum, palladium, and rhodium, valued at $85, from
a third country, and the metal is classified by Canadian
customs officials in chapter 71 of the CCT.” The same
Canadian firm uses imported steel sheet (classified in
CCT chapter 72) valued at $5 and adds $55 of North
American content to this good, in the form of coating,
substrate, seal and internal supports, end pipes,
housing, and brackets. The resulting article is
classifiable as a catalytic converter (classified in
chapter 87 of the HTS by U.S. Customs upon
importation), when the Canadian parts manufacturer
sells the converter 10 an auto manufacturer located in
the United States. According to the CFTA, products
falling under chapter 87 of the HTS are considered to
“originate in Canada” if the imported materials or
components (in this example, both the precious metal
and the steel sheet) have undergone operations that
changed the tariff classification to chapter 87 from any
other chapter.

In this case, both imported products underwent an
enumerated tariff classification change by reason of the
Canadian processing, moving from chapters 71 and 72
(applicable upon entry into Canada) to chapter 87
(upon entry into the United States). Because a tariff
chapter change occurred, and no more specific
cnumcrated provision of the CFTA tariff rules for
chapter 87 existed, there was no requirement that the
Canadian firm meet a S0-percent value threshold.
Therefore, for the U.S. vehicle assembler’s required
50-percent threshold, the converter can be considered
100 percent originating value, even though the total
U.S./Canadian content in the converter is $55, or
perhaps 30-40 percent of its total customs value.

Typical
cost
per vehicle
Imported content:
* Noble metal (platinum, palladium,
rhodium).................. ... $85
e Steelsheet................. . .. 5
North American content and processing:
e Coating .................... .. 11
e Substrate .................. ... 1
* Seal and internal supports . . . ... .. 3
* End Pipes, Housing, Brackets . . . .. 30
Total Cost Per Vehicle .......... $145

Total imported content - $80 or 62%

Total value counted as North American —$145 or
100%

One of the automakers surveyed by the
Commission indicated that it imports rolled steel,
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which is classifiable at importation in chapter 72. At
its plant, the steel is blanked and stamped, and the firm
converts the rolled steel into vehicle body parts of
chapter 87. Under the CFTA, the parts are considered
to be “originating” and, in effect, to be 100-percent
qualifying value when exported to the United States or
Canada.

Roll-up based on value content

This example, illustrated on the next page, assumes
that no change in tariff classification can occur because
the tariff provision for the ultimate goods covers both
the goods themselves and their parts. 15 In other cases,
an importer seeking CFTA benefits applies notes G and
H of the CFTA rule, which allow goods to qualify
based solely on a 50 percent value-content standard.
Such goods will qualify where, subsequent 1o
assembly, the goods have not undergone processing or
further assembly in a third country.

The following example (shown in graphic form
after this introduction) illustrates how “roll-up” can
mask the actual value of domestic and foreign content
of large assemblies of parts and components. In the
following example, a U.S. auto parts maker
manufactures an instrument cluster housing for an
automobile instrument panel. The housing consists of
a molded housing and printed circuits manufactured in
the United States. To produce this housing, the
manufacturer uses $24 worth of components imported
from Japan and adds $25 worth of United States labor
and North American produced components. Using the
value-content formula employed by Customs, and
adding direct costs of processing, the firm would
compute cligibility as follows:

price paid for originating materials +
direct costs of processing

price paid for all materials +
direct costs of processing.

The assemblcd housing is valued at $49 and in
absolute terms has a North American content of 51
percent and a forcign content of 49 percent. As a
consequence the unit can be imported into Canada
under the CFTA as a product originating in the United
States.

In Canada, an additional $49 worth of Japanese
components, such as gauges and wiring, are
incorporatcd into the assembly. The installation of
these imported components requires $2 worth of
Canadian labor. The resulting partially assembled
instrument panel is now valued at $100 (349 for the
original housing imported from the United States + $49
additional foreign components + S2 Canadian labor).
The instrument panel assembly is then returned to the

1S The illustrated data, developed during interviews
with firms in Oct. 1991, are representative of ongoing
operations.

36

United States for further assembly. As imported into
the United States, the panel has 51 percent North
American content (the original $49 value of the
housing + the S2 Canadian labor) and again is an
eligible product under the CFTA.

In the United States, another $98 worth of foreign
components plus $2 of United States labor are needed
to complete the panel. The instrument panel is now
ready to be installed into an automobile. The
instrument panel, at the time of installation, is valued at
$200 ($100 for the partially assembled housing as
imported from Canada + $98 of foreign components
added in the United States + S2 labor expended in the
United States).



UNITED STATES
Japan North America

A%

Total Value

* Instruments cluster housing & printed
circuits manufactured in U.S.

$24 for Japanese components
$25 U.S. labor and North American
components

Japan

®  The North American content for the instrument clu
calculated to be $200, or 100% of the total value.

Trade Agreement.

North America
M
\ $200

CANADA
51%
N. American
Content
($25/$49)
‘ Japan North America
$100
/otal Value
51% f * Gauges and wiring are
N. Atr119{ican imported from Japan
nten H | H
(851/8100) and installed in Canada

/

51% f
¢ Tachometer and speedmeter are goﬁ{re’:{ fean
imported from Japan and assembled ($102/$200)
in cluster housing

ster assembly that goes into the vehicle is

*  The actual North American content is only $29, 15% of the value of the cluster assembly.

*  $171 of the content for the instrument cluster actual
content because of the “roll-up” calculations as it crosses the border under terms of the U.S.-Canada Free

ly came from Japan, but counts as North American

Assembiled in
shicle

$200
Total Value—Counted as
all North American, even
though it contains only $29
of actual North American
content

Because 51 percent of the value of the completed
panel is autributable 1o North American value, the panel
i1s considered to originate in the United States and 100
percent of its value is eligible for the CFTA preference
(and its entire value can be counted by a
purchaser/assembler toward its own value threshold).
However, in absolute terms, the value of the North
American content is much less. The actual value added
in North America amounts to only $29 (the initial $25
of components and labor + $2 of Canadian labor + $2
of 510.5. labor) or only 14.5 percent of the total value of
$200.

Roll-up of major components in U.S.-assembled
vehicle to be shipped to Canada

Various transmission components, $80 of parts
from Japan, $80 of parts from Korea, and $80 of parts

from Germany, are imported into the United States
where they are assembled with U.S. components into a
transmission. Two requirements must be met in order
for the full value of the transmission to be considered
“originating” (U.S. or Canadian) in evaluating the
finished vehicle shipped under the CFTA: (1) the tariff
classification for each of these components must have
changed and/or the value-content criteria met; and @
the product must be assembled in a vehicle shipped
directly to the other party. In this example, assume that
all of the components were found to qualify under the
CFTA, and that the transmission has been sent to the
U.S. automaker. Since the transmission was deemed to
“originate” in the United States and the vehicle was
assembled in the United States, the transmission can be
considered 100 percent U.S. content when the vehicle
is exported to Canada.

37



Japan Korea
$80 $80

\

$285
All North American

" Taiwan u.s.
$80 $25

o

Transmission
manutacturer in U.S.

———————  $20 labor
(results in a tariff
classification change)

I

Automaker
in the U.S.

Conclusions

e Calculated North American Content —~ $285 (100%)
e  Actual North American Content ~ $45 (15%)
e  90% of the components are imported

One automaker indicated that a subsidiary
manufactures radios in North America from parts that
are largely sourced from third countrics. The foreign
materials represent about 54 percent of the total
materials cost, with the remainder obtained from U.S.
and Canadian firms. Counting direct labor and other
direct costs, representing about 36-37 percent of the
total cost of the radio, the result of applying the
value-content formula is a fractional result of about 51
percent, thus qualifying the radio as “originating.” Its
full “price paid” could be counted by the
purchaser/assembler with respect to the vehicle as a
whole.

Issues related to internal roll-up

The pricing of parts sold to assemblers is of
considerable  significance, because the CFTA
provisions on “price paid for originating materials”
effectively allow manipulations of price to affect
apparent domestic content of finished goods. This
factor points to added verification problems,
particularly with respect 1o related parties. A related
supplier, especially if he buys matenials from a related
initial fabricator, might be able to contribute more
originating value to the assembler’s finished vehicle by
increasing the component’s stated price and holding
constant the level of foreign content in the component.
This supplier could charge a correspondingly lower
price on other components, or the parent company
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could rebate to the assembler a portion of the price paid
in a way that would be difficult to identify.

Similarly, a third-country related supplier of a
foreign-owned automaker operating in the United
States or Canada could decrease the foreign content of
a component (and the ultimate vehicle) and/or lower
the “price paid [charged] for non-originating materials”
when the component is incorporated into a vehicle by
the related assembler.!’® Unrelated suppliers must
price goods competitively to locate buyers, and would
seem less likely to be able to change component prices
for one buyer—or to influence the eligibility of the
final product in the same manner as may related
suppliers.

As noted above, originating value is computed by
means of the following formula:

price paid for originating material plus
direct costs of processing

price paid for all materials plus
direct costs of processing

Transfer prices have tremendous impact on costs
and profitability, are subjective in most instances, and
may not permit an evaluation of actual profitability.
By eliminating corporate general and administrative

116 In addition, many firms take into account
fluctuations in exchange rates and make adjustments as
needed in pricing and sourcing.



expenses (G&A) from inclusion as a “direct cost of
processing or assembling,” the CFTA rules were
attempting to compensate somewhat for transfer
pricing and to avoid penalizing integrated producers.

A related problem, if a NAFTA rule were to
eliminate internal roll-up, is the difficulty of defining
those structures which will be treated as “related” or
“integrated.” U.S. Customs deems firms 1o be
“related” if one company has 5 percent or more equity
relationship in another. However, many industry
officials contacted by the Commission question
whether Japanese keirctsu companies can be readily
identified using that standard, because the automaker
and other components are often under common control
of a Japanesc banking or trading company.!'7  Audits
in such cases will of necessity be lengthy and difficult.

Industry use of roll-up

The majority of foreign-owned North American
automakers surveyed and one U.S.-owned automaker
use internal roll-up, 1o varying degrees, in determining
the North American content of their vehicles under the
CFTA. Two of the three U.S.-owned automakers stated
that they (apparently referring to the assembly
operations) “do not use internal roll-up” when
calculating North American content of the finished
vehicles, because they view the domestic content of
their automobiles and light trucks as being very high,
usually between 70 to 85 percent.!!® "On further
discussion, these firms indicated that related
components suppliers probably did include “rolled-up”
foreign value in the components’ prices.

Virtually all U.S.- and foreign-owned automakers
use external roll-up. Further, these dutomakers said
that they were unable to determine or provide the
“actual” or absolute domestic or foreign content levels
in their vehicles or parts, respectively. They said that it
would be extremely difficult to track the actual
domestic and foreign content of any major assembly,
let alonc a complete auto or light truck, considering
that an automobile consists of about 15,000 parts. The
industry representatives noted that to accomplish the
manufacture of major subassemblies, first tier-parts
suppliers purchase components from second-tier
suppliers, who in turn purchase less complex parts
from third-tier suppliers, and so forth.

With respect to questions about obtaining data from
unrelated suppliers, the automakers contacted by the
Commission indicated that such content information
and related values could not be obtained, and that they
rely on the certificates of origin supplied by their
suppliers. In these situations, assemblers are therefore
effectively precluded from verifying whether the
purchased parts comply—and at the extreme would be
unable to count particular purchases toward the value
threshold if there were any reason to believe they did
not qualify.

U7 USITC staff interviews with North American
automakers, October 1991.
118 Ibid,

Impact of eliminating roll-up on sourcing
strategies and production patterns

Firms were asked how their sourcing strategies or
the location of their plants would be affected if a
NAFTA rule said internally rolled-up foreign content
would no longer be included in calculating North
American content. Two U.S.-owned automakers
initially stated that a NAFTA rule eliminating internal
roll-up would have little or no effect on their corporate
strategies, but later indicated there would likely be
some impact on related suppliers and on component
pricing. The other U.S.-owned automaker maintained
that if internal roll-up were eliminated, but external
roll-up continued to be allowed, the firm would have to
consider sourcing cerain components from unrelated
vendors. In the process, its representative indicated
that the company would be forced to absorb a
significant cost for idled plant capacity and to la?' off
numerous employees in its component divisions. 19

Foreign-owned automakers operating in the United
States and Canada indicated that they were uncertain as
to how an elimination of internal roll-up could affect
their companies’ sourcing strategies. They stated that
there are many other factors which influence sourcing
and production patterns, such as price, quality, and
proximity to market and suppliers.

Both US.- and foreign-owned automakers
operating in the United States and Canada stated that
they were uncertain how an elimination of external
roll-up would affect their sourcing and production
strategies, because they do not know the “actual”
domestic content of the automotive components
purchased from outside vendors. They noted that
vendors are required only to certify that the goods
originate in the United States or Canada, not to set
forth all pertinent data relating to content.

However, in Commission interviews, these
companies indicated that they would likely source
more components from North America if external
roll-up were not permitted. At the same time, all
automakers agree that the absence of extemal roll-up
would result in a very complex purchasing and
accounting system, which would track the exact
percentage and value of foreign and domestic content
for thousands of vehicle parts from hundreds of
suppliers and would require constant monitoring and
updating as engineering changes result in part number
additions and deletions. It was widely indicated that
this restriction would result in a costly and inefficient
compliance system for vehicle manufacturers and in
severe auditing complications.

Documentation

Under Customs regulations (19 CFR sec. 10.307), a
claim for CFTA preference must specify on the entry
summary or other document for each HTS subheading
covering an eligible good the appropriate symbol
prescribed by regulation; failure to make such an

N9 USITC staff interviews with U.S.-owned
automakers, October 1991.
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affirmative claim at the time of filing the entry
summary will result in the assessment of
otherwise-applicable duty rates. In addition, an
exporter’s certificate of origin must accompany such
goods, other than informal entries and certain
noncommercial importations. Supporting evidence or
documents can be required by Customs, which can
demand any verification deemed necessary.

As to motor vehicles, as noted above, section
10.310 of the regulations allows a manufacturer (under
the CFTA or the APTA) to—

elect to average, over its 12-month
financial year, its calculation of the
value-content requircment for vehicles of
the same class or sister vehicles which are
assembled in the same plant as provided
for in the Agreement. A manufacturer
must declare its election to average before
the importation of any vehicles produced
within the identified 12-month period.

Any such arrangement approved by Customs seems
likely to continue in place until a significant change or
problem is brought to Customs’ attention. Because of
the volume of vehicles involved, and the number of
entries filed over a year, this rule would seem to
facilitate Customs’ day-to-day handling of vehicle
trade but at the same time to limit significantly its
ability to carry out ongoing verification (1o the extent
of available manpower) for an electing manufacturer
during its year. Only at the conclusion of a financial
year can the actual average value content be computed.
At that point, the goods have entered the stream of
commerce, the company cannot change any aspect of
the production or importation of the goods, and it may
face penalties if its goods are found not to have
complied.

Such a rule deviates from the prevailing
requirement that each entry be accompanied by all
documcnts necessary for Customs to determine that the
goods concerned qualify for the treatment sought. This
requirement not only makes the information more
accessible for administrative purposes but also serves
as an incentive for the importer to comply with all
applicable provisions of law or regulations. While the
averaging standard obviously allows greater flexibility
to the electing firms, it means that the quantity of
goods receiving benefits of the tariff preference could
be wider than was predicted and that third-country
content levels are difficult to verify.

Administration

Article 303 provides for regular consultations
between the parties “to ensure that the provisions . . .
are administcred effectively, uniformly and consistently
with the spirit and intent of this agreement.” Revisions
based upon technological changes or “other matters”
are allowed, by agreement of the parties. It is unclear
whether this language has resulted in frequent or daily
communications between customs officials of the two
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parties or in relatively infrequent consultations
(perhaps at a higher policy level) involving particular
problems deemed to be of especial significance.

Difficulties with the Rule

Wording Problems

Specifically, particular features of the CFTA rule
seem likely to pose significant difficulties. The
primary one is its complexity, both as a result of the
adoption of the enumerated CTH approach and of its
legalistic nature. The rule’s provisions and definitions
are carefully written and interdependent, but the words
and relationships are not always obvious (whether or
not intentionally so).

For example, many of the enumerated tariff change
clauses are set forth to require a change from one tariff
subdivision to another, while others are written to
necessitate a change to one category from another. The
effective difference between the two
wordings—namely, that it is considered more difficult
(in terms of the nature and extent of processing
required and of satisfying Customs) to satisfy a
standard based upon shifting goods into a particular
heading than out of one—is not readily apparent to the
average reader, even if the underlying tariff language
itself is compared.!?® Nor is it clear from the
agreement that any particular level of foreign inputs
(all, some portion, or even one of them) in an article for
which benefits are claimed must have met the tariff
change or supplementary criteria applicable thereto.!2!

Other interpretative problems and ambiguities
surround several terms critical to the CFTA, such as the
analysis of the “price paid” for materials or
components and whether sellers and purchasers have
priced them at arm’s length when the two entitics are

120 The apparent explanation for this view is thal, once
a good is classified as an article falling into a particular
tariff category, and especially if the taniff category is one
covering finished goods as opposed to parts, the only way
to compel a reclassification of the article is to disassemble
or destroy it (returning it to the status of “parts” or
“materials” or causing it to be scrap). By contrast, only
small processing of or additions to goods may cause them
to be viewed as “more than” the named goods of a tanff
category and thus classifiable as more advanced products.
This situation is largely a factor of particular physical
characteristics pertaining to goods and of the pertinent
tariff Provisions.

128 According to Customs, the U.S. interpretation is
that each foreign-origin component or material must
achieve one of the enumerated changes of tariff
classification (and meet supplementary criteria) or qualify
based upon value content. (Meeting with John Valentine,
Office of Regulations and Rulings, U.S. Customs Service,
Sept. 16, 1991.) Canada appears 1o have adopted the
same interpretation, as indicated by the “Layman’s Guide
to Free Trade” set forth in McGoldrick’s (1988)
two-volume compendium of Canadian customs acts.
According to industry sources, this rule was espoused
almost immediately after the CFTA became effective,
without prior indication to the private sector.



related parties.’22 To comply with CFTA requirements
would seem 10 necessitate that components and
materials be segregated into two groups, U.S./Canadian
origin and foreign origin, and be tracked through the
manufacturing process to ensure a proper match
between these inputs and the final exported product.
For some firms this tracing is overly costly or difficult,
compared to the benefits. Two possible reactions may
result: a conscious choice to forego CFTA benefits
(especially where duty rates on the product concerned
are low), or the completion of required documentation
without the actual ability to prove the necessary tariff
changes or contribution.

Direct Costs of Processing/Assembling

The agreement’s provisions conceming direct costs
of processing have been among the most troublesome
from an interpretative standpoint, but are at the same
time of critical importance in establishing eligibility for
CFTA benefits. The requirements as to what will and
will not be deemed to be a direct cost of processing or
assembling are reportedly not as clear as the trading
community would like, and customs administrations in
the two countries have not fully elaborated all aspects
of the accounting involved. @ Where no clear
administrative guidance is provided, the trading
community may have problems complying with the
rule (potentially to such an extent that certificates of
origin are filed with shipments despite the fact that
some firms involved reportedly do not actually
compute the necessary figures for proving eligibility).

Perhaps the single problem with the CFTA rule

cited by those supplying information during this
investigation has been the lack of written and oral
guidance by the Customs Service in the form of
detailed regulations and rulings. Many industry
sources indicated that, together with legal counsel, they
tied to arrive at appropriate and workable
interpretations of language when they began to import

21t would appear that Customs has attempted, on
more or less a ruling-by-ruling basis, to provide a legally
consistent framework for its overall interpretation of the
CFTA regime. See, for example, Internal Advice 61-90,
CIE N-36/75 (HQ 087897) of Dec. 5, 1990, where an
importer who claimed eligibility for automobile window
guides on the basis that they were “wholly originating,”
although painted with foreign paint was denied such
benefits on the grounds that he did not so prove. Customs
stated—

In order for the window guides to be “wholly
obrained or produced™ every ingredient in the plastic and
the paint must be made exclusively from such extracted
minerals or harvested goods in the United States and/or
Canada. We do not have sufficient facts or evidence o
make this determination.

(The window guides were, however, considered
covered by APTA because the imported paint did change
tariff heading.) Such an interpretation, while logical, does
pose additional burdens on both parties and Customs, and
would seem to cause confusion as to goods that for MFN
purposes would be “products of Canada” but would be
“foreign™ under APTA or CFTA.

under the CFTA and were subsequently faced with
disqualified entries or other roadblocks they felt could
have been avoided. Even now, final texts of
regulations have not been issued, and many issues of
interpretation are unsettled.

One result of this situation has been that some
firms believe that their goods are in overall compliance
and pay liule attention to the tracking and
documentation of value required by the rule. Because
of averaging, and with monthly entry summaries
(rather than individual entries) being filed, firms have
indicated that where they assume they use domestic
content in their overall production at a level above the
50 percent minimum, they do not maintain accounting
records to establish comphiance in the event of an audit.
At least one firm indicated that any detailed definition
of costs acceptable to Customs would be acceptable,
because (even if disputes as to the definition existed)
there would at least be a higher degree of certainty that
goods would eventually qualify.

The terms of article 304 itself present numerous
questions. Some of the above cost categories appear
ambiguous, such as “development costs” (development
may or may not equate to or include any portion of
“research and development”). Also, many costs that
might ordinarily be recorded by accountants as indirect
labor, allocated overhead, or even selling, general, and
administrative expenses (SGA) are here legally defined
as “direct” costs. Nor do all firms use comparable
terminology (such as account titles) or practices in their
accounting records.123 This confusion complicates any
effort to verify a firm's assertion that particular
contributed elements should be counted and perhaps
requiring changes in accounting or record-keeping
practices. Last, the same definition for such costs is
used regardless of any legal relationship that may exist
among firms, so that no criteria for adjustments to costs
of related parties are adopted.

In the absence of regulations, the cost provisions
may sometimes be interpreted and applied in the
broadest manner by the industry. For example, one
producer claimed that if an auto plant does no selling,
marketing or distributing, all costs incurred at the plant
are allowable direct costs of processing unless
specifically prohibited from being considered as such
by the agreement. These aspects cannot be addressed
in the context of this report, because no firm contacted
submiued complete information as to its cost
computation process. It is clear that a firm’s
interpretation of “direct costs of processing” can
influence stated content levels.

12 Variations in generally accepted accounting
procedures, especially with regard to firms in Mexico, and
the fact that separate accounting records for tax and
financial purposes are widely kept, may present severe
problems if a value-added or value-threshold criteria are
embodied in the NAFTA rules of preference. In addition,
currency controls and changing exchange values seem
likely to impair the effectiveness of such a standard.
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Industry representatives mentioned examples of
some costs which, they claim, may or may not be part
of direct cost of processing. These examples include
training, employee problem solving or quality groups,
data processing, payroll administration, toolmaking,
experimental or trial assembly lines, processing
supplies, lubricants, protective clothing, expensed tools
consumed in the manufacturing process, and computer
equipment used to run the manufacturing equipment.

_ A Dbigger difficulty has reportedly involved

significant disputes as to the meaning of the language
“costs directly incurred in, or that can reasonably be
allocated t0” and of the word “including”. There have
been differences in opinion between industry and
Customs as to (1) whether the enumeration is
all-inclusive, and (2) whether costs outside that list, or
that are not clearly shown by existing accounting
structures, that firms consider “reasonably allocated” to
production may in fact be counted toward the
50-percent standard. In addition, because no detailed
standards have been finalized to date, firms have
asserted that they have been adversely affected by
improper retroactive interpretations by Customs.
These companies indicate they are being audited in
relation to 1989 and 1990 shipments despite efforts on
their part to apply the agrecment’s language in a
reasonable manner.

Application by Customs Officials

Uniform application of the CFTA rules of
preference can also be impeded by differences between
national implementing legislation and by varying
interpretations by customs officials.’?* = A chief
example may be found in a change in wording reflected
in the U.S. statute that has been interpreted by Customs
in such fashion as to narrow the apparent intent of a
CFTA provision. The agrecement scts forth, in annex
301.2:3, two instances where CTH can fail to occur and
states that in such cases the goods shall not be trcated
as originating in a party.

In paragraph 4, it then provides that
“[n]otwithstanding paragraph 3, goods!ZS shall
nonetheless be considered to have been transformed in
the territory of a party and be treated as goods
originating in the territory of a party” if the value test
and the no-third-country processing rule are met. The
opening clause implies an intent to provide a second
means of establishing origin; that is, both goods
covered by paragraph 3 and goods for which an
importer can prove eligibility on a value basis would
seem 10 be within the purview of paragraph 4.
However, as reflected in section 202(c)(3) of the U.S.

12 While the United States includes tariff enumerations
at the 8-digit (national) level, Canada’s are set forth at the
2- to 6-digit (international) levels. The extent to which
these differences result in varying treatment is unknown,
and would require considerable and lengthy
information-gathering beyond the time limit provided for
this study.

13 It may be observed that the use of “goods" implies
that paragraph 4 can cover the finished/exported product,
as well as materials which have undergone processing and
for which “originating status” is being sought.
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statute,126 only those assembled goods for which a
CTH is impossible by virtue of the tariff nomenclature
could establish eligibility by value.

This difference has affected two classes of
merchandise. First, where the negotiators did not
include the combination of tariff provisions applicable
to a product and its inputs, the product can never
qualify for reduced duty or duty-free entry despite the
fact that (under substantial transformation) it is_a
product of Canada for ordinary customs purposes.}27
Second, for some tariff headings, inputs that are not
considered “parts” for “assembly” fall in the same
category as the ultimate product, and no amount of
processing can change the tariff classification. Because
these situations are not described in paragraph 3 (or its
corresponding U.S. statutory provision, section
202(c)(2)), the affected goods can likewise never
obtain CFTA benefits in ‘the United States, again
despite the fact that the operations concerned are
viewed as accomplishing substantial transformation.

The extent to which either situation applies to any
goods in the automotive products sector is not known,
and would be extremely difficult to ascertain (because
of the size of the automobile and automotive parts
industry and the number of ports of entry involved).
However, it would be a misstatement to say, even at the
end of the transition period, that all goods that would
for MFN purposes be “products of Canada” will
receive duty-free entry into the United States under the
agreement. ‘

Vehicle Provisions

Specified Criteria

The tariff change list for purposes of section XVII
of the HS (vehicles, aircraft, vessels and associated
transport equipment) is set forth below (omitting one
provision solely concerning vessels):

1. A change from one chapter to another.

2. A change to any heading of this Section (other
than a heading within the groups 8701-8705 or
8901-8905) from another heading other than a
parts heading.

3. Achange to any heading of this Section from a
parts heading; or within any heading, a change
to any subheading from a parts subheading;
provided, that the value of materials originating
in the territory of either Party or both Parties
plus the direct cost of processing performed in
the territory of either Party or both Parties
constitute not less than 50 percent of the value of
the goods when exported to the territory of the
other Party.

126 pyblic Law 100-449 of Sept. 28, 1988, the United
States-Canada Free-Trade Agreement Implementation Act
of 1988, 102 Stat. 1851, at 1857.

127 Unless additions to the CTH enumeration are
negotiated and agreed to by the two parties.



4. Achangetoheadings8701-8705 from any other
heading; provided, that the value of materials
originating in the territory of either Party or both
Parties plus the direct cost of processing
performed in the territory of either Party or both
Parties constitute not less than 50 percent of the
value of the goods when exported to the territory
of the other Party.

Other enumerated combinations of tariff heading
changes may apply to imported materials or other
inputs used by automotive parts manufacturers o
produce parts or subassemblies for which certificates of
origin must be supplied, depending on the respective
tariff classifications of such goods.

Certification

The CFTA cenification procedures as to value
content, including the above vehicle-related value
standards, have been described as confusing and
cumbersome. One General Motors official has
indicated that the CFTA rules are so complicated that
many importers and exporters do not utilize the
program. This official reported that such certification
is required for “‘each product of each supplier sold to
each customer which certifies the county of origin for
that product. If the product is changed even slightly, a
new certificate must be issued,” according to the
official. Thus, an importer is reportedly faced with
endless paper work and is often required to duplicate
very similar transactions.128

Relationship to APTA Eligibility

Under chapter 10 of the CFTA, on trade in
automotive goods, the legal relationship between the
CFTA and the bilateral auto pact is defined. Article
1005 provides that the CFTA rules of origin apply to
all “automotive goods imported into the territory of the
United States” and (rather more narrowly) only to
“automouive goods imported into the temitory of
Canada under this Agreement.”'?° Canada is thereby
afforded the legal right to retain its own regime under
the auto pact, which waived customs duties for
approved, enumerated manufacturers showing that
substantial costs of processing are attributable to
Canada.!3® On the US. side, the CFTA and APTA
qualifying criteria are identical for all firms.

12 Complicated Rules of Origin Set by FTA
Discourage Exporters, GM Official Says, 6 Int'l Trade
Rep. (BNA) No. 41, at 1355 (Oct. 18, 1989), interviewing
Terry McBride, Manager of Customs for General Motors
of Canada, referenced in Note, "United States Exports with
a Japanese Label: Potential Effects of EC '92 on
Automobiles Manufactured by Japanese Companies on
U.S. Soil" 24 Geo. Wash. J. of Int'l L. & Econ. 623

(19912.

12 Emphasis supplied.

1% For a full report on the pre-auto pact Canadian and
U.S. legal regimes and the implications of the pact, see the
report of the Commission to the House Ways and Means
Committee on H.R. 6960, the Automotive Products Trade
Act of 1965, April 23, 1965).

The principal differences in practical terms
between the two programs are that (1) duties under the
auto pact are immediately eliminated, while duties are
being reduced in stages under the CFTA,!3! and (2) if a
firm desiring to import into Canada is not on the list in
annex 1002.1, it must import under the CFTA (meaning
that it must meet the 50 percent content standard), but
firms on the list can use either method.!32 Whenever
there are variances in both the applicable external duty
rates and the origin/preference criteria in such a
bilateral context, diversion and deflection of trade by
outside firms seems more likely to arise.

Qualifying Firms

Other provisions of chapter 10 of the CFTA reflect
the negotiated differences in treatment to be afforded
by the two parties, although the language is not easy to
interpret. The approved manufacturers list set forth in
annex 1002.1 creates three groups of firms, essentially
described as the old Canadian auto pact list (part one),
the list of foreign transplants located in Canada (part
two), and a list of four new companies (part three).

The part two firms are those that had already
qualified for export-based waivers of Canadian duties
before the CFTA and those that were “reasonably
expected to qualify by the date of entry into force™ of
the CFTA. The part three firms had qualified for or
were expected to qualify for production-based waivers
of Canadian duties. The part two firms can continue to
receive duty waivers until the close of 1997, but as of
January 1, 1989 were precluded from counting duties
paid on exports to the United States from the totals
being claimed. The part three firms’ waivers, to the
extent the duty waived is based on Canadian value
added in Canadian products, terminate by no later than
the close of 1995.

As 10 part on¢ firms, articles 1005 and 405 provide
that performance requirement-dependent duty waivers
can continue, even beyond January 1, 1998.133 These
are the only companies allowed such treatment after

Bt should be noted that eligible firms exporting to
Canada under the APTA may enter other APTA-covered
goods from third countries into Canada free of duty as
well. The United States has no comparable duty
provision.

132 According to industry observers, the changes made
by the CFTA have “already diminished foreign investment
in Canada's auto industry [citing U.S.-Carada Pact Has
Chilled Auto Investment Climate in Canada, Auto Parts
Industry Says, 6 Int’l Trade Rep. (BNA) No. 10, at 296
(Mar. 8, 1989)]. Unless the FTA rule-of-origin provisions
are modified to ease certification and to place the same
local content requirements on automakers, regardless of
their pre-FTA standing, significant trade diversion will
continue because the Japanese will not open auto plants in
Canada. Also, imports into Canada and exports from
Canada are likely to decrease.” See Note, “United States
Exports with a Japanese Label: Potential Effects of EC
'92 on Automobiles Manufactured by Japanese Companies
on U.S. Soil,” 24 Geo. Wash. J. of Int’'I L. & Econ. 623
(1991).
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that date (unless part one is modified). Thus, whether a
firm uses CFTA or auto pact provisions to obtain duty
reductions or eliminations depends on its status in
Canada, its content levels, its sourcing changes for
CAFE purposes, the duty rate applicable, and many
other factors.

Averaging

Paragraph 2 of article 1005 allows a manufacturer
1o elect to average over a 12-month period for each
class of vehicles or sister vehicles assembled in the
same plant (whether or not for export to the other
party), as an aliernative to value calculations by
vehicle. That election would substantially widen the
possible limits on car-to-car variances in foreign and
domestic content on autos traded between the parties.

This provision was reflected in U.S. law by means
of a grant of authority 10 the Secretary of the Treasury
to issue regulations on the averaging of value content
(section 202(e) of the CFTA implementing legislation).
Customs regulations specify that manufacturers
importing motor vehicles under the CFTA can average
over their respective 12-month financial years and must
file quarterly and annual reports on vehicle content
with the Customs Regulatory Audit Division in Detroit.
(19 CFR secs. 10.84, 10.310-311) Under section
10.310(c), a firm electing to average need not file
certificates of origin with any shipment but instead are
directed to attach a copy of its declaration of election to
average. Thus, it is only possible to examine and
verify the value content of any shipment after the fact,
with a complicated audit trail for Customs to follow.
Individual shipments could deviate significantly from
the figures submitied to Customs as a firm’s average.

The regulations also authorize a Customs officer to
accept, in lieu of a cenificate detailing the vehicles’
content, a form from firms not electing to average for
value-content purposes stating that third-country
materials were included but that—

It is impractical to ascertain the exact
number of units of third country material,
if any, used in its production or the price
paid (and other costs required to be
included in the price paid) of such
materials but 1o the best of (my) (our) (its)
knowledge the materials are described
(sufficient  for tariff classification
purposes) as follows:

133 For an analysis of Canadian content and
production/sales performance requirements, see the
Commission’s report to the House Ways and Means
Commitiee on H.R. 6960, the Automotive Products Trade
Act of 1965 (April 23, 1965). A bound volume containing
the report and supporting documents, including Canada’s
orders in council implementing the auto pact, may be
found in the Commission’s library. The manufacturers in
Canada were assigned differing required levels of
Canadian content and processing costs based on a formula
taking into account net sales and other factors.

Commercial invoices covering the goods must be
attached, providing basic information about imported
inputs. '

Corporate Average Fuel
Economy Standard

Background

Following the 1973-1974 oil embargo and energy
supply crisis, the U.S. Congress enacted the Energy
Policy and Conservation Act of 1975 (EPCA)!3* 1o
reduce U.S. dependence on foreign oil by enhancing
supplies of fossil fuels through increased production
and energy conservation programs. EPCA established
a major program to bring about improved motor
vehicle fuel efficiency.

Tite III of EPCA added Title V to the Motor
Vehicle Information and Cost Savings Act
(MVICSA).135 Tide III required the Secretary of
Transportation (NHTSA)!36 10 establish mandatory
average motor vehicle fuel economy standards for
passenger automobiles!? and light trucks.!3® These
standards are referred to as corporate average fuel
economy standards (CAFE).139 Average fuel economy
standards refer to performance standards which specify

134 pyb. L. 94-163, Title III, December 22, 1975, 89
Stat. 901.

135 pyb. L. 92-513, Title V, 15 US.C. 1901 et seq.

136 The Secretary delegated this authority to the
National Highway and Traffic Safety Administration
(NHTSA); see 49 CFR 1.50.

137 An automobile is any 4-wheeled vehicle propelled
by fuel that is manufactured primarily for use on public
streets, roads, and highways, and that is either rated at
6,000 pounds gross vehicle weight (g.v.w) or less, or, if
rated more than 6,000 pounds g.v.w. but less than 10,000
pounds g.v.w., meets, as determined by the administrator
of NHTSA, certain specified criteria. See 49 CFR 523.3.
A passenger automobile is any automobile (other than an
automobile capable of off-highway operation)
manufactured primarily for use in the transportation of not
more than 10 individuals. See 49 CFR 523 4.

138 A light truck is an automobile other than a
passenger automobile that is either designed for
off-highway operation or performs at least one of the
following functions: (1) transports more than 10 persons,
(2) provides temporary living quarters, (3) transports
property in an open bed, (4) provides greater
cargo-carrying than passenger-carrying volume; or (5)
permits expanded use of the automobile for cargo-carrying
purposes through removal of seats by means installed for
that purpose by the manufacturer. See 49 CFR 523.5.

139 Average fuel economy standards for passenger
automobiles manufactured after 1977, in model years
1978-1980 and in model years 1985 and beyond were set
out in EPCA. Standards for model years 1981-1984 were
1o be determined by the Secretary of Transportation.
Standards for covered vehicles other than passenger
automobiles (i.e., light trucks) were to be set by the
Secretary at a level that is the maximum feasible average
fuel economy which the manufacturers are able 1o achieve
in each model! year. See 15 U.S.C. 2002 and 49 CFR
531.5.



minimum levels of average fuel economy!4C which are
applicable to a manufacturer in a model year.14! In
addition, Title III assigned to the Administrator of the
Environmental Protection Agency (EPA), the
responsibilitz for calculating “average fuel
economy”!42 as well as for determining “fuel
economy,” 43 “model type,” and “model year.”

Individual vehicles and models are not required to
meet the mileage standard, rather each manufacturer
must achieve an average level of fuel economy for all
specified vehicles in a given model year. The CAFE
standards apply generally to any domestic or foreign
vehicle manufacturer that manufactures (whether or not
in the customs territory of the United States) 10,000 or
more passenger cars in a model year.!4

Under the law, manufacturers failing to meet the
standard are liable for a civil penalty of $5 muitiplied
by each tenth of a MPG the applicable average fuel
economy standard exceeds the average fuel economy
and multiplied by the number of automobiles covered
by the standard and manufactured by the manufacturer
in a model year.!45 Thus, the penalty applies to all cars
sold in the fleet in question, not just the particular
models that bring the average below the minimum
level. A manufacturer that fails to meet CAFE
standards established for a particular model year may
apply credits generated by exceeding the law in up to

140 Fyel economy standards are set out in 49 CFR
531.5.

141 Model year means the manufacturer’s annual
production period (as determined by the Administrator of
EPA) that includes January 1 of such calendar year. If a
manufacturer has no annual production period, model year
means calendar year. 40 CFR 600.002-85(a)(6).

192 EPCA provides that the average fuel economy for
passenger automobiles be calculated by dividing (a) the
total number of passenger automobiles manufactured in a
given model year by a manufacturer, by (b) a sum of
terms, each term of which is a fraction created by
dividing—(1) the number of passenger automobiles of a
given model type manufactured in the model year by (2)
the fuel economy measured for such model type. See 15
U.S.C 2003 and 40 CFR 600.510-86. The calculation for
light trucks was lefl 1o rules devised by EPA. Under those
rules, for each model, EPA divides the number of vehicles
manufactured in that model line by the fuel economy
measured for that model. The total number of light trucks
manufactured in a given model year is then divided by the
sum of the calculauon for each separate model.

143 Fuel economy means the average number of miles
traveled by an automobile per gallon (MPG) of gasoline or
equivalent fuel consumed.

1% 1 ow-volume automobile manufacturers, that is
manufacturers who have produced fewer than 10,000
passenger automobiles in the second model year preceding
the affected model year or in the affected model year, may
petition the Secretary of Transportation for exemption from
the otherwise applicable CAFE standard for passenger
automobiles and establishment of an approprate alternative
average fuel economy standard. See 15 U.S.C. 2002(c)(1)
and 49 CFR Part 525.

14515 U.S.C 2008.

three model years prior to or following the affected
model year. The system of credits was instituted in
1980 and was applied retroactively.!46

EPCA also permits automakers to petition NHTSA
for rollbacks or decreases in the CAFE standards when
they are unable to be met because of consumer
preference or other factors. A softening of oil prices in
the mid-1980s diminished the demand for small cars,
and these circumstances prompted U.S. automakers to
petition NHTSA for rollbacks. Subsequently, for
passenger autos, CAFE was rolled back for model year
1986 through 1989 (see Table 6).

Domestic and Non-Domestic Fleets

In calculating average fuel economy for passenger
automobiles, EPA is required by EPCA to separate the
total number of passenger automobiles manufactured
by a manufacturer into two categories—(1) passenger
automobiles which are domestically manufactured and
(2) passenger automobiles which are not domestically
manufactured (imported)—and caiculate the average
fuel economy of each separately.!4” Each category is
treated as if manufactured by a separate manufacturer.
This provision permits manufacturers to segregate their
fleets of passenger automobiles into two segments,
domestic and imported. Each fleet must comply with
the same CAFE standard.

A car line!8 is considered domestically produced
if less than 25 percent of the components are
imported.!4® This percentage is calculated as a ratio:
the sum of the declared value of imported components
plus the cost of transportation and insurance for the
components to the United States or Canadian port of
entry, divided by the cost of production.!50

The declared value of imported components is the
value at which components are declared by the
importer to the Customs at the date of entry. The cost
of production of a car line is defined as the average
U.S. dealer wholesale price for such car line as
computed from each official dealer price list effective

146 See 15 U.S.C. 2002(1)(1)(a) and 49 CFR Part 535.

47 See 15 CFR 2003(b)1).

148 Car line means a name denoting a group of
vehicles within a make or car division that has a degree of
commonality in construction (e.g., body, chassis). Car line
is generally not distinguished by characteristics as roof
line, number of doors, seats, or windows. 40 CFR
600.002-85(a)(20).

149 Components are considered imported unless they
are either wholly the growth, product, or manufacture of
the United States and/or Canada, or substantially
wansformed in the United States or Canada into a new and
different article of commerce. Imported components
which are purchased and merely incorporated by assembly,
are not considered to be substantially transformed and are
included in the imported content. EPA has stated that
imported raw materials should not be included in
calculation of the imported content ratio, since the
materials are likely to have undergone substantial
transformation in the United States or Canada.

156 40 CFR 600.511-80; supplemental information
provided by the U.S. Environmental Protection Agency.
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Table 6
Federal CAFE standards, 1978-91

(Miles per gallon}
Model year Light trucks
Passenger cars 2-wheel drive 4-wheel drive

1978 . e 18.0 no standard no standard
1970 . e 19.0 17.2 15.8

1080 ... 20.0 16.0 14.0

0BT L e 22.0 16.7 15.0

1982, it e 24.0 18.0 16.0

1088 . it 286.0 19.5 175

1984 . e e e e 27.0 20.3 18.5

108G . .o et 27.5 19.7 18.9

1086 . .ottt 26.0 20.5 19.5

1087 . ot e e 26.0 21.0 19.5

1088 . e 26.0 21.0 19.5

1989 . e 26.5 215 19.0

1990 . . it 275 20.5 19.0

100, o e, 275 20.7 19.1

Source: U.S. Environmental Protection Agency.

during the course of a model year, multiplied by the
number of automobiles within the car line produced
during the part of the model year that the price was in
effect. 15!

If EPA finds that the declared value of imported
components did not represent fair market value at the
date of entry,!52 it may review its determination made
as to whether the car lines which utilize such
components were correctly included within the
manufacturer’s domestic or foreign fleets. If EPA finds
that determination was in error due 1o
misrepresentation of the value of the imported
components at the date of entry, it may recalculate the
manufacturer’s average for the affected model year, in
order to correctly reflect the valuation of those
components in each affected car line.!53

For example, an automobile manufacturer may
import engines, which with minor adjustments, are
used in several car lines. If EPA determines that the
declared value of those engines did not represent fair
market value at the time of customs entry, EPA could
recalculate the foreign content levels of the vehicles
using those engines. The new foreign content levels
could differ from those used by the manufacturer in
determining its domestic and non-domestic fleets, and
as a consequence, change the average fuel economy for
each fleet which in turn might result in failure to
comply with the applicable CAFE standard.

Final decisions regarding the appropriate category
(domestic or non-domestic) for a car line and related
average fuel economy matters are made by NHTSA,

151 40 CFR 600.502-81.

152 At the time of entry, importers are only required to
pay estimated duties, which when applied to the value of
the goods are based upon the importer’s declared value of
the goods. The final assessed duties are based upon the
final rate of duty applied to the value of the goods as
appraised by Customs and may or may not be equal to the
estimated duties.

13340 CFR 600.511-80.
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while EPA administers the procedures. As a matter of
policy, EPA has permitted manufacturers to calculate
their own domestic conient levels, subject to EPA audit
and oversight. Furthermore, EPA has ruled that
manufacturers do not need to submit the cost of
production, percentage of domestic content, or declared
value for a car line; EPA allows manufacturers to
simply report the category into which each car line
falls. EPA targets its oversi%ht efforts on vchicles near
the 25-percent import limit.!54

Recently, EPA began an audit of the methods used
by several manufacturers to calculate domestic content
and determine the makeup of their domestic or
non-domestic fleets. The methods used by those
manufacturers varied, although they shared a common
theme. No manufacturer audited was actually tracking
declared value. Instead, they were inferring this value
from an accounting model that broke a vehicle down
into components (the level of detail tracked varied
among manufacturers).

Manufacturers classified each component as being
domestic or imported based on their assembly
information. If the component was purchased from a
vendor, in some cases the vendor was asked about the
origin. However, in the majority of the instances, the
component was considered to have originated at the
address of the vendor (unless the vendor was known o
have simply repackaged components purchased from
another source). The cost of imported components
were then summed to reach a surrogate for declared
value.!55

Legally, EPA does not allow domestic car lines to
be averaged with non-domestic car lines. Average fuel
economy must be calculated separately for the fleet of
domestically-produced car lines and the fleet of
non-domestically-produced car lines. However, within
a car line (which includes station wagons together with

154 Information provided by EPA.
135 Information provided by EPA.



sedans for CAFE purposes), data relating to the cost of
production and declared value of imported components
for all vehicles, regardless of plant of manufacture (or
location of that plant) are totalled. This has the effect
of “averaging” vehicles built at a U.S. plant with
vehicles built at a foreign plant if the vehicles are in the
same car line.!56

Impact of CAFE Standards on Industry
Sourcing Patterns

U.S.-Owned Automakers

While presumably the limit on the amount of
imported content was intended to encourage domestic
production of fuel efficient passenger cars,
manufacturers have noted that exceeding the 25 percent
threshold for imported content on certain car lines can
improve a domestic fleet CAFE. Because U.S.
automakers build many of their fuel -efficient
automobiles abroad, it is often difficult for them
achieve a mix of passenger automobiles which both
satisfy CAFE standards and at the same time can be
marketed successfully. By moving some of their less
fuel efficient automobile production abroad or by
producing domestically with more than 25 percent
imported content, a manufacturer may be able to meet
the CAFE standard for both its domestic fleets and its
import fleet, where the higher fuel economy of
imported smaller and lighter cars can offset the larger,
less fuel efficient models in the non-domestic fleet.

An example of this practice can be seen in the 1992
model Ford Crown Victoria and Mercury Grand
Marquis car lines. Beginning in mid-1991, some
components that were purchased previously from U.S.
and Canadian suppliers were sourced from third
country partsmakers. Domestic content went from
about 90 percent to less than 75 percent.!5’ This
change in sourcing caused thc two car lines to be
included in Ford’s import fleet rather than its domestic
fleet for CAFE purposes, which resulted in a better
balancing of the CAFEs of the two fleets.!58 CAFE
considerations appear to have influenced decisions by
General Motors and Toyota, the owners of New United
Motor Manufacturing, Inc. (NUMMI), to increase
North American sourcing of components for the Geo
Prizm.159 '

Japanese-Owned Automakers

Assembly plants in the United States operated by
foreign manufacturers (except for Volkswagen of
America in the 1983-86 model years!60) have generally

136 Information provided by EPA.

15741991 Accord to qualify as 'American’ car”,
Automotive News, April 2, 1990.

15841991 Accord to qualify as 'American’ car”,
Automotive News, April 2, 1990.

1% “Small-car content shift leads GM’s CAFE plan”,
Automotive News, June 26, 1989.

16041991 Accord to qualify as 'American’ car”,
Aulomotive News, April 2, 1990.

not reduced import content for CAFE purposes below
the 25 percent limit. As now structured, the CAFE
standards appear to provide -a disincentive to these
companics to increase the domestic content of their
fleet. As long as they exceed the 25 percent imported
content threshold, they can keep their U.S. produced
models in their non-domestic fleet, which is still rich in
CAFE credits and import large and profitable cars from
manufacturing bases in Japan.

As of the 1991 model year, none of the eight
Japanese automakers building cars in the United States
under its own name produce models that are considered
domestic models for the purposes of CAFE. It has
been reported however, that the 1991 model Accord
manufactured by Honda of America Manufacturing,
Inc., reached a 75-percent domestic content although
the entire Accord car line (which includes direct
imports from Japan) continues to be treated as a
non-domestic fleet for CAFE purposes. At the same
time, the Honda Civic model achieved a 72-percent
domestic content,!! and reportedly is projected to
reach16725-percent domestic content in model year
1992.

As Japanese manufacturers shift more production
of passenger automobiles to North America and
reduced import content levels begin to shift some
models out of non-domestic fleets, they could be faced
with the challenge of having to making relatively large
gains in fuel-economy ratings in order to avoid costly
penalties. Such concerns are reported to have caused
Nissan Motor Co. to slow down its domestic-sourcing
and indicate that the company will hold its
Tennessee-built Sentra below the 75-percent domestic
mark to avoid the issue.!63

Mexican-Produced Vehicles

Mexico’s “Big 5” automakers are Ford, GM,
Chrysler, VW, and Nissan, The U.S.-owned
manufacturers all assemble models in Mexico that
qualify as part of their U.S. domestic fleets for CAFE
purposes, either because they are averaged with U.S.-
or Canadian-assembled models of the same type, or
enough of their components are sourced in the United
States or Canada so that their imported content is less
than 25 percent. Chrysler, Ford, and GM have the
largest share of the Mexican market and also export
much of their production to the United States. Chrysler
produces the Dodge Shadow convertible, Ford
produces the Escort station wagon and the Mercury
Tracer, and GM produces the Buick Century.!64

16! “Parts study says Honda is shunning U.S.
suppliers”, Awomotive News, May 13, 1991.

162 “Double-Edged Sword: Japanese transplants being
pushed to add more local content, but *Americanization’ of
vehicles adds risk of CAFE penalties™, Awomotive News,
March 4, 1991.

163 “Double-Edged Sword: Japanese transplants being
pushed to add more local content, but *Amencanization’ of
vehicles adds risk of CAFE penalties”, Automotive News,
March 4, 1991.

164 *Mexico an Emerging Giant in the Auto Industry,”
Washington Times, October 18, 1991.
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The Big 3 U.S. automakers do not anticipate
sourcing and production pattern changes as a result of
including Mexican content as domestic under CAFE
standards. Any changes in the long run would
undoubtedly depend on the quality and compelitiveness
of Mexican production. Foreign-owned manufacturers
operating in North America, however, have reacted
more strongly, noting that it is likely that their part of
the motor vehicle industry would reevaluate sourcing
and production patterns if Mexican content were to be
included as domestic under CAFE standards.

Comments Relating 1o Comparison Berween
CFTA and CAFE Rules

Because of suggestions that the CAFE criteria
could be applied to determine trade preference
eligibility, the Commission was asked to investigate the
possibility that a single preference/CAFE standard
could be applied based on CAFE provisions.
Accordingly, privaie sector parties were asked for their
views on CAFE rules and their utility as a
trade-regulating device.

Eligibility Criteria

Comments from industry representatives indicated
that preference/origin rules and the CAFE two-fleet
rules, in terms of content requirements, are different in
their actual effects and serve different and often
conflicting purposes, but are applied simultaneously 10
the same vehicles. This would seem to be a valid
perspective. From a government standpoint, preference
rules are designed to ensure that “ineligible” goods do
not receive a tariff reduction, while CAFE has served
to provide companies a certain degree of control over
the cost of improving fucl economy. Industry sources
noted, for example, that profit is included in the CAFE
content computation, along with other allocated costs
not considered dircct costs of processing for tariff
preference purposes. This is said to afford automakers
sourcing flexibility and give wider options as to the
make-up of the foreign and domestic fleets. The
content levels reported to the Customs and EPA may
differ significantly, according to information gained
from public and privale parties, making any real
quantitative comparison of the two difficult.

Under CAFE, automobile manufacturers, by
carefully balancing the numbers of direct imports,
domestically produced “non-domestic” models, and
domestic models, have been able to meet the CAFE
standards and make incremental fuel -efficiency
advances while maintaining a broad range of sizes and
models in the marketplace. If a NAFTA value
threshold figure approaches the 75-percent CAFE
dividing line,'65 differcnt considerations might need to
be taken into account by indusiry planners.

165 A passenger automobile containing more than 25
percent non-U.S.-Canadian content, the vehicle is counted
as “foreign” for fleet purposes.
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For example, foreign-owned producers operating in
North America beginning domestic production of new,
larger models (usually having higher proportions of
foreign content and lower fuel economy than earlier
output) would need to compare trade benefits with
CAFE implications. An attempt to qualify these larger
vehicles for NAFTA tariff reductions by raising
domestic content would likely result in CAFE penalties
on each vehicle, because such vehicles would need to
be included in the firms’ domestic fleets once the
foreign content drops below 25 percent.  The
alternative could be to import directly vehicles
incorporating less than 75 percent U.S. content, with
the consequent loss of North American economic
activity and employment.

Similarly, with company-wide averaging of North
American production (which, of all averaging
techniques, allows greatest flexibility to firms and
potentially greater content variations from one car line
to another), some firms would need to adjust their
sourcing and content mix to obtain maximum tariff
benefits while avoiding CAFE fleet shifts and potential
penaltics.  Any attempt to predict these changes,
however, is far beyond the scope of this study.

Varying opinions were received from industry
representatives on the question of whether the CFTA
rules or the CAFE regulations provide greater
flexibility. While some concluded that both were
relatively inflexible for different reasons, others
indicated that CAFE may allow greater discretion in
calculating content. It was stated by way of an
advantage that CAFE allows firms to use wholesale
prices in calculating the “cost of production” pursuant
lo statute. Additionally, it was asserted that CAFE
rules may be somewhat less strict than the CFTA rules,
because CAFE’s  application of  substantial
transformation to determine “origin” of imported
components is subject to a greater degree of
interpretation. The absence of a minimum percentage
value-content rule for vehicles subject to CAFE was
cited as an advantage, in that country-of-origin status is
said to be easier to obtain under CAFE rules than under
the CFTA.166

Those who cited differing but noteworthy areas of
stringency in the two systems found the CFTA rules of
origin to be more restrictive in other respects. First, it
was noted that CFTA processing must take place in a
designated country, and that the rules specifically
exclude many cost items, including selling and
administrative costs, royalties, and profits, which firms
argue can reasonably be allocated by vehicle. Second,
one manufacturer noted that, while CAFE definitions
encompass a more expansive definition of domestic
content (for example, allowing content to be
determined based on price rather than customs value),
the calculation of import content is based on verifiable

166 As noted above, CAFE essentially has the effect of
a foreign-content limitation, rather than a domestic-content
threshold.



documentation, such as customs invoices, and thereby
facilitates industry use. Conversely, it was noted that
domestic content under the CFTA, while more limited
in scope, is based largely upon application of generally
accepted accounting principles, which can vary from
company to company. Most manufacturers did note
that the target domestic content level of 75 percent
under CAFE is considerably higher than the target
content level of 50 percent under CFTA; again, the
differing purposes of the two standards were cited.

In terms of the actual implementation of the two
schemes, it was stated that, if a company claims to have
only one fleet, no detailed cost information is supplied
to EPA. Also, EPA is said to accept the figures
supplied to it by the companies without serious or any
question. Further, CAFE computations are done by car
line, including those assembled abroad, in contrast o
the CFTA’s application to goods crossing a common
border and APTA’s plant averaging basis.

From a trade-regulatory perspective, it would seem
that the CAFE approach might not entail the desired
characteristics of rules of origin or preference, and
might not serve government interests in having tariff
benefits accrue only to complying participants.
Further, as has been seen in recent years, its broader
flexibility may be an incentive to third-country
production of parts (especially given the availability of
foreign-trade zones, which effectively reduce the
applied duty rate on such parts to the 2.5 percent ad
valorem level imposed on finished vehicles).

Averaging

As discussed previously, U.S.-owned companies
conduct U.S.-Canadian auto trade almost entirely under
APTA. Because of the limited application of APTA,
foreign-owned automobile firms producing in the two
countries generally may qualify for tariff reductions
only under the CFTA. Under article 1005:2 of the
CFTA, a manufacturer may establish its compliance
with the rules of origin by electing to average the
U.S./Canadian content over a 12-month period on the

same class of vehicles or sister vehicles (including

“station wagons and other body styles in the same car
line”), assembled in the same plant, rather than
calculating content for each vehicle. There are seven
vehicle classes-—minicompact auto; subcompact auto;
compacl auto; midsize auto; large auto; trucks; and
buses.!®’7  Averaging, under the CFTA and APTA,
applies only to vehicles produced in the United States
and Canada. Thus, for example, vehicles built in Japan
cannot currently be averaged into U.S.- or
Canadian-built vehicles being traded between the
United States and Canada under these programs (unlike
the averaging methodology of CAFE).

Most North American producers said they strongly
support provisions for averaging the domestic content
of their North American-produced vehicles. They
claim that determining domestic content on a

167 U S. Customs Service, U.S./Canada Free Trade
Agreement.

per-vehicle basis would greatly increase the
administrative burden for companies and government,
and reduce producer flexibility. They note that content
levels vary with vehicle options because automobile
firms often use multiple sources for the same part. One
firm argued that averaging may be particularly critical
for a new assembly plant that over time will develop
more extensive North American supplier linkages, but
must rely on averaging to qualify for benefits during
the initial stages of operation.

One producer argued that prohibiting averaging
would be a bigger disadvantage to U.S.-owned firms
than to non-U.S.-owned producers. It claimed that the
U.S.-owned firms have such high overall local content
levels that they can enter into U.S. production of
selected models with relatively high foreign content for
niche markets, rather than import them directly, and by
averaging qualify these vehicles for tariff reductions.
All of the US. Big Three automakers indicated a
preference for company-wide averaging for content
computation  purposes under a  NAFTA.
Foreign-owned automakers producing in North
America generally have lower levels of domestic
content, especially in early years of production of a
model and therefore would not benefit to the same
extent from a company-wide averaging provision.

Some firms did note the need for clarification of
the term “twelve-month year” as used in the CFTA,
saying that Customs had interpreted the term as
meaning “financial year” and thereby disqualifying
some shipments. Companies emphasized the
importance to them of obtaining tariff reductions for as
many vehicles as possible, so that their numerous
models can compete in the marketplace. Again, they
cited a need for the widest flexibility in sourcing
components and subassemblies, whether from sources
within the NAFTA area or from those in other
countries. It may be observed, in summary, that
avoiding payment of the generally low duty rates in
place, at least in the United States and Canada, would
seem to offer minimal financial and competitive
benefits, and that these benefits are but one aspect of
the business planning and decision making process for
the automotive producers.

Considerations in a NAFTA
Rule of Origin

Introduction

In its letter, the Ways and Means Committee
requested that the Commission undertake this study as
a basis for assessing the NAFTA rule of preference
eligibility for the automotive industry. As of the time
of this report, however, not even a draft rule has been
advanced for consideration. Because the CFTA rules
of preference eligibility already apply to two of the
NAFTA parties, a great deal of this report’s focus has
been on those rules. In addition, most of the proposals
and comments submitted by the private sector have
addressed their experience under the CFTA. The entire
CFTA experience seems likely to provide the
fundamental elements of any proposed NAFTA rule.
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The purpose of this part of the report is to provide a
framework for analyzing preference eligibility
standards, and in particular the eventual NAFTA rule.

The Objective of Eligibility Standards

Generally, a chicf goal of a free-trade agreement is
to enhance the cconomic development of the arca
concerned. This can be accomplished by substantially
reducing or eliminating internal barriers to trade and
investment, so as o establish a larger and more
competitive markel; the creation of such a market
provides incentives for additional investment in
manufacturing activity.

Because such agrcements are, by their very nature,
preference arrangements, goods traded within the
preference arca are usually required to meet an
“eligibility” or “preference” standard, i.e. they must be
considered to ‘“originate” in the territory of a
contracting party for purposes of the agreement. While
aimed primarily at conferring benefits upon originating
goads, all such arrangements recognize, of course, that
goods traded under preference arrangements often have
some included “foreign” content. Total exclusion of
goods incorporating some forcign materials or parts
would unduly frustrate the underlying intention of the
agrcement by substantially limiting its application.
Nevertheless, to permit an *“excess” of foreign content
might only serve to invite nominal investment in the
FTA area, designed mcrclP' to render the product
eligible for FTA benefits.!®® It could also have
potentially adverse effects on material and components
producers already opcrating in the parties.

The greatest difficulty in designing a preference
standard is determining how and where to place the
threshold for eligibility. This exercise must take into
account and give weight to a variety of factors,
including industry structure, the extent of local
production, the general level of barriers to be reduced
or eliminated, the cost of market entry, the effect of
external barriers, the potential for diversion or
deflection of trade, the attractiveness of the area to the
production concerned, and the size of the market. The
exercise is also fundamentally dependent on the policy
objectives of the decision makers.

If as a matter of policy the objeclive of
implementing an FTA is 10 increase economic
development in the partics, then it would appear
appropriate to place the threshold at a point where a
significant contribution to goods claimed to originate
within the area is required 1o obtain preferred status. 69

168 Such operations are sometimes referred to under the
terms “pass threngh” “medicine show,” “screw-driver,” or
“wand-waving”".

1% There 15 2 finc line between a threshold which will
confer benefits upon goods already in trade among the
parties (or where minor restructuring of operations will
result in eligibility) and a threshold which will require
additional sourcing from or investment in the contracting
parties. Moreover, as to the latter, the standard may result
in a shift (not a creation) of investment and capacity
among the contracting partics.
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However, the threshold could be fixed at such a high
level that the additional benefits (in terms of duty
savings or other advantages) do not justify the cost of
that investment. Motor vehicle manufacturers and their
associations have tended to suggest eligibility standards
that they themselves currently can satisfy or will be
able satisfy with a minimum of difficulty, but standards
that also may prevent qualification by certain of their
competitors absent significant alterations in their
manufacturing operations.

In analyzing the effects of any potential rule on the
automotive sector, it is also important to keep in mind
that the impact of any given rule will be different for
different portions of the sector. A rule which, for
example, is advantageous to integrated companies may
disadvantage nonintegrated ones. Similarly, a rule
which aids the development or operations of
assemblers of automobiles may hinder the development
or operations of parts producers. The Commission
notes that the comments by various participants in the
study reflect their particular position within the
industry.

Form of a NAFTA Standard

As a practical matter, the form of a bilateral or
multilateral FTA eligibility standard is limited to one of
four options: a change of tariff heading test, a
value-content standard, a critical process requirement,
or a combination of the three. Because use per se of
the substantial transformation test was rejected by the
parties to the CFTA, it is not considered to be an option
for NAFTA. Each of the four options available is
discussed below.

Change of Tariff Heading Test

As discussed above, this test requires that a foreign
article undergo processing in one of the beneficiary
countries causing a change in tariff classification to be
considered an eligible product. Under a strict
application of this standard (that is, without another
criterion such as value content), motor vehicles
assembled from “foreign” parts would qualify for the
preference, but unfinished motor vehicles completed in
North America would not. The final assembly process
is estimated to add only 15 to 20 percent to the
manufacturing cost of a vehicle. Thus, the maximum
value added that would result from this standard falls
far below the contribution obtained using the standards
currently in force with respect to almost every other
U.S. preference program. The obvious implications of
such a test for auto parts fabricators need not be further
discussed. Because one of the goals of the CFTA was
1o retain existing automotive industry capacity, a strict
change of tariff heading standard for automotive
products was not selected in the CFTA.

However, a change of classification standard
obviously has great validity as a fundamental
requirement to according NAFTA benefits. Not only
does final asscmbly add substantial value, but also the
locality of such assembly, it is said, has significant
influence on where component parts are sourced. It is



no accident that supplier and support networks are
often found in close proximity to manufacturing and
assembly centers. Certainly the demands of lean
production techniques and just-in-time delivery augur
in favor of local availability of supplier networks. It
can be anticipated, therefore, that the place of final
assembly would have a positive affect on local
producers of parts and components, and there is some
likelihood that suppliers will shift their operations to
accommodate the nceds of their customers.

Value-Content Standard

Most comments reccived regarding the question of
“origin” discuss various options based on a value
content standard. Valuc content has historically served
as the linchpin in all U.S. duty preference schemes.
While it represents the easiest means of expressing the
intention of requiring significant value added, as an
applied standard it obviously Icaves much to be
desired; a value approach nevertheless finds favor
among many concerned with this issue.

Expressing the Standard

Value standards are normally expressed in one of
two ways, either as requiring a minimum local content
(as used in GSP and CBERA, and usually reflected as
direct cost of processing) or as setting a maximum
foreign content (as used in the insular possessions
preference and CAFE).

In principle these two may scem like opposile sides
of the same coin. However, practical differences exist.
For example, a maximum forcign content test provides
an invitation to transfer pricing practices and possible
abuses, where a relaled party selis components at
unusually low prices to reduce the “foreign” content of
the vehicle. On the other hand, foreign content may be
easier to track through customs records than local
content, which is exwemely difficult to verify but
which is intended to reflect a measure of local input.

Definition Of Terms

Whichever standard is used, a major consideration
lies in the definition of terms, particularly what is
meant by foreign value, direct cost of processing, and
originaling materials.

Obviously, a major difficulty in this regard is the
treatment to be accorded foreign materials or
components that are “rolled up” in the manufacture of
domestically made assemblies, whether by the supplier
(external roll-up) or the vehicle manufacturer (internal
roll-up). With respect to external roll-up, the absence
of information on the sourcing practices of unrelated
suppliers and the administrative difficulties involved in
determining the foreign -content of components
produced by first-, sccond- and third-tier unrelated
suppliers means that determining the extent of foreign
content is very difficult.

This problem is particularly troublesome when one
considers an industry with enormous supplier
networks, such as the automotive industry. Internal
roll-up presumably poses a less serious calculation
problem. In addition, a rule that would not require
segregation of the foreign content included in
domestically produced purchased components, but that
would require identification of the foreign content of
materials  subsumed in  internal production of
components, may cause some concern about the
relative faimess of treatment between highly integrated
and less integrated producers.

One insight gained under the CFTA is that the
terms and conditions of any value-added scheme used
in NAFTA must be clear, unambiguous, and
straightforward, if compliance and effective
enforcement are to be expected. The record-keeping
requirements should be as reasonable as practicable,
capable of being mainwined by producers, and
consistent  with  generally accepted  accounting
practices.

In this regard, it is possible that each firm keeps
production and accounting records on a different basis,
while still complying with generally accepted
accounting principles, and that government requests for
information may not be structured in accordance with
any existing system. Also, because of the structure of
the CFTA and APTA regimes, trade going north to
Canada for a firm often occurs under one preference
while its trade coming south is under the other
preference. Records may therefore be kept on differing
bases by plants in the two countries. This situation
impedes effective information-gathering and frustrates
verification procedures.

The Threshold

The Commission notes that proposals submitted on
the appropriate measure of eligibility have advocated
figures ranging from 50 percent to 75 percent North
Amcrican conient, but generally lack great specificity.
In assessing the eventual standard, it is necessary to
have a clear understanding of the costs or values to be
included in both the numerator and denominator of the
fraction being applied by firms to ascertain if particular
goods qualify.

For example, a 60 percent local content
requirement based upon the vehicles’ retail value
represents a lower real threshold than a 60 percent
requirement based on its wholesale value. Similarly, a
content definition which does not permit allocations to
royalties or administrative costs represents a more
difficult threshold than one that does, assuming the
percentage content requirement is the same in both
cases. It also appears that the less inclusive the
definition, the more limited is the opportunity for
manipulation, but the lower the actual “equivalent”
percentage threshold would be.

How Applied

Historically, U.S. Customs enforcement practices
have required goods covered by particular documents
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10 be entered through the ports of entry designated in
the documents, and for each article to be appraised and
classified on an entry by entry basis as to its
appropriate duty treatment. Each entry is essentially
“audited” during the process of liquidation. That
paradigm still applies for the most part, but it is also
possible for cligibility requirements 10 be applied, like
the CAFE rules, o shipments over a designated period
of time, such as a model or calendar year. Such an
approach provides the manufacturer with greater
flexibility than the historic method pemmits and
requires periodic audits to confirm eligibility for
preferential treatment.

Because duty-{rce or preferential entry is based on
importer certification at the time of entry, duties are
usually not collected at that time. Only later, after an
audit reveals an inconsistency with applicable rules and
regulations, is a demand for payment of duties made.
This situation is likely to occur long after the goods are
imported and have cntered the stream of commerce.
Question is therefore raised as to whether this approach
is acceptable from a policy perspective, and whether
the parties to the agreement will treat individual entries
in the same manner (that is, whether they will waive
payment of duties at the time of entry, or alternatively
require the payment of estimated duties, the posting of
bond or other assurances of payment).

Critical Processes Standard

As discussed earlier in this report, a critical
processes standard would require that centain processes
be conducted or components be manufactured within
the FTA for benefits to be conferred. In one sense it is
similar to the change of heading standard, which in
effect requires significant processing, manufacturing,
or assembly to take place before a heading change can
occur (such as the assembly of a motor vehicle from
parts). However, a critical processes test can provide
greater precision by additionally requiring  the
manufacture in the FTA of specifically enumerated
valuable or key subassemblies or systems. For
instance, to establish eligibility, it could be required
that a menu of components, such as the power train,
body stampings, suspension, and/or steering systems,
be manufactured in the FTA.

Two particular advantages o this approach are that
(1) it ensures that ¢cenain high-value-added operations
are performed in the FTA and (2) it avoids the
value-added standard with its associated definitional
problems, accounting subtleties, enforcement audits,
and other administrative difficulties. A critical
processes standard could be more easily administered,
since it could be verificd by evidence confirming the
performance of the operation, such as a plant visit or
certified work flow diagram.

All  US. and foreign-owned automakers
interviewed by swaff were adamant in their opposition
to such a rule. The firms claim that a rule of origin
based on “critical processes” would reduce their
sourcing flexibility and hamper their ability to shift
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production to maximize profits. In addition, they claim
that such a rule would act as a disincentive to, rather
than encourage, technological advances. In their view,
it would not be rational, for example, to stipulate that
only automobiles containing an engine produced in
North America would be considered “originating in
North America,” especially because the firms say
consumers will be driving electric vehicles in the
future. Last, certain automakers are opposed to such a
rule owing to difficulties associated with economies of
scale.

For example, if a “critical processes” approach
mandated that engines be produced in North America,
certain low-volume motor vehicle producers claim that
they would not be able to consider their products North
American because they cannot justify engine
production in North America (due to the small number
of engines required for particular models). In at least
some instances, it would seem possible for such firms
to purchasc originating engines from North American
suppliers.

It may be observed that, if as a matter of policy the
balancing process undertaken by decision makers
wishes 10 provide some control over long-term
implications of NAFTA for parts producers (especially
those making  higher-cost components or
subassemblies), as well as assemblers, the key
components approach may be of some utility.

Combinations of Standards

The attractiveness of using a combination of
approaches for an eligibility rule lies in the ability to
take advantage of the benefits of each while
minimizing administrative and other difficulties.
Consideration of altemative or hybrid approaches may
also offer some useful options for enhancing North
American production.

For example, a value standard included in the
regime along with a change of classification rule could
be scheduled to be modified in subsequent years. Also,
a different value threshold could be applied separately
on a temporary or shorter-term basis for new
production models or models having small production
runs. In addition, models with high production runs
could be subject to special critical processes or
value-content requirements.  Further, in light of
concems as to light trucks (which are subject to a 25
percent ad valorem duty), a separate standard could be
applied to such vehicles.

Administration

It seems that the further customs administration
and review get from the time and place of entry, the
more complex becomes the process of verification. In
the case of administering value-content standards, it
should be remembered that the task necessarily deals
with operations performed outside the United States.
The agreement should undoubtedly contain provisions
permiiting access to information required to verify
claims for duty-free entry—including, for example, the



exchange of customs information. Another concem
involves the payment of duties found to be due as a
result of verification audits. Under normal customs
procedures, additional payments are found to be due
based on the liquidation of individual entries. Under
periodic audit procedures, it may be possible that
entries made during a ycar or a longer period are found
not to qualify for duty-free entry. Accordingly, the
amounts claimed as due may be staggeringly high and
are assessed too late for the importer to pass on to its
customers. In such a case, it may be useful to consider
alternative measures (o ensurc payment.

Observations on Auto Sector Rules

As with the rules drafted for other preference
programs, NAFTA’s preference eligibility provisions
will likely be developed primarily from a customs

standpoint (because eligible goods crossing a border
between parties must be distinguished from ineligible
goods by customs officials); this might be viewed as
principally a technical frame of reference than an
economic- or policy-oriented one. Similarly, because
multiple and varying rules affect goods in international
trade, it is difficult to arrive at a composite regulatory
approach—and one which refrains from utilizing
trade-related measures 10 try o achieve other types of
objectives. Because of the importance of the motor
vehicle industry, more reactions to possible approaches
have perhaps been sought by the govemment agencies
involved from these firms than from most other sectors.
It would seem that, to the extent a single regime is to
cover all goods, criteria which may prove necessary
with respect to the auto sector might not be needed as
to other industries.
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PMILLIP D. MOSELEY. MINOAITY CHIEF OF STARF

The Honorable Anne E. Brunsdale
Acting Chairman

U.S. International Trade Commission
500 E Street, S.W.

Washington, D.C. 20436

Dear Madam Chairman:

As you know, negotiations are now proceeding on a North
American Free Trade Agreement (NAFTA) with Mexico and Canada. One
of the most important and controversial issues in these negotia-
tions will be provision of adequate rules of origin to determine
the eligibility of products for duty-free and other preferential
treatment under the agreement. The Congress will closely scruti-
nize these rules to ensure that they are in the-best interests of
U.S. industries and workers. ‘ e

The effect of these rules on the automotive sector, in
particular, will be of critical importance given the significance
of this sector to overall North American trade and to the U.S.
economy. The Committee considers that any origin standard for
automobiles under the NAFTA should inure to the benefit of the
parties to the Agreement and should not invite only minimal
processing or investment in order to qualify for preferential
treatment.

During a recent Congressional briefing on the NAFTA negotia-
tions it became evident that there is a paucity of information
sufficient to examine the effects that various rule-of-origin
proposals would have on the North American automotive industry.
Consequently, on behalf of the Committee on Ways and Means, I
request that the U.S. International Trade Commission conduct an
investigation under section 332(g) of the Tariff Act of 1930 of
various potential NAFTA rule-of-origin requirements.

Specifically, the Committee would like you to analyze exist-
ing customs treatment of automotive products under the value-
content standard, as well as the Change of Tariff Heading (CTH)
criterion, if applicable. To the extent data permit, we would
appreciate any illustrative examples that may explain how non-U.s.
and non-Canadian imported components are utilized in either major
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The Honorable Anne E. Brunsdale
August 27, 1991
Page Two

assemblies/subassemblies or in completed automobiles, which are
then classified as U.S.-origin or Canadian-origin goods eligible
for duty-free entry. 1In setting forth these illustrative exam-
ples, the Committee would like you to pay particular attention to
the impact of concepts such as "internal roll-up," "direct cost of
processing," and "substantial transformation" upon value-content
determinations. With respect to "direct cost of processing, " the
Committee is particularly interested in how the concept is
defined, what problems have been encountered in its administra-
tion, and what factors are included in the determination under the
U.S.-Canada Free-Trade Agreement.

The Committee would also like you to evaluate other origin
standards that are used in the automotive sector, such as those
employed in making CAFE origin determinations. If, in the course
of its investigation, the Commission becomes aware of alternative
origin standards which might be applied to the automotive sector
in the NAFTA, it would be helpful if the Commission could identify
and describe those standards.

This investigation and resulting report will be of great
value to Members of the Congress, the Administration, and the
pPublic as the negotiations proceed and an agreement is evaluated.
In addition to Members of the Committee, this information and
request is of particular interest to the Majority Leader of the
House, the Honorable Richard A. Gephardt.

By copy of this letter, I am requesting the Secretary of the
Treasury, the Secretary of Transportation, the Under Secretary for
International Trade of the Department of Commerce (with respect to
foreign trade zones), and the Administrator of the Environmental
Protection Agency to extend their assistance and cooperation to
the Commission in the course of this investigation. In particu-
lar, I am requesting that they make available any information or

other resources which may bear upon the subject of this investiga-
tion.

Since the NAFTA negotiations could be concluded in the next
several months, I would appreciate your expeditious consideration
of this request and receipt of your report by November 25, 1991.

Thank you for your cooperation.

Sincerely yours

ﬁ@ z 4
A3

Chairman

DR/mwp
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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, DC 20436

(Investigation No. 332-314)

Rules of Origin Issues Related to NAFTA
and the North American Automotive Industry

AGENCY: United States International Trade Commission
ACTION: Institution of investigation and scheduling of public hearing.

SUMMARY: Following receipt of a letter from the Committee on Ways and Means
of the U.S. House of Representatives on August 27, 1991, the Commission has
instituted investigation No. 332-314, Rules of Origin Issues Related to NAFTA
and the North American Automotive Industry, under section 332(g) of the Tariff
Act of 1930. The Committee has requested that the Commission’s report of the
results of this investigation be transmitted to it by November 25, 1991.

As requested by the Committee in its letter, the Commission will analyze
various rule-of-origin proposals being considered in the context of
negotiations on a North American Free-Trade Agreement (NAFTA). More
specifically, as requested by the Committee in its letter, the Commission
will--

1) analyze existing customs treatment of automotive products under the

value-added standard and the change-of-tariff-heading criterion, if

applicable;

2) provide illustrative examples, to the extent available information

permnits, that may explain how non-U.S. and non-Canadian imported

components are utilized in either major assemblies/subassemblies or in
completed automobiles which are then classified as U.S.-origin or

Canadian-origin goods eligible for duty-free entry; (In this

connection, the letter requests that particular attention be given to

the impact of concepts such as "internal roll-up”, "direct costs of
processing” (DCP), and "substantial transformation” on value-content
determinations. The Committee also noted its particular interest in the
definition of DCP, problems encountered in administering that concept,
and the factors included in origin determinations based on DCP under the

U.S.-Canada Free-Trade Agreement.)

3) seek to evaluate other origin standards used in the automotive

sector, such as those employed in making origin determinations for

purposes of the Corporate Average Fuel Economy (CAFE) program; and

4) identify and describe any alternative origin standards that it

becomes aware of that might be applied to the automotive sector in

NAFTA.

EFFECTIVE DATE: September 16, 1991

FOR FURTHER INFORMATION CONTACT: For information on aspects of the
investigation related to the automotive industry, contact Mr. Dennis Rapkins,
(202-205-3406). For information on aspects of the investigation related to
customs, tariff, or origin matters, contact Mr. Leo Webb (202-205-2599) or Ms.
Janis Summers (202-205-2605).
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PUBLIC HEARING: A public hearing in connection with this investigation will
be held in the Commission Hearing Room, 500 E Street S.W., Washington DC
20436, beginning at 9:30 a.m. on October 22, 1991. All persons shall have the
right to appear by counsel or in person, to present information, and to be
heard. Persons wishing to appear at the public hearing should file requests
to appear and should file pre-hearing briefs (original and 14 copies) with the
Secretary, United States International Trade Commission, 500 E Street s.wW.,
Washington DC 20436, not later than the close of business on October 16, 1991.
Post-hearing briefs (original and 14 copies) must be filed by October 25,
1991.

WRITTEN SUBMISSIONS: In lieu of, or in addition to, appearances at the public
hearing, interested persons are invited to submit written statements
concerning this investigation. Written statements are encouraged early in the
investigative process, but should be received at the Commission by the close
of business on October 25, 1991, in order to be considered. Commercial or
financial information which a submitter desires the Commission to treat as
confidential must be submitted on separate sheets of paper, each marked
"Confidential 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 Practjce and Procedure (19 CFR 201.6). All written
submission, except for confidential business information, will be available
for inspection by interested persons. All submissions should be addressed to
the Office of the Secretary, United States International Trade Commission, 500
E Street S.W., Washington DC 20436.

Hearing impaired persons are advised that information on this matter can be
obtained by contacting the Commission’s TDD terminal on 202-205-1810.

By order of the Commission. M
=

Kenneth R. Mason
Secretary

Issued: September 17, 1991
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Steps for Determining CFTA Origin

The following chart attempts to set forth in a simpler format the analytical process for
determining if CFTA benefits are available to finished goods crossing a border from one party into
the other, or if a part (being sold to an arms’ length buyer for use in a finished article for export
from one party into the other) may be accompanied by a certificate of origin allowing the buyer to
count price paid thercfor toward the 50 percent value—content threshold. (If a part crosses the
border from one party into the other, it must meet the rule of preference to receive tariff benefits.)

1.  Are goods/materials wholly
obtained in U.S./Canada?

2.  Ideniify and classify in the
HS-based 1ariff schedule of
the country of imporation
all third—country nputs. Is
each such input covered by an
enumerated tariff classification
change provision?

2A. If any enumerated tariff
change contains a value-
content or other test, do
goods/part comply?

2B. If no enumerated tariff
classification change
provision applies to a
third—country input, is
the input classifiable
as part of a finished
article in the same
tariff category or was it
classified at importation
as unassembled or disassem—
bled goods?!

If so, goods/materials originate and qualify for
benefits/count toward 50% value threshold.

If not, go on to step 2.

If so, the goods/part may qualify—see step 2A.

If not, goods/part cannot qualify for benefits/count
toward 50% threshold unless result of step 2B is
positive.

If so, goods/part generally will be deemed to originate
and qualify for bencfits/count toward 50% threshold
(see step 3).

If not, goods/part do not originate; benefits should not
be claimed/nocertificate of origin should be provided to
buyer.

If so, goods/part qualify/count? if value of originating
materials plus direct costs of processing or assembling
equals not less than 50% of value of the goods exported
from one party into the other.

If not, goods/part cannot qualify for benefits/count
toward 50% threshold.

! Pursuant o gencral rule of interpretation 2(a), where a heading refers to an article it is also considered to refer

W that arucle cntered unasscmbled or disassembled.

2 The price paid by the buyer for the pant could be counted toward the buyer’s 50-percent content threshold for
the finished goods being exponed from one party into the other.



Are direct shipment, documen—
tation, certificate of origin,
other requirements met (for
goods/parts crossing border)?

— If so, goods obtain tariff benefits/count toward 50%
threshold.

— Ifnot, goods/part generally disqualified and no benefits
should be claimed/no certificate of origin supplied.
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Section XVII
Chapter 87
87.01/03
Chapter 87

Vehicles other than raliway or tramway rolling-stock,

Notes.

and parts and accessories theresof

1.- This Chapter does not cover railway or tramway rolling-stock designed solely for running on rails.

2.- For the purposes of this Chapter, “tractors™ means vehicles constructed essentially for hauling or pushing
another vehicle, appliance or load, whether or not they contain subsidiary provision for the transport, in
connection with the main use of the tractor, of tools, seeds, fertilisers or other goods.

3.- For the purposes of heading No. 87.02, the expression “public-transport type passenger motor vehicles”
means vehicles designed for the transport of ten persons or more (inciuding the driver).

4.- Motor chassis fitted with cabs fall in headings Nos. 87.02 to 87.04, and not in heading No. 87.06.

5.- Heading No. 87.12 includes all children’s bicycles. Other children’s cycles fall in heading No. 95.01.

Heading HS.
No. Code
87.01
8701.10
8701.20
8701.30
8701.90

87.02
8702.10

8702.90
87.03

8703.10

8703.21
8703.22
8703.23
8703.24

8703.31
8703.32
8703.33
8703.90

Tractors (other than tractors of heading No. 87.09).
- Pedestrian controlled tractors

- Road tractors for semi-trailers

- Track-laying tractors

- Other .

Public-transport type passenger motor vehicles.

- With compression-ignition internal combustion piston engine (diesel or
semi-diesel)

- Other

Motor cars and other motor vehicles principally designed for the

transport of persons (other than those of heading No. 87.02), including
station wagouns and racing cars.

- Vehicles specially designed for travelling on snow ; golf cars and similar
vehicles

- Other vehicles, with spark-ignition internal combustion reciprocating
piston engine :

--Of a cylinder capacity not exceeding 1,000 cc

- - Of a cylinder capacity exceeding 1,000 cc but not exceeding 1,500 cc

- - Of a cylinder capacity exceeding 1,500 cc but not exceeding 3,000 cc

-- Of a cylinder capacity exceeding 3,000 cc

- Other vehicles, with compression-ignition internal combustion piston
engine (diesel or semi-diesel) :

-- Of a cylinder capacity not exceeding 1,500 cc

- - Of a cylinder capacity exceeding 1,500 cc but not exceeding 2,500 cc

- - Of a cylinder capacity exceeding 2,500 cc

- Other
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Chapter 87
87.04/08
Heading HS.
No. Code
87.04 Motor vehicles for the transport of goods.

8704.10 - Dumpers designed for off-highway use

- Other. with compression-ignition internal combustion piston engine
(diesel or semi-diesel):

8704.21 - - g.v.w. not exceeding 5 tonnes
8704.22 -- g.v.w. exceeding S tonnes but not exceeding 20 tonnes
8704.23 - - g.v.w. exceeding 20 tonnes
- Other, with spark-ignition internal combustion piston engine :
8704.31 -- g.v.w. not exceeding 5 tonnes
8704.32 --g.v.w. exceeding S tonnes
8704.90 - Other
87.05 Special purpose motor vehicles, other than those principally designed for

the transport of persons or goods (for example, breakdown lorries, crane
lorries, fire fighting vehicles, concrete-mixer lorries, road sweeper
lorries, spraying lorries, mobile workshops, mobile radiological units).

8705.10 - Crane lorries

8705.20 - Mobile drilling derricks
8705.30 - Fire fighting vehicles
8705.40 - Concrete-mixer lorries
8705.90 - Other

87.06 8706.00 Ch;‘s;si(;ss fitted with engines, for the motor vehicles of headings Nos. 87.01
to 8/7.05.

87.07 g;)dolgs (including cabs), for the motor vehicles of headings Nos. 87.01 to

8707.10 - For the vehicles of heading No. 87.03

8707.90 - Other

87.08 g;g; and accessories of the motor vehicles of headings Nos. §7.01 to
8708.10 - Bumpers and parts thereof

- Other parts and accessories of bodies (including cabs):
8708.21 - - Safety seat belts

8708.29 - - Other

- Brakes and servo-brakes and parts thereof :

8708.31 - - Mounted brake linings

8708.39 - - Other

8708.40 - Gear boxes

8708.50 - Drive-axles with differential, whether or not provided with other trans-
mission components

8708.60 - Non-driving axles and parts thereof

8708.70 - Road wheels and parts and accessories thereof
8708.30 - Suspension shock-absorbers

- Other parts and accessories :

8708.91 - - Radiators

8708.92 - - Silencers and exhaust pipes

8708.93 - - Clutches and parts thereof

8708.94 - - Steering wheels, steering columns and steering boxes

8708.99 - - Other D-3
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HARMONIZED TARIFF SCHEDULE of the United States (1991)
Annotated for Statistical Reporting Purposes
CHAPTIR 87

VENICLES OTRER THAN RAILWAY OR TRAMWAY ROLLING-STOCK,
AND PARTS AND ACCESSORIES THEREOF

XVII
87-1

Notes

1. This chapter does not cover railwey or tramwsy rolling-stock designed solely for munning on rails.

2. For the purposes of this chapter, “LIqCtors” means vehicles constructed essentially for hsuling or pushing another
vehicle, sppliance or load, whether or not they contain subsidiary provision for the transport, in connection with the
main use of the tractor, of tools, seeds, fertilizers or other goods.

3. For the purpose of hesding 8702, the expression “public-tIansport type DESINESL MOLOr vehicles” means vehicles designed
for the transport of tem persoms or sore (including the driverx).

4. Motor chassis fitted with cabs fall in heedings 8702 to 8704, and not in heading 8706.

S. Beading 8712 includes all children’s bicycles. Other children’s cycles fall in heading 9501.

Addisionsl U.S, Notes

1. DRosd trectors, trailers and semi-trailers remain separately classified in headings 8701 and 8718, respectively, even when
entezed together.

2. TFor the purposes of classifying bicycles under the provisions therefore in hesading 8712, the dismeter of sach wheel is the

dismetsr msssured to the outer circumference of the tire which is mounted thereon or, if none is mounted thersom, of the
usual tire for such wheel.
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HARMONIZED TARlFF SCHEDULE of the United States (1991)

glg Annomod for Statistical Reporting . Purposes
" Stat. | : i Units Hates of Duty
H:h‘d .:I Sut. Article Description of 1 2.
Subheading| 3 cy a ‘ Quantity General Special
8701 Tractors (other tham tractors of heading 8708): :
8701.10.00] 00}3 . Pedestrian controlled tractors................ No....._. Free Free
8701.20.00 Road tractors for semi-trailers........... AT T L Free (B,CAEZ IL) |2s2
New:
15)4 G.V.W. not axceeding 36,287 kg...... No.
A5(8 G.V.W. ueo.diu:isza?k; .......... No.
804 Used. ... i ceeaanre. | MO
8701.30 Track-laying tractors:
8701.30.10 Sutt.lblo for agricultural use............ | ........ Free Froe
15)0 Hu.hlmnuupuuo!hu
tham 83.3 XW...........0....... No.
301 With a net -a.un power of
83.3 k¥ or more but less than
119.4M0............ XERTPE «ene | No.
45| With a net engine w-l: ot
119.4 kW or more but less t.h-:
I XN, ..., No.
60je With a net engine power of
184 N or mors but less thmn
237.4xm....... detturesrianana +§ Bo.
75|17 Hlt-humt.unumo!
257.4 XW or Wi, ¥No.
S0(8 Used................ mweaees Ceecnnana -No.
8701.30.50 Oher........ooeeeei s 2.2 Free (ACAE.IL) |27.s2
Neow:
1511 Hn.hcno:muumxot less
than 3.3 kW, .................. Ko.
30j2 With a net engine power of
933kﬂo:m-but. less then
118.4 kW, ... .. berareeranannanan T ¥o.
45(5 With s net um ponor of
119.4 kW or more but less than
190 kW, ... No.'
S80S With a net nu.no power of
194 kW or more but less thln
[ 2570 WM. ... No.
]
75'! With a net engine pcn: of o
' 257.4 X¥ or more............... ¥o.
g0l9 Used................. oo, teesea ] No.
|
1
!
g
i
i
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HARMONIZED TARIFF SCHEDULE of the United States (1991) — Supplement 1

E4

Annotated lor Statistical Reporting Purposes ’gfg
Heading/ [Stat. — . Units Hates of Duty
ol Sut. Articte Description of 2
Subheading| § ¢ Quantity [ General Specia
8701 (com. ‘fucun) (other thim tractors of heading $709)
con.):
8701.90 H
8701.90.10 Suitable for agricultursl use............§ ..peeen. Fres Free
0113 P No.
i-:
Fower take~off (PTO) type:
05|19 With a P10 of less
then 4.9 XW......... No.
10}2 With & PIO of 14.9 kW
or moze but less than
F- U . No.
1517 With s P10 of 22.4 kW
or more but less than
2.8k, ... ...l No.
oie With a PTO of 29.8 xW
or sore but leas than
. LU B - No.
3s|3 With a PTO of 44.8 kW
or more but less than
$8.7 MW, ... .iiiennns  Ne.
4018 With a PIO of 59.7 kW
or more but less than
NBMM.............. No.
(1153 With a PO of 74.8 kW
or more but less than
89.5 KW, ....civniennn No.
503 With a PTO of 8.3 kW
or sore but less than
1006 XM, ............ Na.
3518 With a P10 of
104.4 kW or more but
less than 118.4 XM...| Ne.
6011 With a PT0 of
119.4 kW or more but
less than 134.3 XW... ] No.
es|s With a PO of
134.3 kW or more..... No.
70l9 Other......covivvnnnnanes No.
901S Used.........cooieivinenannan. § Wo.
8701.90.50 Other...... R [ 2.22 Free (A.E,IL) 27.52
1.5 (CA)
15(8 Hua.- net engine power of less than
I8 No.
20{1 With s net engine power of 223.8 kW
or more but less tham 373 kW........ No.
25|68 With & net engine power of 373 kW or
WOB®. o .vneerovencasasscsanarsscsnana No.




HARMONIZED TARIFF SCHEDULE of the United States (1991) -- Supplement 1
Annotated lor Statistical Reporting .Purposss

XV
87-4

Heading/ [Stt,
Subheading| 3 cal

Articie Description

Units-

.of

Rates of Duty

Quantity

Genersl

Jgpoﬁﬁ

8702
8702:10.00] 00|2

8702.90.00 | 005
8703

8703.10
8703.10.10] 000

8703.10.50 | oolo

8703.21.00| 00|8
8703.22.00} 0047

8703.23.00
1014

2418

Public-transport type passenger motor vehicles:
With compression-ignition internal, .. .
cambustion piston engine (diesel or
semi-diesel)...... ... ... .ciiiiiiiiiniiiieaaa

.........................................

Motor cars and other motor vehicles principally
designed for the transport of perscus (other
than those of heading 8702), including station
wegons and racing cars: ’
Vehicles specially designed for traveling
on snow; golf carts and similar vehicles:
Vehicles specially designed for

traveling on snOW. ...................s eee ]

Other vehicles, with spark-ignition internal
combustion reciprocating piston engine:
Of a cylinder capacity not exceeding
1,000 ce......... . Wesasanssanans

Of a cylinder capacity exceeding .
1,000 cc but not exceeding 1,500 ce......

Of a cylinder capacity exceeding
1,300 ce but not sxceeding 3,000 cc......
Motor homes........... eereane e
Other:
New: )
Having engines with not
more than 4 cylinders: =
Station wagons and
passenger vans: . .
Station wagons
under 160 ca in
height.:
Of an inte-
; rier volume
not exceed-
ing 2.8¢ ..

- Of sn inte-
rior volume
exceeding
2.8 but
not exceed-
ing 3.1 ..

3 Of sn inte-
rior volume
exceeding
3.10¢ but
not exceed-
ing 3.4c@ ..

Of an . inte-
rior volune
exceeding
3.0 ...,

3.12

3.12

2.5%
2.52

2.5%

2.52

Free (A,B,CAE,IL)|
Free (A,3,CAE IL)

Free (B,CA.E,IL)
Free (A,B,CA.E,IL)

Free (B,CAE,IL) -
Free (B,CAE,IL)

Free (B,CAE,IL) -

252
252

102
102

102

102

10%

E-5
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HARMONIZED TARIFF SCHEDULE of the United States {1991)
Annotated for Statlistical Reporting Purposes ‘

XVIiI
87-%

Meading/

Stat,
&c

3 Articie Description

Ueits
of
Quantity

Rates of Duty
1 .

General

Special

8703 (con.

8703.23.00
(cam.)

E-6

3416

36{4

3j2

4218

414

6|2

48)0

Motor cars and other motor vehicles principally
designed for the transport of persons (other
than those of heeding 8702), including statiom
wagons and Tagimng cars (con.):
Other vehicles, with spark-ignition internal
cambustion reciprocsting piston engine (com.):
0Of a cylindsr capscity exceeding
1,500 cc but not exceeding 3,000 ce:.
Other (con.):
New (com.):
Baving engines with net
more than & cylinders
{comn.):
Station wagons and
passenger vans
(com.):

0f = inte~

Of sn interior
volune exceed-
ing 2.4 but
not exceeding
2.8 ...

Cf an interior

Of an interior
volume exceed-
ing 3.1x but
not exceeding
I
Of an interior

volume exceeding
I
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HARMONIZED TARIFF SCHEDULE of the United States (1991)
Annotated lor Statistical Reporting Purposes

Heading/
Subheading

’

Articlo Description

Units
of
Quantity

‘Rites of Duty

1

General

Special

8703 (con.

8703.23.00
(con.)

8703.24.00

6211

Motor cars and other motor vehicles p:mcxpllly
designed for the transport of persons (other
than those of heading 8702), including station
wagons and racing cars (con.):
Other vehicles, with spark-ignition internsl
cambustion reciprocating piston engine (com. RE
Of a cylinder capacity sxceeding
1,500 cc but not exceeding 3,000 cc (con.
Other (com.):
New (con.):
Baving engines with more
than 4 but not more than
6 cylinders:
Of an interior volume
not exceeding 2.8+ ..

Of ann tnterior volume
exceeding 2.87° but
not exceeding 3.1 ..

Of an interior volume
- exceeding 3.1m' but
not exceeding 3.4 ..

Of an interior volume

exceeding 3.4m’ ......
Having engines with moce
than 6 cylinders:

Of an interior volume

not exceeding 2.8m"

Of an interior volume
sxceeding 2.8 but
not exceeding 3.1o ..

Of an interior volume
exceeding 3.1x' but
. not exceeding 3.éa’ ..

Of an interior volume
~ exceeding 3 R
Of a cylinder capacity exceeding
3,000 CC....ooiniiiiiii it
Ambulances, hearses and prison
VRS, . . iieeiiei i c b aaaan

Motor hom:s
Other:
Now:
‘Having engines with not
sore than & cylinders:
Of an interior volume
not exceeding 2.4n’ ..

Of an interior volume
exceeding 2.4m* but
not exceeding 2.8 ..

Of an interior volume
exceeding 2.8u' but
not exceeding 3.1 ..

Of an interior volume
exceeding 3.1lm' but
not exceeding 3.4m’ ..

Of an interior volume
exceeding 3.4m’ ......

No.

No.

Free (B.CAE,IL)

102

E-7




HARMONIZED TARIFF SCHEDULE of the United States (1391)
Annotated for Statistical Reporting Purposes

XvVII
87-7

E-8

Heading/ Stat. ‘ - Units Hates of Duty
: uf. Articie Description of
Subheading} g cd Quantity General Special
8703 (com. Motor cars and other sotor vehicles principally
designed for the transport of persons (other
than those of heading 8702), including station
wagons snd racing cars (con.):
Other vehicles, with spark-ignition internal
combustion reciprocating piston engine (con.):
8703.24.00 Qf a cylinder capacity exceeding
(cen.) 3,000 ce (com.)
Other (con.):
New (con.):
Having engines with more
than & cylinders but not
more than 6 cylinders:
52|12 Qf an interior volume
not exceeding 2.8a’..| No.
5410 Of an interior volume
exceeding 2.80" but
not exceeding 3.1=' .. | No.
56(8 . Of an interior volume
exceeding 3.1 but
not exceeding 3.4a’ .. | No.
58|86 Of an interior volume
exceeding 3.4m’ ...... No.
Having eng.nes with more
than 6 cylinders:
62|0 Of an interior volume
not exceeding 2.87 .. | No
6418 Of an interior volume
exceeding 2.8¢ but
not exceeding 3.1m'..| No.
68|68 Of an interior volume
exceeding 3.1 but
not exceeding 3.4m’ .. | No.
684 Of an interior volume
exceeding 3.4x’ ... ... No.
9016 Used........oiviviiiiivennen. No.
Other vehicles, with compression-ignition
internal combustion piston engine (diesel or
semi-diesel):
8703.31.00] 00i8 0Of a cylinder capacity not exceeding
1,800 €C...iiiiiiii i e No...... 2.5 Fres (3,CAE,IL) 10X
8703.32.00 Of s cylinder capacity exceeding
1,500 cc but not exceeding 2,500 cc......| ........ 2.52 Free {B,CA,E,IL) |10Z
10{3 NoW. .. i e No
50|46 Used. ..ottt No.
8703.33.00 Of a cylinder cspacity excesding
2,500 CC....iiiiiiiiiii i eiiaeee | e 2.52 Free (B,CA,E,IL) |1iCX
10(2 Anbulances, hearses and prison
VENB. ...ttt a e No.
30;8 Motor homes................coveeuuss No.
Other:
«5i1 Now. ..ot Na.
85|2 Used............iiiiiiiinnnnes No
8703.80.00] 00!a [ 12 + T T O No...... 22 Free (B,CAE,IL) piod 4
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HARMONIZED TARIFF SCHEDULE of the United States (1991)
Annotated for Statistical Roporﬂnq Purposos

Heading/
Subheading| -

Stat.
& cd

Article Dascription

Umts
of

Quantity

. Rates of Duty

1

General

Spec:al

8704

8704 .10
8704.10.10
8704.10.50

8704.21.00
8704.22

8704.22.10

87C4.22.50

8704.23.C0

3/ Cuty on motor vehicles (valued S1,000 or more) for the transportation of goods temporarily increased.

§533.87.¢0

908

20:$

401

508
60:i6

00i7
20.0

4«06

80.7
20.:

«0:7

Motox vehicles for the transport of goods:
Dumpers designed for off-highway use:

Cab chassis....................cccoounn.. ‘

chawp: .
With a capacity of 40.8 metric
tons Or less...................

With a capacity exceeding.
40.8 metric tons but not
exceeoding 63.5 metric tons.....

With a capacity exceeding
63.5 metric tons but not
exceeding 90.7 metric tons. .

With a capacity exceeding
90.7 metric tons. ... .........

Other, with compression-ignition internsl
combustion piston m;tnc (diesel or semai-
diesel):
G.V.W. not exceeding S mt.nc tons.......
G.V.W. exceeding S5 metric tons but. not.
exceeding 20 metric tons:

Cab chassis...... ................... ,

G.V.W. exceeding S metric
tons but not exceeding 9 .
metric tans........... .. b0

G.V.W. exceeding 9 metric
tons but not -xcud'm;l 12

G.V.W. exceeding 12 metric
tons but not sxceeding 15
metric tons. .. ... ...inenaan.

G.V.W. exceeding 15 metric
tons but not exceeding 20 -
metric tons.............vinnn

G.V.W. exceeding 5 metric
tons but not exceeding 9
metric CONS.............inenant

G.V.W. exceeding 9 metric
tons but not exceeding 12
metric toms....................

G.V.W. exceeding 12 metric
tons but not exceeding 15
metric tONS. . ... ... iiiienn..,

G.V.W. exceeding 15 metric
tons but not exceeding 20
metric TONS...........c0.uu...,

No.

No.

No.
No.

No.

No.

No.

42

8.5% 1/

8.51 1/

&2

8.5t 1/

8.52 1/

Free (B,CA.E,IL)
Free (B.QA.E.IL)

252
a5t

Free (B,CA.E,IL) |25%

Free (B, CA,E.IL) |252

253

Free (B,CA.E,IL)

Free (B,CA,E,IL) [252

See subheading
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1/ Duty on motor vehicles (valued $1,000 or more) for the transportstion of goods temporarily increased.

9903.87.00.

E-10

See subheading

Annotated for Statisticel Reporting Purposes :‘Eg
T i R
Heading/ Stat. . o Units ates of Duty
; Suf. Articie Description of 1 2
Subheading] g cd Quantity General Special
8704 (con. \ Motor vehicles for the transport of goods (con.):
H Other, with apark-ignition internal
l combustion piston engine:
8704.31.00 : G.V.W. not exceeding 5 metric toms.......| ........ 8.52 )/ Free (B,CA,E IL) |252
2011 G.V.H. not exceeding 2.5 metric
: OMB. ...\ eiiinernicnscnrnrerrannanas No.
|
4017 G.V.W. exceeding 2.5 metric tons
; but not sxceeding 5 metric tons..... Mo.
8704 .32.00 G.V.N. exceeding 5 metric toms...........{ ........ 8.5¢ }/ Free (B,CAE,IL) |253
1012 G.V.W. exceeding 5 metric tons but
! not exceeding 9 metric woms......... No.
]
20,0 G.V.W. exceeding 9 matric tons but
i not exceeding 12 metric toms........ No.
3018 G.V.H. exceeding 12 metric tons but
! not exceeding 1S metric toms........ No.
|
4016 G.V.H. exceeding 15 metric tons but
; not exceeding 20 metric tons...,....| No.
S013 G.V.H. excesding 20 metric toms..... No. )
8704.90.00| 0013 [0 - T veeoo] Boo. ..., 8.5 1/ Free (B,CAE IL) {252
8703 Special purpose motor vehicles, other than those
principally designed for the tranasport of persoms
or goods (for example, wrackers, mobile cranes,
fire fighting vehicles, concrete mixers, road
sweepers, spraying vehicles, mobile workshaops.
mobile radiclogical units):
870S8.12.:C : MODile CREN@S............cvvcenennnncavecnnnecl coenenns 3. 7% Free (AE,IL) 252
1.43 (CA)
1017 Cable operated........................... No.
5018 Other. . ... ... .. iiiiianniaieicienennaas No.
8705.20.004 00:7 Mobile drilling derricks.........cccveccanannas No...... n Free (A.CAE,IL) |252
8705.30.00f 0015 Fire fighting vehicles........................ No...... L Free (A,CAE,IL) (252
8705.40.00] 0013 Concrete MiXOES. .. .........0cnivveenarcsns veef Noo..... n Free (A,E,IL) 252
1.42 (CA)
8705.80.00) 0012 [0, Y No...... n Free (A,E.IL) 252
2.52 (CA)
8706.00 Chassis fitted with engines, for the motor
| vehicles of headings 8701 to 870S:
87C6.00.10 ! For the vehicles of subheading 8701.20 or
' heading 8702 oxr 8704. ... ... ... .. ..o ] vienennn (33 Free (B,CA.E, IL) 252
204 For the vehicles of subheading 8701.20...] Ne.
40{0 For the vehicles of heading 8702......... No.
. 60{S For the vehicles of heading 87C4......... No.
8706.00.15% i For the vahicles of heading 8703..............]1 ..... Lo 12.52 Free (B,CA.E, IL) |10Z
- 2019 For passenger automobiles... ............. No.
' 40iS For other vehicles of heading 8703....... No.
8706.00.25]| 00i1 For the vehicles of heading 8705.............. No...... 2.52 Free (E,IL) 102
; 1.72 (CA)
! For other vehicles:
§706.00.30| 0014 For tractors suitable for agricultural
: UM, .. ieii i tieurenrenasaennrrannacns No...... Free Free
8706.00.50 | 00{8 Other..... everaneaes ettt No...... 2.22 Free (A.E,IL) 27.5%
1.52 (CA)
|
!
{
1]




HARMONIZED TARIFF SCHEDULE of the United States (1991) -- Supplement 1

L9904 Annolated lor Statistical Reporting Purposes
37-1d
- Stat. Units Rates of Duty
Heading/ Suf. Article Description of 1 2
Subheading| g oy Quantity Generai Special
3707 . Bodies (including cabs), for the motor vehicles of
' | neadings 8701 to 8705:
3727.10.00 : For the vehicles of hesding 8703..............0 ........ 2.52 Free (B.E,IL) 102
¢ 1.72 (CA)
201'3 For passenger sutomobiles................ No.
4019 For other vehicles....................... No.
3707.50 ! Other:
3707.80.10} 0018 For tractors suitable for agricultural
i B No...... Free Free
3707.50.50 | Other...........iviiiiiiviiininnal oo 2 Free (B,E,IL) 252
! 2.82 (CA)
201s For vehicles of subhesding 8701.20..] No.
«011 For vehicles of heading 8702........ No.
6018 For vehicles of heading 8704........ No.
8012 For vehicles of heading 870S........ No.
S010 For other vehicles.................. No.
37c8 l Parts and accessories of the motor vehicles
{ of headings 8701 to 870S:
3708.10.00 ! Bumpers and parts thereof.....................0 ... ... 3.12 Free (A,B.E,IL) 252
| 2.12 (CA) 3/
10i4 Stampings......... P X
5015 Other. ... ... e X
| Other parts and accessories of bodies
; (including cabs):
37¢8.21.00| 00!'3 Safety seat belts........................ kg...... 3.12 Free (A*,B,E,IL) |252
| 2.12 (CA) Y/
2728.29.00 I I« T D I 3.12 Free (A,B,E,IL) 252
: 2.12 (CA) Y/
1013 X
25:68 No.
80121 Other..........eiiiieiiiiii X
| Brakes and servo-brakes and parts thereof:
3728.31 Mounted brake linings:
37¢8.31.10] oolg For tractors suitable for
i sagricultural use.................... b S Free Free
3708.21.50| 000 For other vehicles.................. X....... 3.1% Free (A,B,E, IL) 252
, 2.12 (CA) )/
2723.23 ' Other:
5733.33..0| 011 For tractors suitable for
agricultural use.................... X....... Free Free
£723.33.50 For other vehicles..................} ........ 3.12 Free (A,B,E.IL) 252
2.13 (CA) 1/
200 Brake drums and rotors
(dises).................c...... No.
5011 Other................cc.o.... X
|
|
|
I
|
I

1/ Equipment, originating in the
subject to accelerated staged rate

reductions. See heading 990S.

territory of Canada, intended for use in the

repair or maintenance of certain motor vehicles
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!

su:;-e::r. %o accelerated staged rate reductions. See heading 9905.

E-12

Annotated for Statistical Reporting Purposes s’;”ﬁ
) Stat. Units Rates of Duty
H"dmgl Suf. Article Description of 1. 2
Suoheading| g cg Quantity General Special
8708 (com. | Parts and accessories of the motor vehicles
! of headings 8701 to 8705 (con.):
87C8.40 ' Gear boxes:
8728.40.10| o0i8 For the vehicles of subheading
% 8701.20, or heading 8702 or 8704......... No...... 3. 12 Free (A.3.E,IL) 252
| 2.12 (CAY 1/
8778.40.20 | cols For the vshicles of heading 8703......... No...... 3.12 Fres (A,3.E,IL) 25%
i 2.12 (CA) 1/
87C8.40.30}1 00!4 For tractors suitable for
; agricultural use................ ... No.. Free Free
|
8708.40.50 00'9 For other vehicles....................... No...... .1 Free (A.E,IL) 252
; 2.12 (CAY 1/
8708.50 i Drive axles with differential, whether or
) not provided with other transmission
i components :
H For tractors (except road tractors):
8708.50.10] 0015 For tractors suitable for agricul-
| Lural USE. ... ...l No..... v |Free Free
| kg
8708.50.30| 00i1 For other tractors.................- No..... v (2.2 Free (AE,IL) 27.52
| - ks 1.52 (CQA) L/
3708.50.50]{ c0!6 For vehicles of heading 8703............. No..... v 13.12 Free (A,B.E,IL) 252
; kg 1.8% (CA) 1/
8708.50.804 0010 For other vehicles....................... No..... v 13.12 Free (A,B.E,IL) 252
i kg 1.82 (CA) 1/
3708.80 : Non-driving axles and parts thereof:
i For tractors (except road tractors):
8708.60.10) 0013 For tractors suitable for agricul-
i tural USe..........iiiiiiiii e X....... Free Free
8768.50.30] 0019 For other Lr8CLOrs...........coccunen b SR 2.22 Free (A,E,IL) 27.52
: 1.52 (CA) 1/
8708.60.50] 004 For vehicles of heading 8703............. X....... 3.12 Free (A,B.E IL) 252
. 1.8% (CA) 1/
8708.60.80 For other vehicles....................... | «oovunnn 3.12 Free (A,B,E,IL) 252
1.82 (CA) 1/
06 Spindles. .. .. ..... .. ... ... ...l No. v
' kg.
507 Other.........ciiiiiiiiiiiiiannnans X
8728.7% | Road wheels and parts and accessories
thereof:
! For tractors {except road tractors):
8723.7)0.iC1 0011 For tractors suitable for agricul-
tural use................ e, X....... Free Free
3728.73.3C}00:7 For other tractors.................. Xo...... 2.22 Free (A,E,IL) 27.52
' 1.52 (CA) 1/
8728.72.80 For other vehicles.......................} coovnitn .12 Free (A.B,E,IL) 252
: 2.12 (CA) 1/
. Wheels:
15:9 For vehicles of subheading
8701.20 or heading 8702, 8704,
; or 8705..... ... . i No.
300 Other.............oiiviiiiennn No.
Other:
45:3 Wheel rims for vehicles of sub-
| heading 8701.20 or heading
I 8702, 8703, 8704, or 8705...... X
6013 Wheel covers and hubcaps for
; vehicles of subheading 8701.20
H or heading 8702, 8703, 8704, or
| B705. e X
75.86 Other.............coiiiiunnnn X
8708.80 ; Suspension shock absorbers:
8708.80.10] 00:9 For tractors suitable for agricultural
; LT T X....... Free Free
87¢8.80.50| 00|0 For other vehicles....................... No...... 3.12 Free (A,B,E,IL) 252
! 1.8% (CA) 1/

Syuipment, originating in the territory of Canada, intended for use in the repair or maintenance of certain motor vehicles
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:;’Uliz Annotated for Statistical Reporting Purposes
; Stat. Units Rates of Duty
H“dmg/ Suf. Article Description of 1 2
Subheading| 3 cg Quantity General Special
8708 (con. Parts and accessories of the motor vehicles
of headings 8701 to 8705 (com.):
Other parts and accessories:
8708.91 Radiators:
8708.91.10] 00(6 For tractors suitable for
agricultural use.................... Xoooonnn Free Free
8708.91.50§ 00(7 For other vehicles.................. No...... 3.12 Free (A,B.E,IL) 252
2.12 (CA) 1/
8708.92 Mufflers and exhaust pipes:
8708.92.10§ 00(5 For tractors suitable for
agricultural use.................... X....... Free Free
8708.92.50] 00|6 For other vehicles.................. b SRR 3.12 Free (B,E,IL) 252
2.12 (CA) 1/
8708.93 Clutches and parts thereof:
8708.93.10] Q0|4 For tractors suitable for
agricultural use.................... X....... Free Free
8708.93.50| 00|S For other vehicles.................. X....... 3.12 Free (A.B,E IL) 252
2.1 (CA) 1/
8708.94 Steering wheels, steering colums and
steering boxes:
8708.94.107 00{3 For tractors suitable for
agricultural use.................... X.oooon.o Free Free
8708.94.50} 004 For other vehicles.................. X....... 3.12 Free (A,B.E,IL) 252
2.1 (CA) )/
8708.99 Other:
8708.99.10} 00(8 Parts of tractors suitable for
agricultural use.................... Xoooon.o Free Free
8708.99.20 Parts of other tractors (except
road LXACLOTS) .. .. iiiiiiiiineaaree ] e 2.22 Free (A.E IL) 27.52
1.52 (CA) 1/
10|4 Tracklinks for track-laying
LXBCROrS........cihhiieiiea No. v
kg
5018 Other............cievivnnnannns X
Cther:
8708.99.30] 00|4& Of cast-iron................... kg...... Free Free
8708.99.50 Other.........cocvvveveveanneanl cvvnnnes 3.12 Free (A* B,E, IL) |252
2.12 (CA) 1/
05|4 Brake hoses of plastics,
with attached fittings....| X
1017 Steering shaft assemblies
incorporating universal
Joints......... ..., No. v
kg
Double flanged wheel hub
units:
20(5 Incorporating ball
bearings............. No. v
kg
25(0 Other................ No. v
kg
3043 Beam hanger brackets...... No.
4516 Slide-in campers.......... No.
60(6 Radiator cores............ No.
70| 4 Cable traction devices....] kg
8517 Other...........ccocvveene X

1/ Equipment, originating in the territory of Canada, intended for use in the repair or maintenance of certain motor vehicles
subject to accelerated staged rate reductions. See heading 990S.
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SCHEDULE |
37-

Chapter 87
VENMICLES OTHER THAN RAILWAY
OR TRAMWAY ROLLING-STOCK,
AND PARTS AND ACCESSORIES THEREOF
Notes.
1. This Chapter does not cover railway or tramway roling-stock designed solely for running on rasis.
2. For the purpose of this Chapter, "-rm"mvmmwvylammumm
velucie, appliance or load, whether or not they contain subsidiary provision for the ransport, in connection with the
main use of the tractor. of tools. seeds, fertilizers or other goods.

3. For the purpose of heading No. 87.02, the expression *“public-tranaport type pPassenger motor vehicies” meens
vehicies designed for the ransport of ten persons or More (INCiuding the driver).

4. Motor chassis fitted with cabe fall in heading Nos. 87.02 to 87.04. and not in heeding No. 87.08.
5. Heading No. 87.12 includes all chikiren's bicycies. Other chilren’s cycies fall in heading No. 95.01.

General informetion

In addition (0 codes referred to ageinst specific tariff items, the goods of this Chapter may be eligible for the contsesionary
provisions of the following codes.

1910 2485 2460 2481
2450 2488 2470 2482
2455 2487 2475
2480 2488 2480

issusd Novermber 15, 1988



SCHEDULE I’

87 - %
| i Unit | Most. General
Taritt : of : Favoured- | Prefer- : United
ltem $S Description of Goods “Meas., Nation | ential : States . Codes
’ Code ' Taritt ; - Tarnft Tarift i 1
87.01 Tractors (other than tractors of heading i ' f : B
No. 87.09). : : | |
| i
]
8701.10 -Pedestrian controlied tractors i
8701.10.10 | 00 | ---Powered by an internal combustion engmé NMB Free ‘ Free | Free
87011090 {00 | —Other. .. .................. NMB 9.2%° 6% 7.3% 1343
On and after January 1, 1991 .. ... .. . ... .. 6.4%
8701.20.00 -Road tractors for semi-trailers ... . ... PR 9.2% 6% 7 3% 1343 2440
o e S : - 9410
On and aker January 1, 1991 ... ... . .. . ... .. : 6.4%
—aNow: N R
11 | e——e—g.v.w. not exceeding b tonnes. .. ... .. .. .. NMB :
12 | =———=-g.v.w. exceeding 35lonnes . ....... ... ... . NMB
20| ————Used................ . ... ... ... .. | NMB
i
$701.30 ~Track-laying tractors ‘ ;
8701.20.10 ~—Powered by an internal combustion engine . . l ' Free " Free Free. -
11 | ~—~—With 8 net engine power of less than oo Y
SK3IkW ... . NMB l j
12 -—--Wrthan«mmmdQJSkaf ! @
more but less than 119.4 kW . . NMS8 | }
13 -—-—Mhan«mmmolnSlkW : ; !
or more but less than 194 kW . . | NMB !
14 -———MmanumnopowarolekWor . i
more but less than 2574 kW. . .. Nmg | : |
15 | —=———With a nat engine power of 257.4 kW i i . . . t
COMO®. ... i NMB | i i
20| e=—==Used ... ... . .. ... ....... .. ... ! NMB I 1 ;
e ! :
8701.30.90 {00 | —Other...... ... ....... .. . INMB |  s2m I 6w Free | 1343 |
L | . ) i i !
‘ i ! : ' X
i Pl ‘ ? . ?
8701.90 | ~Other | | | i
l ~--Powered by an internal combustion engine ! v ‘ ) : .
. i i . )
! 8701.90.11 | 00 | -—-Of & kind for hauling logs (log skidders) . inms | 8% | 5% ! 64% ' MACH 13431
! ) Onmddlerdanuary1 1991 . . : i . 56% ‘
8701.90.19 | ——eOther.. . ... ... ... . Free Free | Free
-—~=~New tractors of a8 lkind for agncultural use. i i
with power take-off (PTO) of less than i b )
: 74.6 kW: ) ‘. ’
11 | ~—=-—With a PTO of less than 14.9 kW . NMB | | g
12 | ————-With a PTO of 14.9 kW or more but ; ; i ;
lessthan224kw. ... .. . . I NMB | ] ! i
13 | w=——eWith & PTO of 22.4 kW or more but - i ; ;
lessthan298kw. ... .. ... . . ... ... .. NMB i .
14 | ——-—With 8 PTO of 29.8 kW or more but i ' i
less than 448 KkW. . . ... ... . . . . , NMB i
15 | =—====With 8 PTO. of 44.8 kW or more but . ;
lessthan 59.7 kW. ... . . NMS : i
16 | ——--—With a PTO of 59.7 kW or more but i ? :
lessthan 746 kW . . ... ... . .. .. .. . NMB! { ! i
~———New tractors of a kind for agricutural use. i | : ‘
with power take-off (PTO) of 74.6 kW or more: . : ! : ;
I . . ! i ;

Revised Apnt 1, 1990
Issued June 4, 1990
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SCHEDULE |

87 - 2
! b 1 Unit , Most. Generai
i Tantt i i aof . Favoursd- Preter- United
item SS Description of Goods ‘Mess.| Nation ential States Codes
‘Coge!  Tarif! Tart! . Taritt
8701.90.19 | 21 | —meerWith 8 PTO of 746 kW or more bust b :
| Continved ! | less than 89.5 kW i NMB ! |
l 21 —mmee -With & PTO of 89.5 kW or more bul ! i i
less than 104.4 kW. . oo ;NMBI
23 | e With & PTO of 104 4 kW or more Dut
lessthan 119.4 kW . .. ... .. .. ... ... NMB
24 | ———-With @ PTO of 119.4 kW or more s
less than 1343 kW. .. . ... ... .. ... NMB
25 | w=~——With a PTO of 1343 kW ot more .. . . .. . NMB
30 | ———==Other new agricuturel tractors . . ... ... .. .. NMB
40 | —~e=={sed agncukursitractors . . . ... ... ... ... NM8
——e=Other :
91 | ——-—-With & net engine power of less then
ZIBRW ... ... R NMB
92 | wee—=With & net engine power of 223.8 kW
ormore Dt lees than 373 4W . ... ... .. ... . . NMB
93 | —=v~m-itith a net enging power of 373 kW or
MOMG . . e NMB
8701.9090 | 00 —_—her. .. e NMB 9.2% 2.5% 7.3% 134
Onand alter January 1, 1991 ... ........ . .. ... ... 8.4%
87.02 Public-transport type passenger motor vehicies.
$702.10.00 | 00 | ~With compression-ignition intemal combustion : .
piston sngine (diesel or semi-diesel) . . ... .. .. NMB 9.2% 6% 7.3% 2440 9400
. 9420
On and oltge Jonuary 1. 199Y ... ... ... .. ... l 6.4%
87020008 (00| ~OWMer . ... .............. . ... NMB [ 9.2% % 7.3% 2440 9400
| 9420
On and siter January 1. 1991 ... ... ... ... | 6.4%
%
07.03 Motor cars and other motor vehicles principsity ;
designed for the transpornt of persons (other ! :
than those of heading No. 87.02), including | 5
station wagons and racing csre. | i
1 8703.10 ~Vehicles specislly designed for travelting on |
' snow; golf cars and similar vehicies !
9 |
18703.10.10 | 00 | -—Recreatonsl or sporting vehicles specialy . _
desgned for ravelingonsnow ... ... .. ... NMB Free - Free . Free
'8703.10.90 O 9.2% &% 7.3% | 1344 2440
Onend alter Januery 1. 1997 . ... ......... T 6.4% . '
———Goll carts:
11 | —~~-—~Fowsred Dy anglectnice maley . ... ....... ... NMB
19 | weeeeCthor. ........... e e e NMB
——e=Other :
91 | ——meen byeneeciicmater . .............. NME
99| - ChhOr. ... ... NMB

issued June 4. 1990
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 SCHEDULE |

87 .3
i Taritt | Uf;il . Most- | General . United
ari - o avoured- |  Prefer. .
 item Ss ! Description ot Goods ‘Meas.| Naton & emia ‘! il:;fs : Codes
Code| Taritf Taritf | j ,
-Other vehicies, with spark-ignition intemnal ‘ '
combustion reciprocating piston engine: ,
8703.21 ==Of a cylinder capacity not exceeding 1,000 cc |
8703.21.10 | 00 | ——-Non-amphibious ail terrain vehicies of a weight of ;
less than 227.3 kg, having fewer then six wheels i
and designed 1o carry only one passenger. . ... .. . .. NMB 9.2% 6% Free 1344 2440 {
8703.21.90 1 00 | —Other... . .. ...... ... ... ... .. ... .. NMB 9.2% 6% 7.3% 1344 2440
On and afer January 1, 1991 ... ... ... . 6.4%
i
]
8703.22.00 —Of a cylinder capacity exceeding 1,000 ce but i
not exceeding 1,600 cc ...... . . 9.206 % 7.2% | 1344 2440 !
BPT Free 9400 9410 !
On and atter January 1, 199Y.. ... .. ... ... ... 8.4% !
10| ——Neworusedracng cars. . ....... ... .. . .. NMB i
20 | ——=—Other used vehucles. .. ............. ... ... .. .. NMB z
——==Other: !
91 | ———-0X an interior volume not exceeding 24 . .. . .. NMB |
92 | ——===0f an irterior volume exceeding 2.4 P |
but not exceeding 28 P ... . . ... NMB i
93 | ——~——¥ an eror volume exceeding 2.8 P }
but nat exceeding 3.1 . ... NMB ;
94 | ————Of an intarior volume exceeding 3.1 mP : :
but not exceeding 34 P ... . .. ... NMB l
95 | ———-C¥ an interior voiume exceeding 34 nP. .. NMB {
!
8703.23.00 —Of a cylinder capacity excesding 1,500 cc but f
not exceeding 3000 ¢s...... .. ... ... .. ... 9.2% [ 7 %% 1344 2440 ’
BPT Free i 9400 9410 ;
On and after January 1, 1991.. .. .. e 6.4%
10 | ——~~-New or used motorhomes. . ...... ... ...... ... . NMB
20| ————-Neworusedracingcars. ... .................. NMB
30 | -—--Cther used vehicles. . ............ ... .. .. ... |NMB _
——==New motor cars and other motor vehicles not ) 1
exceeding 4 cylinders: 5
41 | ——=euOf an interior volume not exceeding 2.4 m° . . NMB
42 | ae—==-0Of an interior volume exceeding 2.4 m° but
not exceeding 28 ... ... . ... NMB i
43 | ~~===-0f an interior volume exceeding 2.8 P but |
not exceeding 3.1 . ... ... ... ... NMB i '
44 | ~ewee=Of an interior volume exceeding 3.1 mP but i
not exceeding 3.4 md . ... ... | NMB ‘
45 | ~==ee-Of an interior volume axceeding 34 m?. . .. . NMB
~~===New motor cars and othet motor vehicies ]
exceeding 4 cylinders but not exceeding :
6 cylinders: |
51 | ~====OX an irterior volume not exceeding 2.8 . .. NMB :
52 | ~—===Of an interior volume axceeding 2.8 mP but !
not exceeding 3.1 7. . ... NMB ‘
53 | ~~—=OF an irterior volume exceeding 3.1 P but |
not exceeding 34 7 ... ... ... NMB H
54 | ————Of an interior volume exceeding 34 m? . . . . NMB '
~——-=New motor cars and other motor vehicles '
exceeding 6 cylinders: !
61 | ——=—-OF an interior volume not exceeding 28 m°. .. . .. NMB %
62 | ~—=—=OF an interior voiwme exceeding 2.8 m® but 1
not exceeding 3.1 M. ... ... ... ... NMB |
63 | ——~=—-OF an interior volurne exceeding 3.1 mf but
not exceeding 3.4 M. . ... ... .. ........ NMB
64 | ———-OF an interior volume exceeding 34 mP. ... .. .. NMB

Issusd January 1,
F-§

1990



SCHEDULE |

87 - 4
, P funit | Most General | ’
! Tand! i L. of Favoured- Preter- ' United
i tem | SS Description of Goods : Nation ential i ) sxau"s Codes |
; ' Code| Tant Tanw | 1" {
' 8703.24.00 -=0f a cylinder capacity exceeding 3,000 cc. .. .. 9.2% % 7.3% 1344 2440 |
A ‘ 8PT Free 9400 9410 |
' ! On and aher January 1. 1991 o 6.4%
; 10 | -===-New or used ambulances. hearses or prison vans. . | NMB
20 | -==== New or used motorhomes. ... ... ............. NMB
30| —~--=Neworused raong cars. .................... NMB
40 | ——-==Other used vehides. .. . ... ............ ..... NMB
~——~~New motor cars and other motor vehicies not
exceeding 4 cyhinders: :
§1 | ———-—=0f an intenor vaiume not exceeding 2.4 n? .. . | NMB
§2 | ~=e-——Of an intencr volume exceeding 2.4 rv but
; not exceeding 28 ... ... ... NM8
f L J [— ~Of an interior volume exceeding 2.8 m? but
O not exceeding 31 M .. ........ NM8
54 | ~———-Of an mterior voiume exceeding 3.1 m® but
not exceeding 34 P ... ... .. ....... |NMB
55 | —mm=azOFf an intenior volume exceeding 34 nf ... ... .. NMB
—-~—=New motor cars and other motor veivcies
exceeding 4 cyinders but not exceeding 6
cylinders: .
61 | —————OF an ierior volume nol exceeding 28 mP. ... .. NMB
: 62 | ———-—OF an interor volume exceeding 2.8 P but
S not exceechng 3.1 o . | NMB i
: 63 | ~——---Of an interor volume exceeding 3.1 m° but '
not exceectng 34 7 ... ... ..... |NMB
64 | --—--==Of an intenor volume exceeding 3.4 m . NMB
--—~=New motor cars and other motor velucies
! exceeding 6 cylinders:
' 71 | —=====0Ff an ienor volume not exceeding 2.8 . . NMB
i 72 | —=====OF an intenor volume exceeding 2.8 n but i
: not exceeding 31 P ... ... ... NMB
73 | ~=====Of an interioc volume exceeding 3.1 m but
not exceeding 34 P ... ..., ee... .. |NMB
74 | —=-~-OF an intenor volume exceeding 3.4 .. ... ... NMB
-Other vehicles, with compression-ignition intemsl
combustion piston engine (diesel or semi-diessl):
,8703.31.00 | 00 | —-Of a cylinder capacity not excesding 1,500 cc.... |NM8 9.2% & 7.3% 1344 2440
! 9400 9410
! On and after January 1, 1981 . ... .............. S 6.4%
! i |
, 8703.32.00 --Of a cylinder capacity excesding 1,600 cc but
i not exceeding 2600 ¢c. ... ................ ... . 9.2% &% 7.3%
| On and after January 1, 1991. .. ... ................ 6.4%
! 10 | ~=ame New or used motorhomes. .. .. .. . ...... ... . |NMB :
i 20 | ————-Other used vehicles. .. ... .................. .. NMB
| ~===-Other:
: 91 | ——emm -Of an interior volurne not exceeding 2.4 mP ... . NMB
: 92 | —emeamOF an interior volume exceeding 2.4
; but not exceeding 28 M. ... ..., NMB
83 | —=-mmrOf an mtenor volume exceeding 2.8 m°
bu not exceeding 31 P ... ... ... NMB
94 | ———-OF an intenor volume exceeding 3.1 mP
but not exceeding 34 P ... ... NMB
95 | ——-m- ~Of an intenor volume exceeding 3.4 m®_ ... ... NM8

Issued January 1, 1980
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SCHEDULE |

7 -5
. : Unit Most. General
Tartt @ of Favoured- i Prefer. United
item . SS | : Description of Goods Meas.. Nation ' entisl - Swates : Codes
oo S :Code| Tarft | Tad#t .  Tartt
8703.33.00 | | —~Of & cylinder capacity excesding 2,500¢cc .. .. . . i I 92w | &% | 64% | 13ea 2640
b R | f | 9400 9410 -
i 10} ———-New or used embuiances. hearses or prison i . ' J !
‘ vans . ... ... ... .. . NMB i i ;
! 20 | -——~<New or used motorhomes . .. . .. ... INmB i l :
i 30 | ~===<Other used velucies . .. ... . S ... .. I NMB ! i
| —=--Ormer- 1o - ; |
91 | ===<=-0¥ an interior volume not exceeding 2.4 m® . | NMB | ‘ ; i ;
92 | ——=—e=Of an interior volme exceeding 2.4 m° but | | X ! i
not exceeding28m® ... . . NMB . i i
93 | —————OF an irterior volume exceeding 2.8 m but | i |
not exceeding 3.1 % . {N™MB ! |
94 | ————0X an interior volume exceeding 3.1 m bur . . : ,
not exceeding 3.4 m® . | NMB : :
95 | ~—-—0F an interior volume exceeding 347 . . | NMB é |
| ; i
| §703.90.00 ~Other ... ... S 9.2% 6% 64% 1308 2040
! D e ’ 9400 9010
10 | —~~—Powered by an decrric mator . ... ... ... ... . .. NMB
| ~—Other............ . ... .. . ... | NMB .
: H |
,f - | !
i87.04 Motor vehicies far the transport of goods.
i i
i
| $704.10.00 ~Dumpers designed for oﬁ-hlghwoy use. ... ... ] | 92w | s 6.4% I
! 101 ——Cabchases .......... . ... . . ~ INMB| ' ) !
i i ' ~—~=Cther rear dump: i ! | i
i ! 21 | ————With & capacty not exceeding 40 8 metnc | i
! b fonnes. ... .. .. .......... ... ... .. . NMB !
| { 22 | ~==——Wwith & capacity exceeding 40.8 metnc tonnes | f
) ! bur not exceeding 63.5 metric tonnes . . . . . . -+ 1LNMB N !
! | 23 | ————With & capacity exceeding 63.5 metric tonnes L :
! I bume:andeO?mronm....,.;_ ..... .1 NMB. o v :
} | 28 | —————With a capecty exceeding 90.7 meenc tonngs ... | NMB . g '
' | 90 ---om«(mdudmgsdcwbaaamdmp) ..... Yo | NMB : :
i i i . " v :
L | ! !
‘ | =Other, with compression-ignition internai , ,
! | | combustion piston engine (diesel or semi-diesel) : | ! i
: I ‘ i .
. 8704.21.00 ——g.v.w.notexceeding Stonnes .. ..... ... .. . : 92% ! 6% 4% : 1344 2040 |
! ot : - 9410
! 10 | —=e—wg.v.w. nct exceeding 2tonnes. . . ... .. .. ... .. . NMB
; {20 ] ——===G0.V.w. ex008ding 2 tonnes A not exceeding 3
i . : tornes . .. ... .. ... ... ... ... . .. .. | NMB i |
' 30 | meme—gv.w. excoodmatonmbwmuaodmgs ! | : '
' onnes . .. ... NMB | i
5 i
| $704.22.00 ==§.v.w. excesding § tonnes but not exceeding 20 i . :
tonnes ... T i 92% | 6w 6.49% 1384 2440
i i l ! ~ 3e%0
| [ 10| ——eeeg.vw. exceedling 5 tonnes but not exceeding '
i 10tonnes . .......... ... . ... ... ... .. .. NMB
t 20 | ~—-~g.v.w. exceeding 10 tonnes but not exceeding
! 1210nM@s ... NMB
| 30 | ~=—--g.v.w. exceeding 12 tonnes but net exceeding ) ;
| 1S5tonnes . ... ... ... ... . NMB ‘
i 40 | ~em—eg.v.w. exceeding 15 tonnes bur not exceeding
I 20t0NNeS .. .. ... ... NMB
, i ]

Rewised January 1. 1991
Issued November 26. 1990
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SCHEDULE |

87 - 6
Unit . Most. Genersl
Taritt . of ' Favoursd- . Prefer- United
item - 8S | ‘Description of Goode Meas.. Nation | entig States Codes
Code:!  Tartt : Tar , Tarft
Al
8704.23.00 00 --g.v.w, exceeding 20 tonnes NMB: 92% 6% 1 6.4% ;1344 2440
. . : ! 9410
{
!
-Other, with gpark-ignition Intemsl combustion ; ; .
piston enging : : 1 !
] s
8704.31.00 - -=~g.v.w. At exceeding § tonnes . 92% : 6% 6406 ° 1344 2440 ’
' ; R 9410
110 | -==——=g.v.w. N0t exceeding 2.5 tonres . . . NMB | . ‘ ;
20 —=r-gvw. exmdwzswnmmnaowndng i ;
‘ Stonnes ....... . .......... . NMB | 5 ! i
i : ', ! g
87043200 ! | —g.v.w. excesding 5 tonnes ; ' 92% | 6% | 64% | 1344 2440 -
; : ' ; i | i 9410
{10 ; ~—--g.vw. gxceeding 5 tonnes but not exceeding ‘ ; : i :
: i 10tonnes . .. ......... .......... ... NMB ! | 1 f
1 20 ———=e@.v w. gxcREding wrmbunam . ; i i i
P 12tornes .. . ... *NMB ! i ! i
130 ~———gvw emndmwrotmbunam i ! ! ; |
g 1Stonnes .. ... . ... i NMB | ! i !
40 | ~——-vg.v.w. exceeding 1slomsbunaczm : l l ; i
: : 20tnnes .. ... .  NMB | i 1 i
D80 ceemgvw. czcndmgzo:omc ......  NMB ! ! : i
; : 1 ' i '
P Lo | ! [
87949000 00 ' -Other ... ............. ... NMB: 920 | 6% | 64% ' 1344 2440
| ‘ : ! i . 9410
Lo : ; i i i
; : ‘ ! i :
; i ; [ H
i : X :
sr.08 - Specis) purposs motor vehicies, other than those : ; l ' K
! . principally designed for the transport of persens of i i i '
© goods (for exsmple, Breakdown lorries (wreckers), i ; ! :
I crane lotries (moblie cranes), fize fighting vehicies, | : i : :
. concrete mixer lorries (concrete-miners), rasd @ : ' .
i | sweeper lorries (road sweepers), spraying lorries : = : ; !
. i (spraying vehicies), mobila warkshope, mobile i ; :
i ! radiclogicst units). ; ' ‘ '
Co | ) 3
8705.10 | . -Crane lorries (mobile cranes) : ’ !
3735.10.10 | ——=For underground meming . ... ... .. .. . . Free : Free i Free
: 10} ~e—eeCable-operated ... ........ ... ..... NMB | ; :
F90 . ———rOther. ... . NME | ; i
87051090 | - -—Cther ... ... 92% | 6% . 36% 9410 MACH:
10 | -———-Cable-operated . . . ....... ...... NMB /. : ;, .
N em=Other ... NMB | !
i ! :
. 1 . i
$708.20.00 . | -Mobile drilling derricks .. ... ... ... ... i 92% ' 6% | Free ; 15509410
i : ; : | MACH
i 10 | —=w~For dnling od or nauel gas wels . . NMB : :
1 20 | === For driling water wells . .. ... .. ... e NMSB | i ‘,
190 | —e===Other ... ... e NM8B | ! .
o ; . ! ,
' §708.30.00 . OO ‘ «Fire fighting vehicles .. . ... ........ i NMB ' 102% Free Free . 2440 6302 -
| = ‘
8705.40.00 < 00 | ~Concrete-mixer lorries (concrete-mixers) .. ... NMB | 92% 25% 36% 19410 MACH !
' ! | :
H i

RQevised January 1. 1991
‘'ssued November 26. 1930
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SCHEDULE |

87 - 7
. Unit Most. Generai
Tartt : of  Favoured. Preter. United
: ftem - . SS | Description of Goods Meas., Nation = ential States Codes
! e Code' Tariff | Tarit  Taritf
'8706.90 | | -Other | i
8705.90.10 | 00 } ---Spraying lorries (spraying vehicles) for spreacing dry ) { ‘
' ’ | or iiquid tertilizer or siudge for agricultural use NMB Free . Free : Free | ,
I ! : . P ! H
i I ' i ; i !
*8705.90.90 iuoop —Other........ .. ... - 'NMBI 92% | 25 | g4 MACH |
! ! ' . i :
i i
| ] o ; |
' 8708.00 ! Chassis fitted with engines, for the motor vehicles of . ‘
| | ! heading Nos. 87.01 to 87.06. ! : :
! ; ' i | .
. 1 ' t
1 8706.00.10 | 00 | =—~For the tractors of tar#f tem No. 8701.10.10, i !
: ! 8701.30.10 or 87019019 .. . . ... .. ....... .. 'NMB Free Free Free
i : !
1 8706.00.90 —Orher. ... ... ! ! 92% 6% 6.4% 0523 9400 !
}. ; ; 9410 9420 |
: | f MACH |
' ~——=—For the tractors of subheading No. 8701 20 or i : i
: the vehicies of heading No. 87.02 or 87.04- :
i 11| —mmeee For the tractors of subheading No. 870120 . ... | NMB
12 | —==—For the vehices of heading No. 87.02 .. . . i NMB
! 13 | ——-—For the veMncles of heading No. 8704 . . I NMB i
; -====For the veivcies of heading No. 87.03 or 87.05: ; ;
i 21 | -==——For motor cars of heading No. 8703 . . . .. . | Nm8
; 22 | —————For the vehicles cther than motor cars of | ;
' heading No. 8703 .................. . ' NMB !
i 23 | -—-—For the venicies of hudmg No. 8705 ... .. i NMB i
i 90 | ~——Other. ... .. ... ... | NMB i
1 ; |
i87.07 Bodies (inciuding cabs), for the motor vehicles of | 3
[ heading Nos. 87.01 to 87.08. ! 3
; i
i i
: 8707.10 -For the vehicies of heading No. 87.03 ! 1 'I :
! . i
! : .
i 8707.10.10 | 00 | -—For camper vetucles. . .. ... .. ... e o l NMB ‘ 122% 8% 8.5% 9450 :
i !
! 8707 10.90 —Cther. ... .................. ! | 92% Free 64% | 9450 )
! 10| ~—————Formotorcars ... .................. | NMB i I !
3 90 | ——==Other. ................ ... .. i NMB ‘ ; ! j
1 8707.90 | -Other b | ' : :
i f : i |
{8707.90.10 | 00 | ---Cabs for the tractors of tarif item No. 8701 10.10. i | | !
! i 8701.30.10 or 8701.90.19 . S . . NM8 Free i Free Free
' : ! | ! : !
8707.90.90 OB o ! 92% | 6% | 64% | 05239450
j » ; ! : ; "MACH USME;
] 10 | ——~~For the tractors of subheading No. 8701.20 ... . ... | NMB i g g
! 20 | -———=For the vehicles of heading No. 87.02 . . .. . ... | NMB | !
: 30 | ———For the vehicies of heading No. 87.04 . . .. . i N8 | ! ! :
| 40 | ~=~=<For the vehicies of heading No. 87.05 . . ... ... 1 NMB i i '
| 90 | ———-Other. ................. i .. I NMB i
: i
i | ;
5 o | | |
' : : %
E i ! i
| |
Lo |
{ ' !
\ i | i
! !

Issued November 26. 1990
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SCHEDULE |

87 - 8
Unit Maost- General
Tarift of Favoursd- | Preter- United
item . SS: Description of Good Meas.: Nation ential States Codes
i ! ‘Code:  Tarift Taritf Tariff
_87.08 . Pansand ries of the motor vehicles of :
:  heading Nos. 87.01 to 87.05. :
: : | :
1 8708.10.00 | | -Bumpers and parts therot 92% 6% 6.4% 0523 0531
; L BPT Free | 1 0544 1383 -
5 P 6200 9450
: [ X 9666 MACH
5 ! 10 | ——---Stamongs , ' '
: E 90 | ——Other ; ;
! } ‘ f
! | -Other parts and accessories of bodies (including : !
. L} cabs: ' ,
; o ; _
'8§708.21.00 - 00 | ~-Safety seat beits .. ‘ 920 | 6% | 64% 05230844
| Rl ; . 3 ; | 1343 9450
k ! | , : : : , 9606
‘ : : : ; i i
‘ ! | : |
8708.29 l | ==Other ! i
8708.29.10 | | -—For the tractors of tarif item No. 8701.10.10. f * ; I
! H 8701.30.10 or 870190.19 . . ... ... ; Free Free ; Free '
110 ! w—=--Stampings... ... ... i . I '
|90 | ————Other ... e , ; ‘
( i ]
! , —==Other : ' '
, Co ; ' :
8708.2991 ; 00 ; ——=-Veterinary unts, designed for the transponaton and ) i H :
; : storage of vetennary equipment and preparations, for . : :
| ‘ installation on motor vehicles: parts and accessones ' : )
: of the foregoing .. ... .. S e 1 Free | Free ' Free |
87082992 00 | —--Truck CADS . .. . ... ... ... ... 119% | 75% | 83% | 13439450
. P ; ; | 9622
i i . ' .
8708.29.93 ' 00 | -—--Floor mats of plastics .. : 17506 | 115% | 122% 1343 9450 -
| : ' : 9631
I
,8708.29.84 < OC A ----Seat covers of plastics 136% | 9% 95% 1343 9450
: : : ! 9630

Rewised Januery 1. 1991
issuea Novermper 26. 1990
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SCHEDULE |

87 .3
unt ' Most- General United
Tarift - i of | Favoured- Prefer- | .
Descri oods i > ! ! !
ltern ss puion ot G ‘Meas.|  Nation ental | ST"::,’ | Codes
, Code Tariff Tantf [
8708.29.95 | 00 | ——-Seat covers of texnie materais . 25% X 2094 0523 0544
1343 5814
9450 9632
On and after January 1. 1991 17.5%
8708.29.99 —Other . ... . ... 9.2% &% 7% USME 0523
BPT Free 0530 0533
0534 0541
0544 1343
5814 9450
9606
On and after January 1. 1991, . . o 6.4%
10 | —===Stampings. ... ... ... ..
90 | =====Ohor. ... .. ...
-Brakes and servo-brakes and paris thersof:
$708.31 —~Mounted brake linings
8708.31.10 | 00 | -—For the tractors of tarif item No. 8701.10.10,
8701.30.10 or 87019019, . . ... .. ... .. .... Free Free Free 0523 0544
i 1343 5814
8708.31.90 ——ONer. . 9.2% 6% 7.% MACH 0523
B8PT Free 0544 1243
5814 6205
9450 9608
On and after January 1, 1991, . . . . . 6.4%
10 | ~=-==For the motor vehicles of heading No. 87&.
90 | ——=Other..... ... .......... .. o
8708.39 -=QOther
8708.29.10 | 00 | -=-For the tractors of tardf item No. 8701.10.10.
8701.30.10 or 8701.90.19. . ... . ........ .. Free Free Free 0523 0544
1343 5814 |
]
8708.39.90 -—=Other. ... .. ... . ...... [ 9.2% 6% ; 7.2% MACH 0523 1
BPT Free ' 0544 1343
: 5814 6205
9450 9606
On and after January 1, 1991 ... .. ... . ... .. ... 6.4%
10 | ——=-<Brake cylinders. .. ... .. ... ... . ... ‘
20 | -~-==Disc brake caliper assembies. . ... .. o i
30 | -——--Brake drums. .. ... ... ... ... e |
90 | —-Other. ... ............ ... |
8708.40 -Gear boxes (transmissions) : I
! !
8708.40.10 | 00 | ——For the tractors of tariff item No. 8701 10.10, ’
8701.30.10 or 8701.90.19. .. ... ... ... . .. .... Free Free Free 0523 0544
1343 5814

Issved January 1, 1990
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SCHEDULE |

87 - 10
. Unnt . Most- C;:neral United i
anff . of avousred- efer-
nem | SS Description of Goods Meas.| Nation ential ﬁ.‘:;,’ Codes
Code Taritt Tante
8708.40.90 —Oer . . 9.2% 6% 7.4 MACH 0523
0S44 1343
1940 5814
5816 9450
9606
On and alter January 1. 1991 . ... ... ... .. ... . . ... 6.4%
10 | —=w~=For the mator vahicles of heading No. 87.03. . . ..
20 | ——-—For the tractors of sub- heading No. 8701.20 or
the vahicies of heading No. 87.02 or 87.04. ..
Q0 | ~mem=OMhOr. .
8708.50 ~Drive-axies with differential, whether or not
provided with other tranamission components
8708.50.10 | 00 | —For the tractors of tanif item No. 8701.10.10,
870130.10 or 8701.90.19. .. ... ............... o Free Free Free 0523 0544
1343 5814
8708.50.90 ——Oer . e e 9.2% L 7.% MACH 0523
0544 1343
1940 5813
5814 9450
9606
On and after January 1. 199% . .. .............. ... ... 6.4%
10 | ——==For the mator vehicies of heading No. 87.03. . . . ..
Q0 | —mmeeOMh@r. ... e
8708.00 -Non-driving axies and parts thereof
8708.60.10 | 00 | —=For the tractors of tarif item No. 8701.10.10,
8701.30.10 or 8701.90.19. . ... ............... Free Free Free 0523 0544
1343 5814
8708.60.90 —Oer . e 9.2% 6% 7.9% MACH 0523
0544 1343
1940 5813
5814 9450
9606
On and after January 1, 1991 . .. ... ...... ... ..... 6.4%
10 | -~--~For the motor vehicies of heading No. 87.03... ..
Q0 | ——==Ohr. . .. ..
8708.70 ~Road wheeis and parts and accessories thereo!
8708.70.10 | 00 | ———For the tractors of tasff itern No. 8701.10.10,
8701.30.10 or 8701.90.19 . . . .. .................. Free Free Free 0523 0544
1343 5814
8708.70.90 B o 1 9.2% 6% 7.3% MACH 0523
BPT Free 0544 1343
5814 6210
9450 9608
On and after January 1, 1991 .. ... . ... .. ... ... ... 6.4%
10| ——==-HUDCRBD® . .. ... ... i
Q0 | ==Y . .

Issued January 1, 1990
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SCHEDULE |

87 - 11
| Fumt Most- General !
. o ! © United | .
Tarift 15| - Description of Goods ‘ Favoures. | Prefer- . iates | Codes |
ltem i : Nation entid | o, ! :
Tantt Taritt i X ,
‘ " > |
$708.80.00 -Suspension shock-absorbers... 9 208 6% 73% | MACH 0523
. : 0544 1343
5814 9450
9606
On and atter January 1, 199V .. .. ... ... .. 6.4%
10 [ -———~For the motor vehicies of heeding No. 87.03 . ..
———=Other: .
91 | ——-——=For tractors of @ kond for agricutural use. . ... . ..
99 | e OMPOr. .
-Other parts and sccessories:
8708.91 —Radistors
8708.91.10 | 00 | —-~For the tractors of tan¥f item No. 8701.10.10,
87013010 or 870190.19. . . .. .. ... ... ...... © ., Free Free Free 0523 0544
1343 5814
87089190 |00 | —OMMOr. ... ... ... 9.2% (0] 7.2% MACH 0523
0544 1343
5814 9450
SE08
On and after Januery 1, 1991, . ... ... . ... . .. 6.4%
§708.92 —=Silencers (mutfiers) and exhsust pipes
8708.9210 | 00 | ——For the tractors of tarff itern No. 8701.10.10,
8701.30.10 or 870190.19. . . .. ............. . Free Free Free 0523 0544
1343 5814
8708.92.90 —OMher. . ... 9.2% 6% 7 % MACH 0523
0544 1343
5814 9450
9606
On and after January 1, 1991 ... ... . ... . . 6.4%
10 | ———=Siencers (muffiers). ... .. .......... . ...
20| ——eeExPBUSt DIDES. ... ... ...
8708.93 ~=Clutches and parts thereof !
t
8708.93.10 | 00 | ——For the tractors of tandf item No. 8701.10.10, ; i :
8701.30.10 or 8701.80.19... ... .. . .. ... . Free Free | Free | 05230544 :
. ! 1343 5814 !
8708.93.90 |00 | ——Other................ .. ... 9.29% 6% | 7% ' MACHO523]
: . 0544 1343 !
i ' 5814 5817 |
: i 6215 9450 !
: | o908 |
On and after January 1, 1991, . .. .. .. 6.4% ;
i \
8$708.94 . ~=Steering wheets, steering columns and sieering ) : .
boxes :
. |
8708.94.10 | 00 | ——For the tractors of tardt item No. 8701.10.10, ‘
8701.30.10 or 87019019, ........... ... .. .. Free Free Free I 0523 0544 |
; 1343 5814 |
i
i
1
t

Issued January 1, 1930
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SCHEDULE |

Taritt
Item

Description of Goods

Unit

of
Meas.
Code

Favoured-
Nation
Tasift

General
Prefer-
ential
Tarift

United
States
Tarift

Codes

8708.94.90

8708.99.10

8708.99.91

8708.99.99

a7.08

8700.11.00

On and after Januery 1, 1991 .. ... .. ... ...... ...
-~-Other
~—=For the tractors of tardf item No. 8701.10.10.
8701.30.10 & 8701.90.19. . ... ........... ...
~=—Crher:
~—~~-Veterinary unts, designed lor the transportation
and storege of vetennary eQuipment and

praparatons, for instalisbon n motor velhicies:
parts and accessories of the foregong . . . . .. ... ...

——OMher . .

———For the steering system:
Tie rod assemblies. . . ... ... ................

cemeeeFrBMOE . . .. ...

Works trucks, seif-propelied, not fitted with lifting
or handiing aquipment, of the type used in
factoriss, warehouses, dock areas or airports for
short distance transport of goods; tractors of the
type uvsed on raliway station platforms; parts of
the foregoing vehicies.

-Vehicles:

-—Elgctded . .. ...

———TIBCOrS . . . .. ... .. e

9.2%

Free

9.2%

9.2%

Free

i

3

25%

7.0

6.4%

7.2%

6.4%

7.2%
6.4%

MACH 0523
0544 1343
2425 5814
9450 9606

0523 0544
1343 5814

0523 0544
1343 5814

MACH 0523
0535 0544
1343 2425
5673 5814
6220 9450

MACH

Issved January 1, 1990
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APPENDIX G
IGI CHAPTER 87, HEADINGS 8701 THROUGH 8708



GENERAL DE IMPORTACION 1002-1

Codigo Unidad AD/
Sistema . de Valorem
Armonizado Descripcion Cantidad %
86.09 CONTENEDORES (INCLUIDOS LOS CONTENEDORES-CIS-

TERNA Y LOS CONTENEDORES-DEPOSITO) ESPECIALMEN-
TE PROYECTADOS Y EQUIPADOS PARA UNO O VARIOS
MEDIOS DE TRANSPORTE.

8609.00 Contenedores (incluidos los contenedores-cis-
terna y los contenedores-deposito) especialmen-
te proyectados Yy equipados para uno o varios
medios de transporte. (11)

8609.00.01 Contenedores (incluidos los contenedores-cis-
terna y los contenedores-deposito) especialmen-
te proyectados y equipados para uno o varios
medios de transporte ......ccececececcesscense cavs Kg. 20

CAPITULO 87

VEKICULOS AUTOMOVILES, TRACTORES, CICLOS Y DEMAS VEHICULOS TERRESTRES, SUS PARTES
Y ACCESORIOS

Notas.

1. Este capitulo no comprende los vehiculos proyectados para circular sola-
mente sobre carriles (rieles).

2. En este capitulo, se entiende por tractores, los vehiculos con motor
esencialmente proyectados para tirar o empujar a otros aparatos, vehiculos o car-
gas, incluso si tienen ciertos acondicionamientos accesorios en relacion con el
uso principal, que permitan el transporte de herramientas, semillas, abonos, etc.

3. En la partida 87.02 se consideran vehiculos automovi les para el

transporte colectivo de personas, los vehiculos proyectados para transportar un
minimo de diez personas, incluido el conductor.

4. Los chasis con cabina para véhiculos automoviles se clasifican en las
partidas 87.02 a 87.04 y no en la 87.06. :

5. La partida 87.12 comprende todas las bicicletas para ninos. Los demas
ciclos para ninos se clasifican en la partida 95.01.

87.01 TRACTORES (EXCEPTO LAS CARRETILLAS-TRACTOR DE
, LA PARTIDA 87.09).
8701.10 - Motocultores.

N. del E.-Vease la Nota Nacional del Capitulo 72 que figura en la Pag. 638 refe-
rente a las Partidas 87.01 a 87.08.

Tancela (a hoja "F" para poner Nota del

HOJA G Editor.

Remesa 1-91



1002-2

LEY DEL IMPUESTO

Codigo
Sistema
Armoni zado

8701.10.01

8701.20

8701.20.01(*)

8701.30

8701.30.01
(&) (228%)

8701.30.99
8701.90
8701.90.01

(&) (&2%)
(&%)

8701.90.02
&) a

8701.90.03
8701.90.99
87.02

8702.10

8702.10.01(*)

8702.10.02(*)

Descripcion

Motocultores. (0<6) .....ceeeenccencccencnncens
**)

- Tractores de carretera para semirremolques.

Tractores de carretera para semirremolques ....
(**) (Vease Grupo 35)

- Tractores de orugas.

Tractores de orugas con potencia al volante del

motor igual o superior a 105 C.P. sin exceder
de 380 C.P., medida a 1900 RPM, incluso con ho-
ja empujadora ..... camscssccccse cescesccnens “ee
(**)

Los demas. (0-7) ..ieeerenecennocnccccccannnnes
- Los demas.

Tractores de rueda coh»toma de fuerza o engan-

che de tres puntos, para acoplamiento de imple-

mentos agricolas. (0-1-6) ........... cenescceane
(**)

Tractores para vias ferreas, provistos de adi-
tamento de ruedas con |lantas neumaticas accio-
nadas mecanicamente para rodarlos sobre pavi-

mento. (0-6) ........ csesaccsse esccavecvocccnns
DEROGADA. (0-6)
Los demas. (0-6) ......ooceeee. cssvscea csaseses

VEHICULOS AUTOMOVILES PARA EL TRANSPORTE COLEC-
TIVO DE PERSONAS. :

- Con motor de embolo o piston, de encendido
por compresion (diesel o semidiesel).

Con carroceria montada sobre chasis ......... .o
(**) (Vease Grupo 35) ‘

Con carroceria integral
(**) (Vease Grupo 35)

(Vease significado de |lamadas Pag. XVII.)

Unidad

de

Cantidad

Pza.

Pza.

Pza.

Pza,

Pza.

Pza.

Pza.

Pza.

Pzay

AD/

Valorem

X

10

20

20

10

15

15

15

20



GENERAL DE IMPORTACION 1003
Cédigo Unidad AD/
Sistema de Valérem
Armonizado Descripcion Cantidad %
8702.90 — Los demas.
8702.90.01 Trolebuses. (0-1) ......coooiiiiiiiiiinennn Pza. 20
() @
8702.90.02 (*) Con carroceria montada sobre chasis. (0-1) ... Pza. 20
(**) (Véase Grupo 35)
8702.90.03 (*) Con carroceria integral. (0-1) ............... Pza. 20
(*) (Véase Grupo 35)
8702.90.04 DEROGADA. (0-1)
87.03 _ Coéhes de turismo y demas vehiculos automéviles
proyectados principalmente para el transporte de
personas (excepto los de la partida 87.02), inclui-
dos los vehiculos del tipo familiar (“break™ o
“station vagon™) y los de carreras.
8703.10 — Vehiculos especialmente proyectados para
desplazarse sobre la nieve; vehiculos especiales
parael transporte de personas en terrenos de golf
y vehiculos similares.
8703.10.01 Conmotor eléctrico .........cceeeeerececess Pza. 20
(&) (2a2) (**)
8703.10.02 Yehiculos especiales para el transporte de personas
" enterrenosde golf. (5) ......cvvviiiiinnnnn Pza. 20
**)
8703.10.03 Motociclos de cuatro ruedas (cuadrimotos) _
€ 1) TP i <5 20
8703.1099(*) Losdemds ...........ceiveeveencecacennns Pza. 20
(**) (Véase Grupo 35) ‘
— Los demaés vehiculos con motor de émbolo o
piston alternativo, de encendido por chispa:
(Véase significado de llamadas Pag. XVIL)
: Cancela Ia.hoja “E” por
HOJA F m modificaciones.
Remesa 2-90



1004

LEY DEL IMPUESTO

Codigo
Sistema

Armonizado

8703.21
8703.21.01 (*)

8703.22

8703.22.01 (*)

8703.23
8703.23.01 (*)

8703.24
8703.24.01 (*)

8703.31
8703.31.01 (*)

8703.32
8703.32.01 (*)

8703.33
8703.33.01 (%)

Descripcién

— — De cilindrada inferior o igual a 1,000 cm?.

De cilindrada inferior o igual a 1,000 cm3 .....
(**) (Véase Grupo 35)

— — De cilindrada superior a 1,000 cm? pero
inferior o igual a 1,500 cm3.

De cilindrada superior a 1,000 cm? pero inferior o
iguala 1,500cm3 ............ ... . ........
(**) (Véase Grupo 35)

— — De cilindrada superior a 1,500 cm? pero
inferior o igual a 3,000 cm?.

De cilindrada superior a 1,500 cm3 pero inferior o
iguala3,000cm? ..........................
(**) (Véase Grupo 35)

— — De cilindrada superior a 3,000 cm?.

De cilindrada superior a 3,000 cm3
(**) (Véase Grupo 35)

— Los demés vehiculos con motor de émbolo o
pistén de encendido por compresién (diesel o
semidiesel):

— — De cilindrada inferior o igual a 1,500 cm3.

De cilindrada inferior o ighal al,500cm? .....
(**) (Véase Grupo 35)

— — De cilindrada superior a 1,500 cm? pero
inferior o igual a 2,500 cm3.

De cilindrada superior a 1,500 cm? pero inferior o
iguala2,500cm? ...........ceuniinnnnnn.
(**) (Véase Grupo 35)

— — De cilindrada superior a 2,500 cm?.

De cilindrada superior a 2,500 cm?3
(**) (Véase Grupo 35)

(Véase significado de llamadas Pig. XVIL.)

Unidad
de
Cantidad

Pza.

Pza.

Pza.

Pza.

Pza.

Pza.

AD/
Valérem

%

20

20

20

20

20

20

20



GENERAL DE IMPORTACION 1005

Cédigo : ‘ Unidad AD/
Sistema de Valorem
Armonizado Descripcion . Cantidad %
8703.90 — Los demas.
8703.90.01 " EICHICOS v iiviiiiiei ittt Pza. 20
(&) (aas) (**)
87039099 (*) Losdemas ...........ceiiiiiiiininiiiann, Pza. 20
: (**) (Véase Grupo 35)
87.04 Vehiculos automdviles para el transporte de
mercancias.
8704.10 — Volquetes automotores proyectados para
utilizarlos fuera de la red de carreteras.
8704.10.01 Tipo “Dumpers” con capacidad atil de carga
hasta 30,000 kilogramos. (0-7) .............. Pza. 10
**
8704.10.02 . Tipo’ “Dumpers” con capacidad util de carga
superior a 30,000 kilogramos. (1-2-7) ......... Pza. 10
(**)
8704.10.99 Los demas. (0-7) .......................... Pza. 10
) (t#)

— Los demds con motor de émbolo o pistén de
encendido por compresi6n (diesel o semidiesel):

8704.21 — — De peso total con carga maxima, inferior o
- igual a 5 tons. .
8704.21.01 Acarreadores de escoria. (0-7) .....covueinnnn Pza. 10
8704.21.99(*) Losdemas .......... G eeeecescecaaans eeee Pza. 20
(**) (Véase Grupo 35) '
8704.22 — — De peso total con carga méxima superior a
5 toneladas pero inferior 0 igual a 20 toneladas.
8704.22.01 Acarreadores de escoria. (0-7) ...... Veesees . Pza. 10

(Véase significado de lamadas Pag. XVIL)

- Cancela la hoja “B™ segiin decreto en el Diario

HOJA - C Oficial de 11 de enero de 1989.

Remess 1-89



LEY DEL IMPUESTO

1006
Codigo Unidad AD/
Sistema de Valérem
Armonizado Descripcién Cantidad %
87042299 (*) Losdemas ..........ccciiiiiiiiinennnnnns Pza. 20
(**).(Véase Grupo 35)
8704.23 — — De peso total con carga méxima, superiora -
20 toneladas.
8704.23.01 Acarreadores de escoria. (0-7) ........cceee.. Pza. 10
8704.23.99 (*) Losdemds ............... . Pza. 20
(**) (Véase Grupo 35)
— Los demds, con motor de émbolo o pistén de
encendido por chispa:
8704.31 — — De peso total con carga méxima; inferior o
igual 5 toneladas. '
8704.31.01 Acarreadores de escoria. (0-7) ......coeeen... Pza. . 10
8704.3199(*) Losdemds .........ccciiiiiiiininiinnannns Pza. 20
(x&) (**) (Véase Grupo 35)
8704.32 — — De peso total con carga méxima, superior a
’ S toneladas.
8704.32.01 Acarreadores de escoria. (0-7) .........c0nn.. . Pza. 10
8704.3299(*) Losdemds ............... e eeerrecsancsges Pza. 20
. (**) (Véase Grupo 35)
8704.90 — Los demas.
8704.90.01 . Con motor eléctrico. (1) ....ovvvvvviinnnnnns Pza. ‘ 20
8704.90.99 LOSAEMAS . ..evvreerennnnrnneeeasaannnnns Pza. 20
**)
87.05 .Vehiculos automéviles para usos especiiles,
excepto los proyectados principalmente para el
transporte de personas o de mercancias (por
ejemplo: coches para reparaciones, camiones-
gria, camiones de bomberos, camiones-hormi-
. gonera, coches-barredera, coches de riego,
coches-taller o epches radiolégicos).
8705.10 — Camiones-gria.

(Véase significado de llamadas Pag. XVII.)



G-8

GENERAL DE IMPORTACION 1007
Codigo Unidad AD/
Sistema de Valérem
Armonizado Descripcion Cantidad %
8705.10.01 Camiones-griia ........cceveeeeececnncnnan. Pza. 20
(&) @ (**)
8705.20 — Camiones automoéviles para sondeos o
perforaciones.
8705.20.01 (*) Con equipos hidraulicos de perforacién destina- .
(a&) dos a programas de abastecimiento de agua
potable en el medio rural. (0-7) .............. Pza. 10
8705.20.99 Losdemas ............cciiiivivennennnnn, Pza. 20
(&) @ (**)
8705.30 — Camiones de bomberos.
8705.30.01 Camiones de bomberos. (0-7) ............... Pza. 10
8705.40 — Camiones-hormigonera.
8705.40.01 (*) Camiones-hormigonera ............c.eue... Pza. 20
- (Véase Grupo 35) :
-8705.90 — Los demaés.
8705.90.01 Con equipos especiales para el aseo de calles.
(a) @ (0-7) it iiiiiiaieeeesennnannanan Pza. 10
**)
8705.90.99 Losdemas .........cciiiiiiiiiinnnnnnnnes Pza. 20
@ @ **
87.06 Chasis de vehiculos automéviles de las partldas
87.01 a 87.05, con el motor.
8706.00.01 (*) Chasis con motor de explosién, de dos cilindros
de 700 c.c., de cuatro tiempos y con potencia :
) inferior a 20 caballos de fuerza (15 KW). (0-7) Pza. 10
8706.0099(*) Losdemds ............cciciiiincnnannnnnn Pza. 15
(**) (Véase Grupo 35)
8706.99.38 DEROGADA. (0-1)
(Véase significado de llamadas Pig. XVIL.)
Cancela Ia hoja “C” por
HOJA D m modificaciones. .
| Remesa 2-90



1008 LEY DEL IMPUESTO

Cédigo Unidad AD/
Sistema de Valérem
Armonizado Descripcién Cantidad %
87.07 Carrocerias de vehiculos automoéviles de las

partidas 87.01 a 87.05, incluso las cabinas.
8707.10 — De los vehiculos de la partida 87.03.
8707.10.01 Para ser utilizadas como modelos para la fabri-

. cacion de herramientas para el ensamble de

carrocerias de vehiculos automotrices. (0-7) ... Pza. 10
8707.10.02 . Cabinas .............ciiiiiiiiiiiinnn... Pza. 15
8707.10.99 Losdemas .............ccoiiviininnnnn... Pza. IS
8707.90 — Los demas. .
8707.90.01 Para ser utilizadas como modelos para la fabri-

cacién de herramientas para el ensamble de

| carrocerias de vehiculos automotrices. ©-7) ... Kg. 10

8707.90.02 Cabinas ...............c.ciiiiiiiiiiinn.., Kg. 15
8707.90.99 Losdemds ............coiiiiiiiiinninn.. Kg. 15
87.08 Partes y accesorios de vehiculos automéviles

de las partidas 87.01 a 87.05.
8708.10 — Paragolpes o defensas y sus partes.
8708.10.01 Paragolpes odefensas para vehiculos automéviles
' hasta de diez plazas ................ sreaens Kg. 15
8708.10.02 Paragolpes o defensas para trolebuses. (0-1-7) Kg. 10
8708.10.03 Paragolpes o defensas, reconocibles como con-

cebidas exclusivamente para tractores agricolas. ~

07 ..... e reeeeeennn e tteecaceereieeana -Kg. 10
8708.10.04 Partes ........... e Kg. 15
8708.10.99 Losdemds .....,.............. eneen ... Kg 15

— Las demads partes y sus accesorios de carroceria

- -(incluidar las cabinas):



HOJA D m Cancela Ia hoja “C” segin decreto en el Diario

Oficial de 2 de noviembre de 1989.

G-10

Remesa 4-89

GENERAL DE IMPORTACION 1009
Cadigo Unidad AD/
Sistema de Valorem
Armonizado Descripcion Cantidad %
8708.21 — — Cinturones de seguridad.
8708.21.01 Cinturones de seguridad. (0-1-11) ............ Kg. 15
8708.29 — — Los demas.
8708.29.01 Guardafangos .............co.ieiiiiene Kg. 10
§708.29.02  CapOLS (COMTES) -« rnnnvmnemnennnernnnenns Kg. 10
8708.29.03 Eétribos ................................. Kg. 10
8708.29.04 Viséras, forros de tablero, paneles de puerta,
coderas, cabeceras, sombrereras incluso
aCOJINAdAS . ...iieeiiiinrrenaananaareanan Kg. 15
8708.29.05 Para trolebuses. (0-7) «..uveeunneenneeenenns Kg. 10
8708.29.06 Pafa tractores de ruedas. (0-7) .............. Kg. - 10 |
8708.29.07 Parrillas de adorno y proteccion para radiador. Kg. 15
8708.29.08 BISEIES - - vvrree s e anens Kg. 15
8708.29.09 Tapas de cajuelas portaequipajes ..,......... Kg. 10
8708.29.10 Marcos paracristales ..........cco0ieiieeas | Kg. 15
8708.29.11 Aletas, excepto de vidrio, aun cuando se presen- .
tENCONMATCO ...vcveeccnncsosans vesvereas K’g., 15
"8708.29712 Soportes 0 armazones para acojinados ....... Kg. 15
8’708..‘59.13 Reconocibles como concebidas exclusivamente
para capots (cofres). (0-7) .......coevvennnnn Kg. 10
8708.29.14 Cajasdevolteo ........ccccvveeeeveennns.. ~ Pza 15
8708.29.15  Cajas “Pick-up™ (0-1) «.veuvmenrneneanannnn P 10



1010 LEY DEL IMPUESTO

Codigo - Unidad AD/

Sistema de Valorem
Armonizado Descripcion Cantidad %
8708.29.16 Toldos exteriores acojinados, techos corredizos

centrales o laterales y sus partes; de accionamien-

to manual o electrénico. (0-1) ............... Kg. 15

(**)
8708.29.17 Juntas preformadas para carroceria. (0-1) Kg. 15
8708.29.18 Reconocibles como concebidas exclusivamente

para lo comprendido en la fraccién 8701.30.01. Kg. 15
8708.29.19 DEROGADA. (0-1)
8708.29.20 Portaequipajes exteriores “canastilla” con o sin

deflectordeaire .......................... Kg. 15

- (**)

8708.29.99 Losdemas ...................ccciinan.. Kg. 15

(**)

— Frenos y servofrenos, y sus partes.
8708.31 — — Guarniciones de frenos montadas.
8708.31.01 Para trolebuses. (0-7) «..vvoovreenrennnnnn.. Kg. 10
8708.31.02 Reconocibles como concebidas exclusivamente

para tractores de ruedas. (0-7) .............. Kg. 10
8708.31.03 Reconocibles como concebidas exclusivamente

para lo comprendido en la fraccion 8701.30.01.

O-1) o e Kg. 15
8708.31.99 Losdemas. (0-2) .........ccviviivinnnnn... Kg. 10
8708.39 — —Losdemas. (0-7) .........oovininnnn. Kg. 10
8708.39.01 Para trolebuses. (0-7) ..........c....oon..... Kg. 10
8708.39.02 Reconocibles como concebidas exclusivamente

para tractores de ruedas. (0-7) .............. Kg. 10
8708.39.03 Mecanismos de frenos de disco o sus partes K 0

g

componentes. (0-2) ..............ccinnnn.

(Véase significado de llamadas Pig. XVII.)



GENERAL DE IMPORTACION 1010-1

Cédigo Unidad  AD/
Sistema de Valorem
Armonizado Descripcion Cantidad %
8708.39.04 Frenos de tambor accionados hidraulicamente o

sus partes componentes, excepto lo comprendido

en las fracciones 8708.39.05 y 8708.39.08 ..... Kg. 15
8708.39.05 Partes, incluso esbozos de cilindros, reconocibles

como concebidos exclusivamente para cilindros
hidraulicos de frenos, excepto lo comprendido en

la fraccion 8708.39.08 ................ grees Kg. 10
8708.39.06 Frenos de tambor accionados por leva o sus
" partes COMPONENTES .....ceveeoeoonnnnannss Kg. 15
3708.39.07 Cilindros maestros para mecanismos de frenos. Kg. 15
8708.39.08 Cilindros de.rl;_cdas para mecanismos de frenos;

juegos de repuésto para cilindros de rueda y para
cilindros maestros, presentados en surtido (kits)

para su venta al pOr menor .........ceeeeees Kg. 15

8708.39.09 Mangueras de frenos Iridraulicos automotrices
' ' COMN CONEXIONES ..covvvvrvnernnocnsanannones Kg. 15

8708.39.10 Reforzador por vacio para frenos (*booster”) o
sus partes y piezas sueltas .............0000n Kg. 15

8708.39.11 Tubos preformados, para sistemas de frenos, de

hierro o acero, soldado por procedimiento bra-.
zing, con diferentes tipos de recubrimiento, cuyo
didmetro exterior sea -igual o superior a
3.175 mm. sin exceder de 9.525 mm. y pared de
0.450 mm. sin exceder de 2.032 mm., con sus
terminales de conexion y resortes o adaptaciones.
({123 § T eeeaeeaeeaan e aeeeas: Kg. 15

8708.39.12 Tubos preformados, de cobre, cuyo didmetro

‘ exterior sea igual o superior a 1.520 mm., sin
exceder de 25.400 mm. y pared de 0.200 mm., sin -

exceder de 5.08 mm., con sus terminales de

conexidén y resortes o adaptaciones .......... Kg. 15
Cancela la hoja “B” segiin decreto en el Diario
HOJA C . Oficial de 11 de enero de 1929,

Remesa 1-89

G-12



1010-2 LEY DEL IMPUESTO

Cadigo’ _ Unidad . AD/
Sistema de Valdrem
Armonizado . Descripcion Cantidad %
8708.39.13 Reconocibles como concebidas exclusivamente
para el sistema de frenos de aire. (0-2-6) ...... Kg. 15
8708.39.99 Losdemds.(0-7) ........ccovvvvvviinnn... Kg. 10
8708.40 — Cajas de cambio. '
8708.40.01 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccion 8701.90.01.
(L Kg. 10
8708.40.02 Cajas de velocidades mecanicas, con peso inferior _
- a 120 kilogramos ..... e ee et e Kg. 15
8708.40.03 Cajas de velocidades automaticas. (0-7) ...... Kg. 10
8708.40.04 Cajas de velocidades mecanicas con peso igual o '
' " superior a 120 kilogramos Keg. 15
8708.40.05 Reconocibles tomo concebidas exclusivamente
. para lo comprendido en la fraccién 8701.30.01. Kg. 15 .
8708.40.99 LOS AEMAS . vvvenneeennneeranneeeaannnnss Kg. 15
**)
8708.50 — Ejes con diferencial, incluso’con otros 6rganos
de transmision.
8708.50.01 - Para trolebuses. (0-7) ..........ccceen.... ... Kg. 10
8708.50.02 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.90.01.
. O7) ceereiiiiii Seeeretieiaaeaas Kg. 10
8708.50.03 Incluso acoplados' a. las masas, con o sin
mecanismos de frenos y tambores. (0-6) ...... Kg. 15
8708.50.04 Ejes delanteros -.......... biieeneenieneien Kg 15
8708.50.05 Reconocibles como concebidas exclusivamente
‘ para lo comprendido en la fraccién 8701.30.01. Kg. 15
(tt) . . , : .
8708.50.99 Losdemds ...............c.ccoan.n. feeeen Kg. 15
8708.60 — Ejés portadores y sus partes.

(Véase significado de llamadas Pag. XVIL.) -
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GENERAL DE IMPORTACION

(Véase significado de llimadas_Pig. XVIL)

1011
Cadigo Unidad _ AD/
Sistema - de Valérem
Armonizado Descripcion Cantidad %
8708.60.01 Para trolebuses. (0-7) «..vvvrnneennneeennn.. Kge. 10
8708.60.02 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.90.01.
(0 T Kg. 10
8708.60.03 Delanteros .........coiiiiiiiiiiiiiiinn.. Kg.- 15
. 8708.60.04 Fundas paraejes traseros .................. Kg. 15
8708.60.05 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccion §701.30.01. Kg. 15
** '
8708.60.06 Ejes cardanicos ................. s Kg. 15
8708.60.99 Losdemas ..........cociiiiiiiiiinnnnnnn. Kg. 15
(**) .
8708.70 — Ruedas y sus partes y accesorios.
8708.70.01 Para trolebuses. (0-7) ........cciiiiiiinnnn. Kg. 10
8708.70.02 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccion 8701.90.01.
(0-7) i ~ Kg. 10
8708.70.03 Ruedas o rims (camas) sin neumadticos,
con diametro exierior méximo de 70 centime-
tros, excepto lo comprendido en la fraccién
8708.70.04. (0-1) .....cciiriiinrniennnnnn Kg. 15
**) - -
8708.70.04. Ruedas, de aleaciones metélicas ‘de rayos o : ,
deportivos decamaancha .................. Kg. 15
(tt) : -
8708.70.05 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.30.01. .
O ...oonea..... Ceeeeeeeeaneaesteeanans Kg. 15
(**) ,
8708.70.06 Tapones o poivcras y arillos para ruedas ..... Kg. 15

HOJA D m

Cancela i2 hoja “C” segiin Acuerdo en el Diario
Oficial de 4 de septiembre de 1989.

G-14
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LEY DEL IMPUESTO

. Cadigo -

Sistema

Armonizado

8708.70.99

8708.80

8708.80.01
8708.80.02
8708.80.03

8708.80.99
")

8708.91
8708.91.01
8708.91.02

8708.91.99
8708.92
8708.92.01

8708.92.02

8708.92.99
8708.93

8708.93.01
8708.93.02

8708.93.03

8708.93.04

Descripcion |

— Amortiguadores de suspension.
Para trolebuses. (0-7) ........coveunennnn...

Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccion 8701.90.01.
(0-7) oo i it aeeaaan

Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccion 8701.30.01.

Losdemds ........coiiiiiiivinnnnnnannnss

— Las demaés pértes y accesorios:
— — Radiadores.

Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.90.01.
(1 T

Rccbnocibles como ccncebidas exclusivamente
para lo comprendido en la fraccién 8701.30.01.

Losdemds ..........c.iiiiiiiiiiiiiinn..
— — Silenciadores y tubos de escape.

Reconocibles comé concebidas exclusivamente
para lo comprendido en la fraccién 8701.90.01.
(1 ) T

Reconocibles como concebidas.exclusivamemc
para lo comprendido en la fraccion 8701.30.01.

Losdemas ........cviiiieininnnncnnnanans

- — — Embragues y sus partes.

Para trolebuses. [(1 27 ) I e,

Reconocibles como concebidas exclusivamente
p&a lo comprendido en la fraccién 8701.90.01.
(0-7) tiitiriiiieieeereeneoaseaconnonanns

Embragues completos (disco y plato opresor), -

excepto lo comprendido en las fracciones
8708.93.02y8708.93.04 ....................

Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.30.01.

(Véase significado de Damadas Pig. XVII.)

Unidad
de
Cantidad

Kg.

Kg.

Kg.

AD/
Valérem
%

15

10

10

15
15

10

15
15

10

15
15

10

10

15

15
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GENERAL DE IMPORTACION 1013

Cédigo Unidad AD/
Sistema de Valérem
Armonizado Descripcion Cantidad %
8708.93.99 . Losdemds .............cieiiiiiiiiiannnn.. Kg. 10
8708.94 — — Volantes, columnas y cajas de direccion. .
8708.94.01 Para trolebuses. (0-7) ........ccovevueennn... Kg. _ 10
8708.94.02 Reconocibles como concebidas exclusivamente _
: para lo comprendido en la’fraccion 8701.90.01.
(0-7) it i ittt i e el Kg. 10
8708.94.03 Volante de direccién con diametro exterior infe-
rior a 54.5 centimetros ..........ccceeeunnn... Kg. 15
. (**) _ !
8708.94.04  Cajas de direccién mecénica. (0-2) ........... " Ke 10
8708.94.05 Volantes de direccién, con didmetro exterior
igual o superior a 54.5 centimetros. (0-1-7) .... Kg. 10
8708.94.06 Columnas para el sistema de direccion. ©-1) Kg. 10
8708.94.07 Cajas de direccion hidraulica. (0-7) .......... Kg. 10
8708.94.08 ~ Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.30.01. Kg. 15 .
7 (tt) ) . :
8708.9499  Losdemds ....................eeeneennens o Kgo 15
(#t) . .
8708.99 — — Los demas. _
8708.99.01 " Mecanismos de cambio de diferencial (dual). i
‘ (0-2) ettt iieeititaeneaanns eeens Kg. 15
- 8708.99.02 Para trolebuses. (0-1-7) .................... .'Kg. 10
8708.99.03 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccién 8701.90.01.
(0-7) ot ittt iieanannnnnns Kg. 10

(Véase significado de llamadas Pig. XVIL)

Cancela la hoja “B” segin decreto en el Diario

HOJA C Oficial de 11 de enero de 1989.

Remesa 1-89
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1014 LEY DEL IMPUESTO

Cadigo - Unidad - AD/
Sistema de Valérem
Armonizado Descripcion Cantidad %
8708.99.04 Flechas semiejes, acoplables al mecanismo dife-
rencial, incluso las de velocidad constante
(homocinéticas) y sus partes componentes . ... Kg. 15
- 8708.99.05 Rodillos para el sistema de oruga, con diametro
exterior superior a 15 centimetros y espesor o
longitud sin considerar la flecha, igual o superior
a 7 centimetros, con peso total igual o superior a
15 kilogramos, o los rodillos sin armar de las
mismas dimensiones. (0-7) .................. Kg. 10
8708.99.06 Flechas o varillas de la columna de la direccién,
brazos pittman, sin fin, sector pifién o cremallera
B de la caja de la direcciéon. (0-1-7) ............ Kg. 10
8708.99.07 Tanques de combustible ............ cenene. Kg. 15
8708.99.08 Acoplamientos o dispositivos de enganche para
remoicar, excepto lo comprendido en lafraccién
8708.99.09 ..... beveannn e eereeiereeeea, Kg. 10
'8708.99.09 Acoplamientos o dispositivos de enganche para
tractocamiones. (0-1) ................... vee Kg. 15
8708.99.10 Engranes ..... ST " Kg 1s
8708.99.11 Ventiladores de aspas, para radiadores ....... Kg. 15
8708.99.12 Horquillas de levante hidr4ulico ......... sees Ke. 15
8708.99.13 Convertidores de par o divisores de par. (0-1-7) Kg. 30
8708.99.14 Juntas universales, tipo card4n de cruceta, o sus
partes. ........ et eetettsatiaanannanannnns Kg. 1S
8708.99.15  Bastidores (“chasis™ ......... e Ke. s
8708.99.16 Perchas o columpios ................ e Kge. is
8708.99.17 Reconocibles como concebidas exclusivamente
para ejes cardan ............ eeeeseaeanaa. Kg. 15
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GENERAL DE IMPORTACION

Codigo
Sistema
Armonizado

8708.99.18

8708.99.19
8708.99.20

8708.99.21
8708.99.22
8708.99.23

8708.99.24

8708.99.25

8708.99.26
8708.99.27

8708.99.28

Descripcion

Reconociblés como concebidas exclusivamente
paralo comprendido en las fracciones 8708.40.02

y 04, excepto lo comprendido en la fraccién
8708.99.10. (0-14) .........ccooiiiiia...

Uniones de ballestas (abrazaderas o soportes).

. Horquxllas brazos, excéntncosopernos parael

sistema de suspension delantera .............
Suspensiones neumaticas. (0-7) ..............
Barras de torsion o sus partes componentes ...

Reconotibles como concebidas exclusivamente
para convertidores hidrdulicos de torsion. (0-7)

Reconocibles como concebidas exclusivamente
para marcos (bastidores) acoplados, excepto lo
comprendido en las fracciones 8708.99.16 y 19.

Palancas al piso para cambios de velocidades

- o dispositivos interiores (consolas), reconocibles

como concebidas exclusivamente para vehiculos
automéviles hasta de diez plazas. (0-6) .......
**)

Mecanismos -de ajustc para volantes de-
direccion .......ociiitieiiienieeen e,

**)

Conjunto diferencial integral, compuesto de caja
de velocidades, diferencial, con o sin flecha
(semieje) y sus partes componentes ..........

Esbozos f orjédos de pernos esféricos para rétulas -
de suspensién o direccién, esbozos forjados de

cuerpo para rétulas de suspension y direccion.

(Véase significado de llamadas Pig. XVIL.)

. Cancela la hoja “C” segun decreto en el Diario .
HOJA D m Oficial de 11 de enero de 1989.
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1015
Unidad AD/
de Valérem
Cantidad %
Kg. 15
Kg.. 15
Kg. 15
Kg. 10
Kg. 15
Kg. 10
Kg. 10
Kg. 15
Kg. 15
Kg. 15
Kg. - - 10
Remesa 1-89



1016 LEY DEL IMPUESTO

Cadigo - _ Unidad AD/
Sistema de Valorem
Armonizado Dgscripcién . Cantidad %
8708.99.29 Reconocibles como concebidas exclusivamente

para amortiguadores ...................... Kg. 15
8708.99.30 Tubos preformados, para sistemas de combusti-

bles, aceites de evaporacion del tanque de gaso-
lina y de anticontaminantes, de hierro o acero,
soldado por procedimiento Brazing, con diferen-
tes tipos de recubrimiento, cuyo didmetro exterior
sea igual o superior a 3.175 milimetros, sin
exceder de 9.525 milimetros con sus terminales de
conexion y resortes o adaptaciones .......... Kg. 15

8708.99.31 Tubos preformados, para combustibles, aceites,
de evaporaciéon del tanque de gasolina y de
anticontaminantes, incluso con recubrimientos,
cuyo didmetro exterior sea igual o superior a
3.175 milimetros, sin exceder de 63.500 milime-
tros y pared de 0.450 milimetros, sin exceder de
2.032 milimetros con sus terminales de conexion

y resortes o adaptaciones .............. e Kg. 15
8708.99.32 Reconocibles como concebidas exclusivamente.
para.cajas de velocidades automaticas, excepto
ENEIANES ...vvvnnnrnnnnnnnnnnnss e, Kg. 10_
8708.99.33 Terminales, (rétulas) y sus partes, coples, barras
de acoplamiento y brazos ‘auxiliares para el
sistema de direccion. (0-1) Kg. 10
8708.99.34 Partes de cajas de direccién hidriulica. (0-7)  Kg. 10
8708.99.35 i Bujes para suspension ..................... Kg. 15
. 8708.99.36 Partes y piezas sueltas, reconocibles como con- - -
: .cebidas exclusivamente para radiadores. (0- A
) Kg. 10
8708.99.37 Para lo comprendido exclusivamente en la frac-
: - ¢c16n 8708.99.38. (0-2-7) .................... Kg. 1)



GENERAL DE IMPORTACION

1017
Codigo Unidad AD/
Sistema de Valorem
Armonizado Descripcion Cantidad %
8708.99.38 Bujes reconocibles para el sistema de transito de
tractores de oruga, con diametro exterior igual o
superior a 4.5 cms. sin exceder de 8 cms. y
longitud igual o superior a 11.5 cms. sin exceder
de2lems. (1-7) voeieiiiiii i iiieenennn. Kg. 10
8708.99.39 Rotulas, para el sistema de suspension delan-
13 T Kg. 15
8708.99.40 Reconocibles como concebidas exclusivamente
para lo comprendido en la fraccion 8701.30.01.
(0-2) teiiiiiii i it ittt ttatenaaa Kg. 15
8708.99.41 Para cajas de direccion mecénica. (0-24-6) ... Kg. 10
8708.99.42 DEROGADA. (0-2)
8708.99.43 DEROGADA. (0-2)
8708.99.44 DEROGADA. (0-2)
8708.99.45 'DEROGADA. (0-2)
8708.99.46 DEROGADA. (0-2)
8708.99.47 DEROGADA. (0-2)
8708.99.99 Los demas. (0-7) ......... e e Ke. 10
87.09 Carretillas-automdvil sin dispositivo de elevacion
del tipo de las utilizadas en fabricas, almacenes, -
puertos o aeropuertos, para el transporte de
mercancias a corta distancia; carretillas-tractor
del tipo de las utilizadas en las estaciones;
partes. (0-1)
— Carretillas:
HOJA E Cancela la hoja “D” segun acuerdos en el Diario
Oficial de 31 de Oct. y 29 de Dic. de 1989.
Remesa 4-89
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HARMONIZED TARIFF SCHEDULE of the United States (1891)
Annotated for Statistical Reporting Purposes
SUBCHAPTER II
ARTICLES EXFORTED AND RETURNED, ADVANCED OR IMPROVED ABROAD

po.39¢
98-7

U,S, Notes

1. This subchapter shall not apply to any article exported:
(a) From continuous customs custody with remission, abatement or refund of duty;
(b) With benefit of drawback;
(¢) To comply with amy law of the United States or regulation of any Federal agency requiring exportation; or
(d) After mapufacture or production in the United States under heading $9813.00.05.

2. (a) Except as provided in paragraph (b), any product of the United States which is returned after having bean advanced in
value or improved in condition abroad by any process of manufacturs of Other memns, or any imported article which has been
assembled abroad in whole or in part of products of the United Statas, shall be trested for the purposes of this Act as &
foreign article, and, if subject to a duty which is wholly or partly ad valorem, shall be dutiable, except as othezwise
prescribed in this part, on its full value determined in accordance with section 402 of the Tariff Act of 1930, as
mmended. If such product or such article is dutisble st s rate dependent upon its value, the value for the purpose of
determining the rate shall be its full value under the said section 402.

(b) No article (except a textile article, apparel article, or petroleum, or any product derived lrom petzoleum, provided
for in heading 2709 or 2710) may be treated as a foreign article, or as subject to duty, if--

(4) the article is--
(A) assembled or processed in whole of fabricated campoments that are a product of the United States, or
(B) processed in whole of ingredients (other than water) that are a product of the United States,
in a beneficiary country; snd

(44) neither the fabricated components, materials or ingredients. after exportation from the United States, nor the
article itself, befors importatiom into the United States, enters the commerce of sy foreign country other than
s beneficiary coumtry.

As used in this paragrsph, the term "beneficialy counisY” weens & coumtry Listed in ganeral note 3(c)(V)(A).

3. MMWWMMW-"M following provisions spply only to
subhsadings 9802.00.40 through 9802.00.60, inciusive:

(a) The value of repairs, alterations, processing or other change in condition ocutside the United States shall be:
(1) The cost to the importer of such change; or
(41) If no charge is made, the value of such change,

as 36t out in the invoice snd entry pepers; except that, if the appraiser concludes that the amount so set out does
not represent s reasonable cost or valus, them the value of the change shall be determined in accordance with section
402 of the Tariff Act of 1930, as smended.

(b) No appreisement of the imported article in its changed condition shall be required unless necessary %o &
determination of the rate or rates of duty applicable to such article.

(¢) The duty upon the value of the change in condition shall be at the rate which would apply to the article itself, as
an entirety without constructive separation of its components, in its condition ss imported if it were not within the
purview of this subchapter. If the article, as returned to the United States, is subject to a specific or campound
rate of duty, such rate shall be converted to the ad valorsm rste which when applied to the full value of such
article determsined in accordance with said section 402 would provide the same amount of duties as the specific or
compound rate. In order to camputs the duties due, the ad valorem rate sc obtained shall be applied to the value of
the change in condition made outside the United States.

(d) For purposes of subheading 9802.00.50, the term "metal” covers (1) the base metals enumerated in sdditiomal U.S. note
1 to section XV; (2) arsemic, barium, boron, calcium, mercury, selenium, silicom, strontium, tellurium, thorium,
uranius and the rare-earth elamsnts; and (3) alloys of any of the foregoing.

.-=The following provisions apply only to heading

(a) The vaiue of the products of the United States assembled into the imported article shall be:
(1) The cost of such products at the time of the last purchase; or
(14) If no charge is made, the value of such products at the time of the shipment for sxportation,
as set out in the invoice and entry papers; except that, if the appraiser concludes that the amount so set out does

not represent a reasonable cost or value, then the value of such products shall be detemmined in accordance with
section 402 of the Tariff Act of 1930, as smended.

H-2



XIT
98-8

HARMONIZED TARIFF SCHEDULE of the United States (1991}
Annotated for Statistical Reporting Purposes

(b) The duty on the imported article shall be at the rate which would apply to the imported article itself, as an
entirety without constructive separation of its camponents, in its condition as imported if it were not withia the
purview of this subchapter. If the imported article is subject to a specific or campound rate of duty, the total
duties shall be reduced in such proportion as the cost or value of such products of the United States bears to the
full value of the imported article.

No imported article shall be accorded partial exemption fram duty under more than ome provision in this subchapter.

Notwithstanding the partial exesption from ordinary customs duties on the value of the metal product exported fram the
United States provided under subheading $802.00.60, articles imported under subheading 9802.00.60 are subject to all other
duties, and any other restrictions or limitations, imposed pursuant to title VII of the Tariff Act of 1930 (19 U.S.C. 1671
ot 30q.), or chapter 1 of title II or chapter 1 of title III of the Trade Act of 1874 (19 U.S.C. 2251 et seq.. 19 U.S.C.
2411 ot s0q.).

Statistical Note

1.

For articles admitted under statistical reporting number 9802.00.6000, 9802.00.8010 or 9802.00.8080 two values shall be
reported--the first following the first statistical reporting mmber of the statistical citatiom (i.e., 9802.00.6000,
9802.00.8010 or 9802.00.8060) and the second following the statistical reporting mmber of the provision in chapters 1-97
from which the rate of duty is derived, as follows:
(a) For statistical reporting mmber 9802.00.6000:

(1) The total value of the article less the value of the foreign processing; and

(11) The dutiable value, i.e., the value of the foreign processing, respectively.
(b) For statistical reporting number 9802.00.8010 or $802.00.8060:

(4) The value of the U.S. fabricated components; and

(i) The dutiable value, i.e., the total value of the articles leass the value of the U.S. fabricated camponents,
respectively.

Ses general statistical note 1(a)(X) regarding the reporting of check digits on entry summary snd withdrawal forms.
For articles for which duty £ree treatment is claimed under U.S. note 2(b) to subchapter II of this chapter, the citation
to be used in statistical reporting shall be the 10-digit statistical reporting number provided in this subchapter
followed by the reporting mmber of the provisiom in chapters 1 through $7 which would ordinarily apply to the articles.
The unit of quantity reported hermmnder for such articles shall be the same as the wmit of quantity for the provision from
chapters 1 through 97. See general statistical note 1(a){x) regarding the reporting of check digits om entry sumary and
withdrewal forms.
For articles admitted under statistical reporting numbers 9802.00.5010 and 9802.00.8040 two vali.e- shall be reportad--the
first following the first statistical reporting mumber of the statistical citatiom (i.s., 9802.00.5010 or 9802.0C.8040)
and the second following the statistical reporting number of the provision in chapters 1-97 which would ordinarily apply:
(a) For statistical reporting number 9&02.00.5019:

({) The total value of the article less the value of the foreign processing; and

(41) The dutiable value, i.e., the value of the foreign processing, respectively.
(b) For statistical reporting number 9802.00.8040:

(1) The value of the U.S. fabricated camponents or materials; and

(14) The dutiable value, i.e., the total value of the articles less the value of the U.S. fabricated components,
respectively.
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1/ See chapter 98 atatistical note 2.
4/ See subchapter II statistical note 2.
3/ See subchapter II statistical note 1.

H4

Annotated for Statistical Reporting Purposes »9:::
38-
Heading/ |SUt . Units Rates of Duty
: Sut. Article Description of 1 2
Subheading| § Quantity General Special
9802.00.20| 007 { Photographic films and dry plates msnufactured in
the United States (except motiom-picture films to
be used for commercial purposes) and exposed
abroad, whether developed or mot................... X..o..... Free Tzeeo
Articles returned to the United States after
having been exported to be advanced in value or
improved in condition by sy process of asmwu-
facture or other means:
Articles exported for repeirs or alterations:
9802.00.40 Repairs or alterations mede pursuant to
LR 73 Y S A duty upon Free (B,C.CA) A duty upon
the value the value
of the re~ of the re~
pairs or pairs or
alterations altera-
(see U.S. tions (see
note 3 of U.S. note
this sub- 3 of this
chapter)
ter)
209 Internal cambustion
Y agines............. dutiabls value.. v
405 Other............... dutisble value by
Y)

9802.00.30 Other........coiiivivreiiiiniinencancnnee] venvennn A duty upon A duty upom A duty upon
the value the value the value
of the ze~ of the re- of the re-
pairs or pairs or pairs or
alterations alterstions alters-
(see U.S. (ses U.8 tions (see
note 3 of note 3 of U.S. note
this sub~ this sub~ 3 of this
chaptar) chapter) subchap~

(8,C,CA) ter)
10}8 Articles for which duty free
&/ treatment is claimed under U.S.
note 2(b) to this subchaptsr........ 2/
Other:
o[ Internal combustion
)Y mgines........ dutisble value.. Y
60{7 Other.......... dutiable valiue.. v
¥ .
$802.00.60| 00|8 Ay article of metal (as defined in U.S.
Y note 3(d) of this subchapter) mmwufsctured
in the United States or subjected to a
process of msnufacture in the United States,
if exported for further processing, and if
the exported article as proceased outside
the United States, or the article which
results from the processing outside the
United States, is returned to the United
States for further processing..... [N 37 3/ A duty upon A duty upon | A duty upon
the value the value the value
of such of such of such
processing processing processing
outside the outside the outside
United United the United]
Statss (zee States (see States
U.S. note 3 U.S. note 3 (see U.S.
of this of this note 3
subchapter) subchapter) of this
(B,C.CA) lubchqr)
ter
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XXII Annotated for Statistical Reporting Purposes
98-10
- Stat. Units Rates of Duty
H“dmg/ Suf. Article Description of 1 2
Subheading] g g Quantity General Special
$802.00.80 Articles assambled abroad in whole or in part
of fabricated components, the product of the
United States, which (a) were exported in
condition ready for assembly without further
fabrication, (b) have not lost their physical ,
identity in such articles by change in form,
shape or otherwise, and (¢) have not been
advanced in value or improved in condition
abroad except by being assembled and except by
operations incidental to the assembly process
such as cleaning, lubricating end painting.........J ........ A duty upon A duty upon A duty upon
the full the full the full
value of value of value of
the im- the im- the im-
ported ported ported
article, article, article,
less the less the less the
cost or cost. or cost or
value of value of value of
such prod- such prod- such prod-
ucts of the ucts of the ucts of
United United the United
States (see States (see States
U.S. note & U.S. note & (see U.S.
of this of this note & of
subchapter) subchapter) this sub~
(8,C.CA) chaptec)
102 Articles eligible pursuant to bilateral
by textile agresments for entry under a
Special Access Program or Special Regime,
and entered in compliance with procedures
established by the Committee for the
Implenentation of Textile Agresments (CITA)... 17 2
AQ(B Articles for which duty free treatzmsnt is
3/ claimed under U.S. note 2(b) to this
SUDCDAPE L. .. .. ittt i 3/
601 [543 T 1/ 2

1/ See chapter $8 statistical note 2.
2/ See subchapter II statistical note 1.
3/ Ses subchapter II statistical note 2.
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STATUTORY CONCESSIONARY PROVISIONS — Schedule i

- the control of raiiway companies in the United States. running upon any line or road crossing the frontier. so

A-37
Most- General ;
Code Provision Favoured- Preter- !
Nation ential ;
Tanft Taritt !
TRANSPORTATION
2300 ' Woven tabrics. in the web or with fused edges. whether or not coated or covered on one or both sides with
plastics, of subheading No. 3921.90 or of heading No. 54.07. 58.06 or 59.03. tor use in the manutfacture ot
CSAUS OF SPIPS OF DOAIS ..ottt e e e 7 5% Free
* The following for use in the manufacture of brake limings of subheading No. 6813.10 or clutch tacings of
" subheading No. 6813.90:
2305 | Yarn with a basis of asbestos, of tartf item No. 6812.20.00 ..o, 5.5% 3.5%
2308 | Woven fabrics with a basis of asbestos. of tarf item No. 6812.40.00 ... 8% 5%
. The following for use in the ships. boats or floating structures of Chapter 89:
2310 ‘ Flat-rotled products. angles. shapes and sections of Chapter 72 .....................cccooiiiiiiiiiiiinnann, Free Free
i ‘
2311 Weided angles, shapes and sections of heading NO. 73.01 ... ..., , Free Free
2312 Masts of NeatING NO. 73.0B .......oo.ooiriiiiiiiiiens e e e e Free Free
2313 | Cable Chain Of NEACING NO. 73.15 ..ol oo oo oo oo Free Free
. The following for use in the manufacture. maintenance or repair of buoys or beacons for the Government ot
j Canada:
2315 1 Flanged or dished steel boiler plate heads of tariff item No. 7308.90.90. of a diameter exceeding
; D - T 1 T U U PR ORURUR USRS Free Free
2316 | Electric motors of heading No. 85.01 and parts thereof of heading N. 85.03 ..o, . Free Free |
|
2317 f Low discharge electric accumulators and parts thereof of heading No. 85.07 ... ‘ Free Free
2318 Lanterns. electric fiashing lights. foghorns and other warning equipment of tardt item !
! No. 8530.80.00 and parts thereof of tantf item No. 8530.90.20 ..., Free Free ‘
2319 Marine radio beacon timing equipment ot tariff item No. 9107.00.90 and parts thereof of tanif item i
. NO. 9108.19.00 0F 9109.19.90 ..ot e et et ete e e Free Free i
i
" The following, when in the rough or when semi-manufactured, for use on railway locomotive or railway roling
. |
2325 Cast bogie (truck) frames of tariff item No. 8607.19.91 or 8607.19.93 ...........oiiiiiiiiiieieeeeeen. 3% Free .
2326 Cast bolsters of tariff item No. 8607.91.00 OF 8607.99.20 . ..cc.........co. coccrereeeroorsreecereerreeeseoereeene 4% Free |
2327 | Cast cradies for the rear end of iocomotive frames. of tariff item No. 8607.9Y.00 ..................c...coee. 4% Free
2328 Locomotive frames of tariff item No. 8607.91.00. Castin ONG PIECE ...............coooeiiieriieiiciie e, 4% Free
2329 . Platform castings for passenger coaches, of tariff item No. 8607.99.20 ... 4% Free
2330 | Tender frames of tarift item NO. 8607.99.20. CaSUiN ONG DIBCE .............vv..vvveeereeeeeeereeer e eeeeeeeseeeeeneee 4% Free
The foliowing when belonging to railroads and imported temporarily into Canada for clearing obstructions,
! fighting fires or making emergency repairs on raiway lines within Canada:
|
2335 Dieset-electric locomotives of tariff item NO. 8602.10.00 ..........ccecovoviiiriiireiienies ceeiveerenesesereineees Free Free
2336 ! Railway coaches or cars of tarift item No. 8603.90.00 or 8605.00.00 ................ccocoviiriiinininnnn Free Free !
I !
2337 Railway maintenance or service vehicles of tariff item No. 8604.00.90 ... Free Free i
|
2338  Railway or tramway vehicies of heading No. 86.01. 86.02, 86.03, 86.05 or 86.06, being the property or under -

Pending approval of an Order in Council pursuant to the Customs Tariff, accounting documents for goods affected by the change to this Code

wil. be accepted “'subject 1o amendment''.
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STATUTORY CONCESSIONARY PROVISIONS — Schedule I

Provision

Most-

Favoured-

Nauon
Tantt

General
Prefer-
ential
Tarift

2338
Cont'd

2340

2355

2360

long as Canadian locomotives and cars are imported free of customs duties under simiar circumstances nto
the United States. under regulations made by the MInISIer .......................... oo oo
It such locomotives and railway roiling stock are used temporarily in the transportation of goods from a place n
- Canada to another place in Canada they are not to be imported free of customs duties but are subsect to
. customs duties on the rental vaiue or charge made by the United States owner for ther use in Canada, of
equivalent thereot as determined by reguiations made by the Minister.

' Notwithstaniing the foregoing, customs duties shall not be assessed against a raitway company operating in

_ Canaca in respect of any particular class of foreign freight car in any calendar year when the total use of foreign
~cars of that class by such company on railway kines in Canada is less than the total use of Canadian cars of

" that class owned by such company on railway lines outside of Canada; should such use of foreign cars exceed
_ such use of Canadian cars, customs duties shall not be assessed on a greater number of cars than i1s

| represented by the excess.

i

‘&ﬂ-wopolbdrulwnymoﬂanﬂnomm Bsoasooowmmereololheaangm 86.07. for the

. transport of passengers. baggage. Mail Of OXPress raffiC ..ot 0 it o :

l

§Thetmmf\g'adesokpow«edwnmhavmgaralodcapacitybystMmeol725 m? or more and by -

1 payload weght ot 13.6 tonnes or more, of tanit item No. 8704.10.00. to be employed in mines, quarries, gravel
| or sand pits or at construction sites:

AC generators of tariff item No. 8501.62.20, 8501.63.00 or 8501.64.00 and DC motors of tariff item
No. 8501.31.12 or 8501.31.29

Bearing housings and piain shaft bearings of heading No. 84.83 .. . . ...

Clutch facings of tarft em NO. 6813.90.10 ............o..o..ooooooooooeooeeoo oo '

1
\
|
i
|
{
!
|
|
|
[
{
| The following imported by societies for the saving of lives:
|

Liteboats of tariff item No. 8903.10.00 or 8906.00.10

i Liferatts of tarift 6m NO. 8907.10.00 ... cooooooooeooooooeooooeoeoeoeeeoeee e

i Oars for racing shells, of taritf item No. 4421.90.90 or 6815.10.90, for use by amateur rowing Clubs .................

The following, of base metal, of Section XV, XVI, XVH, XVIll. XIX or XX, for use in the construction or equipment
* of ships. boats or floating structures of Chapter 89, under such regulations as the Minister may make:

E Double clutches for power transmission. of a diameter exceeding 46 cm:
' Inboard-outboard engine propuision units;
i Jet drives combined with iNes;

i Navigation lights for vessais of a length exceeding 8 m;

: Locks and bars for boat doors;

| Hydraulic engines:

. Hydraulic power transmission equipment, inciuding vaives but exctuang actuators of a torque less
than 282.5 kNm;

Power transmission power take-offs: '

Propellers, of a diameter not exceeding 23 cm, fotoutboardorimoard-oumoam motors;

Bilge or water pumps;

Rotary twin-screw power pumps of a capacity exceeding 303.1 I/s at a pressure of 3,447 4 kPa;
Alcohol stoves, one/or two-bumer, for vessels of a length exceeding 8 m;

V-engine biocks for the marine engines of subheading No. 8407.29;

Parts of the outboard engines of inboard-outboard vesseis;

Other goods, of a class or kind not made in Canada ................c.c........ . e '

Free

Free

9.2%
BPT 5%

9.2%
B8PT 5%

9.2%
BPT 5%

Free
Free

Free

Free

Free

Free

Free
Free

Free

Free

Free

Issued December 1588

Pending approval of an Order in Council pursuant to the Customs Tariff, accounting documents for goods affected by the change to this Code

will be accepted **subject to amendment’”.



STATUTORY CONCESSIONARY PROVISIONS — Schedule It

A-39
Most- General .
Coce Provision Favoured- Prefer- |
Nation ential
Tanft Tartt
i The tollowing for use in the repair of street cars (excluding subway cars) with magnetic track brakes: ' i
1 |
2365 | Safety glass of tariff item NO. 7007.11.11 08 7007.21.11 .ot ; Free . Free
2366 ! PRrtS Of NOAGING NO. 86.07 ........ocooorooooeoeoemeumsmmsaaerereeeesiomsssssassinsoness oo oo | Free |, Free
i
Thefollovmgtorusehmemanufactureotrepairo(brry(mlortruek)bodos.mtormboaes_eiec‘mc '
trackiess troliey bus bodies, fire fighting vehicles or hearses: :
2370 LOCKS Of arift 8M NO. B301.20.00 .........oooooroereeeeoevsesssssossasseeeeecescssosssseessse e sesesmsesssesssssserencececeasen Free : Free
2371 Lighting or visual signailing equipment of tariff item No. 8512.20.00 and parts thereof of tarf item ‘ :
| NO. B512.90.00 .....ccoeimiiiruiiercrertesenes e ieraiem e rrea s b e e AR R R s Free ; Free
2372 SWHCNES Of ariff 18M NO. B536.50.90 ........ooorrroeeeererrererassnesreniessssomsesesssessessenie s ssmsersssee s Free . Free
lThefouowing.otironastool.ebcuopmedaconmm.fuusommommmedﬁwcma ?
! tricycles: |
2375 Frames, forka, and parts thereot, of tariff item No. 8714.91.00 ... 8% l Free
2376 Wheel rims and spokes, Of tarif item NO. B714.92.00 ...........coc...orerursermrrnsscssscssescrcnivcss | 8% Free
|
2377 Hubs, other than coaster braking hubs and hub brakes. and free-whee! sprocket-wheels, of tarift i
HOM NO. B718.93.00 .....oooiiiiiiitiieeeieieeieeceteteecsassrrestesesaeras e e racee e e s s e st aasebses b bes s be s s e b e s s s ernerintesesares 8% ! Free
2378 Brakes, including coaster braking hubs. and hub brakes. and parts thereot of tard! item ! ;
NO. B718.94.00 ..o i eintee e rrtt e e e et be e e e e bm e ns s et e s e e e ra e e e e R st e s saatre e b e neaan e netaaen i 8% | Free
2379 ¢ Pedals. crank gesr, and parts thereof of tariff item No. 8714.98.00 ... 8% Free
I
2380 ! Parts of tariff #6M NO. 8714.99.20 ...t e et e a e s ss e n s e s 8% : Free
i !
| The foliowing for use in the manutacture of bicycles: ;
t :
2385 [ Tubular tires of tariff item NO. 4011.50.00 ...........ocormiirerciceeeeiecescmneseire e cssr s s s s nranssens 10.2% Free
2386 : Pneumatic tires. of a diameter not exceeding 45.72 cm, of tariff item No. 4011.50.00 ..............c.cocceene i 10.2% : Free :
1 |
2387 | INNEE tUDES Of 1ariff 18M NO. 4013.20.00 .....oooooeeeeeresuesesermseeesecerresssssssssrss o isssinsssss s | 102% ' Free
‘ |
2388 Chain of tanift e NO. 7315.11.97 e ee e e see s ea s e as e et a s nasaseas I 10.2% Free
2389 Frame lugs, bottom bracket sheils, fork bearing assembiies, hydraulic shock absorbing cylinders
and spring shock absorbers, of tasiff item No. 8714.91.00 ... i 10.2% : Free
2390 Wheet rims, of aluminum or magnesium alloy, of tarift item No. 8714.92.00 ... 10.2% I Free
2391 Hub assembiies and controls (exchding cables) of tarift item No. 8714.93.00 or 8714.94.00 .............. 102% | Free
2392 | Brake assembiies and controis (excluding cabies) and parts thereof of tarift item No. 8714.94.00 ...... 10.2% i Free
2393 Saddies of 1ariff iteM NO. 8714.95.00 ...ttt e st st 10.2% * Free
|
2394 Pedals, crank-gear assembiies and parts thereof. of tariff tem NO. 8714.96.00 ..........cccccouscsrsrussrisie 102% | Free
i
2395 Derallleur sets and controls including cabies it presented therewith, handiebars and seat posts ot !
aluminum or magnesium alloy, handieber stems and geer dusters, of tariff item No. 8714.99.20 ........ 10.2% | Free
t |
The following for use in the manufacture of bicycles: !
2400 Parts of heading No. 87.14, other than those of Codes 2385, 2386, 2387, 2388. 2389, 2390, 2391, '
2392, 2393, 2384 OF 2395 ....o.ovoiveeeerreeeeereee e eeasee e ses e bt Rt es e e 125% ! 8%
i
! !
i ! '
' i
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A-40

STATUTORY CONCESSIONARY PROVISIONS — Schedule |l

Provision

Most-

Favoured-

Nation
Tanft

General
Preler-
entiat
Tardt

2405

2410

2415

2425

2430

2435

2440

2441

2450

2455

. Tires of tariff item No. 4011.50.00 or of subheading No. 4012.90, other than those of Codes 2385 or
i 2386

ignition internal combustion piston engines (diese! or semi-diesel engines) of tanff item
No. 8408.90.90 and parts thereof of tariff item No. 8409.99.93 for use in seif-propeiied track-laying bulidozers, :
front-end SHOVE! I0BAONS OF PIDBIAYBIS ...............ccoiiiiiiriirireieraereenteraeiearraaat e e e ieseira e tr e s srae e e e ins s e as s e ceaee s aeen e !
Articles for use as original equipment in the manufacture of snowmobiles (other than snowmobiles equipped for
special services or functions) of tariff item No. 8703.70.10 ...

facilitate thew operation by a physically disabled person, of tanff item No. 8708.94.90 or 8708.99.99 ................ !

[

|

|

I

|

| Auxiliary driving control kits, squipment and parts thereof of a kind for attachment to motor vehicies ta
!

!Amebommmn other than seat covers of textile fabric or those goods eligible for the benefits of the
qumﬂonTradomaﬂNrcraﬂonvmn for use in arrcraft, aircraft engines. arborne aircraft equipment or
. DPAIS BBIOOF .......o.oooiiiciititit ittt a eSS4 RS bR SRR RS nR et !
immmmmmmmtammmmmmpmudmm the benefits of Code
'zmamw\eﬁBdmeAqmtmTrademleMaanPwmm)otSecnonxvatXVIorolChap(u }
15, 25. 28, 32, 34, 37, 38, 39. 40, 68, 69. or 90, for the manufacture or repair of awcraft, aircrat engines or ;
parts thereof

The fotlowing under such regulations as the Minister may make with respect to proof of age: !
Motor vehicles manutactured more than 25 yegrs prior to the date of accounting, of heading
No. 87.02, 87.03. 87.04 or 87.11 (other than those of subheading No. 8703.10 or 8704.10) or of

i subheading No. 8701.20 or 8705.30 .........cccccoremmenee. e s

' Articies for use Solely or principally with the VENiCes of CO08 2440 ................c..cc.ccoeeeeeererrsrororreres !

i The following, of Section VII. X1, XIil, XV or XVI or ot Chapter 48 or 87, for use in the manutacture or repair ol
! road tractors of tariff item No. 8701.20.00, vehicies of heading No. 87.02, 87.03 or 87.04 or of tasift item
No. 8705.30.00, or of parts thereof, under such regulations as the Minister may make:

Compressed asbestos and combinastions of asbestos and synthetic rubber for gaskets:

Distributor rotors and cam assembiies;

i Electric wiring terminais, sockets, fittings, connectors or combinations thereof, including brackets

and fittings permanently attached thereto, but exciuding battery terminais:

Gaskets ot any material, except cork or feit: )

Stwmwommmmammtm«mspmgmmota\ ;

internal diameter exceeding 38 mm; '

Piston ring castings in the rough, for motor. vehicies with engines ranging in size from 1,245 cm?® to

8.996 cm? in displacement;

Spring brakes;

Steet bolts. studs, plugs. rivets or nuts, capped with stainless steei;

Turn signal flasher units;

Vuicanized fibre in sheets, rods. strips and tubings:

Electric weid tubing. of an external diameter not exceeding 9.525 mm and wall thickness not ‘

i exceeding 0.711 mm, and double wall copper brazed tubing of an external diameter not exceeding !

f 9.525 mm and wall thickness not exceeding 0.711 mm, for vacuum, hydraulic or air control i

e assemblies:; ‘

i Hydraulic brake hoses, hydraulic brake locks or hydraulic gear pumps to operate hoists and other

| accessories. for hydraulic control assemblies; i

i Manus! siack adjusters for air brake systems; !

i Nylon (polyamide) sir brake tubing; i
t

t

[

Parts of the foreqoing, omerlhmspmglocators bulkheads. spring retainers and diaphragms for
SPIINIG DPAKGS ........oooiiiiiiiiieeiietieaeeraerecerasetassteessberennreseesssasasaesssaassanaesseasssnnnesanenaasasnescrsess senmaensnsesessnrracs i

t
» The following. of Section Vil XI, X, XV or XV1 or of Chapter 42, 45, 48, 70, 87 or 90, for use in the :
| manutacture or repair of road tractors of tariff item No. 8701.20.00, vehicles of heading No. 87.02, 87.03 or l

.8704(ommmformonmnmootb99ngtmcksotheungm 87.04) or of tariff item No. 8705.30.00,
’mmmorool under such reguiations as the Minister may make: |
|

| Clutch releass bearings with or without collar attached:;
: Graphite bearings;
: Steel or bronze backed bearings with non-ferrous metal lining and materials theretor;

10.2%

Free

Free

Free

Free

Frea

Free

Free

8%

Free

Free

Froe

Free

Free

Free

Free

5%

Issued December 1988

Pending approval of an Order in Council pursuant to the Customs Tarift, accounting documents for goods affected by the change to this Code

will be accepted “‘subject 10 amendment™.

I-5




STATUTORY CONCESSIONARY PROVISIONS — Schedule If

A-41

Provision

Most- General !
Favoured- Preter-

Nation ential 1

Tanft Tardt

2455
Cont'd

2460

'
'

Steering knuckle thrust bearings.

Graphited or o1l impregnated bushings.

Bushings or sieeve bearings of bronze or powdered metal:

Crankshatt thrust collars:

Commutator copper segments;

Commutator insulating end rings:

Air compressors;

Disphragms for fuel or vacuum pumps:

Tapered discs of hot-rolied steel, with or without centre hole. for disc wheeis:
Door bumper shoes;

Gasket materials, other than compressed asbestos and combinations of asbestos and synthetic
rubber:

Ignition contact points:

Keys for shafting;

Lenses of glass for motor vehicie lamps or for light reflectors:

Stee! lock washers with internal or external teeth;
Heﬁca!sptingbckwmnnols(od.olmmma'm«excmss mem;
Other metal lock washers, other than of steel;

Magnetic plugs:

Metal frames for convertible soft tops;

Permanent mould pistons for brake master cylinders;
Plstonringcuﬁnginmerwy\.ommnnforn\o&orvomtesmthong’mm\g'nghsizom
1,245 cm? to 8,996 cm?;

Propelier shaft tubes of steel bonded by rubber: .

Rails of lock ssam section. corners, jocks and catches. and unpiated ventilators, of metal other
than aluminum, for use in the manutacture of window sashes for bus bodies:

Electric shift control for two speed rear axies;

Steel formed bottoms, metal grommets (fianges) or rings of steel, COpper or brass:

Blank layers of steel for cylinder heads or manifoks gaskets;

Spring locators. buikheads. spring retainers and dlaphragms for spring trakes;

assemblies, other than automotive turn signal flasher uns; :
Synchronizing cones or blocking rings for transmissions;

Timing gear blanks of laminated compasition plastics;

Vacuum, hydraulic or air control assembiies, other than spring brakes:

Parts of the foregoing, other than:

Electric weld tubing, of an external diameter not exceeding 9.525 mm and wall thickness not
exceeding 0.711 mm, and doubie wall copper brazed tuting, of an sxternal giameter not

exceeding 9.525 mm and wall thickness not exceeding 0.711 mm, for vacuum, hydraulic or ax f

control assemblies;

Hydraulic brake hoses and hydraulic brake locks:

Hydraulic gear pumps to operate hoists and other accessories:
Manual slack adjusters for air brake systems;

NYION (DOHYAITHCIR) G DIAKE TG .......croeroeeer e e rerscroreisonses s ’

i The following, of Section Vil, XI. XV or XV1 or of Chapter 48, 70, 87 or 90, for use in the manufacture of road
! tractors of tariff item No. 8701.20.00, vehicies of heading No. 87.02, 87.03 or 87.04 or of tarift item

No. 8705.30.00, or for use in the manufacture of original equipment parts thereof. under such reguiations
, the Minister may make: .

Ammeters;

Arm rests and wheet housing tining of indurated fibre, pressed to shape:

Axie housings, one piece weided:

Carburetors;

Chassis frames and steel shapes for the manufacture therefor:

Cigar and cigarette lighters, whether in combination with a Cigarette hoider or not, inciuding base;
Composite frame and fioor structure ot metal in the rough;

Control ventilator gear box;

Cylinder lock barrels, with or without sieeves and keys therefor:

Dash heat indicators;

Door opening weatherseal retsiners;

Engine speed governor units; )
External ornaments unplated, including name plates. letters and numerais. but not including finish or
decorative mouidings:

Fluid couplings with or without drive plate assemblies;

Gasoline, oil or air gauges;

|
i
Free Free |
i

Issued December 1988



A-42

STATUTORY CONCESSIONARY PROVISIONS — Schedule I

Provision

Most-
Favoured-
Nation
Tantf

Generai

Prefer-
ential
Tardf

2460
Cont'd

|
1
i

Grilles not ptated, polished or not before assembly, and parts thereof not piated or polished after final
forming, casting or piercing. not including finish or decorative moukdings:

Hinges. for bodies;

Homs;

Instrument bezel assemblies;

Iinstrument board lamps:

instrument board paneis of moulded or laminated glass fibres and plastics;

Instrument panei, glove compartment. luggage compartment, hood compartment and door step
lamps and wire assemblies;

Locks, electric ignition. steering gear, transmission. or combinations of such locks:
Mouidings of metal, with nails or prongs set in position, lead filled or not;

Ornaments or identification plates of metal. unplated, not including finish or decorative moulkdings:
Pipe lines of tubing, rigid, coverad or not. with or without fittings:

Purifiers for gasoline. including brackets and fittings therefor;

Radistor shells, not plated nor metal finished in any degree;

Automatic radistor shutter assembiies;

Radiator water gauges:

Raclining sest mechanisms:

Refili end discs. perforated filter refill cil board bodies or roil-seam perforsted tubes. for oil filters;

Bearing spring shackies;
"; .
Spring covers of metal and closing strips or shapes therefor: :
Stampings. body, cowi, front end, hood. instrument board, shieids or baffies, of plain or coat
metal, inhcrwgh.uﬁmamtwmmaamlwomma\ynmwaoﬁmima
piercing, but not metal finished in any degree. including stampings incorporating pierce or cknch nuts;
Steering wheets, rims and spiders therefor;
Sun visor bianks of gypsum wsatherboard;
Swivei seat mechaniams:
Tachometers, with or without tachographs, both electric and gear driven;
Thermostatic controls; .
Throttie, spark, choks, and hood lock release assemblies;
Torque converters;
Auxiliary transmission overdrive units and controis therefor:
Universal joint ball assembiies;
Windshield or window wipers;

PRtS Of the IOTBROING ..........iciiiiiiireieieieteeeiee oot e e ee e et eee e sees s ee e ee e e '

. The tollowing of Section VI, Xiil, XV or XVi or of Chapter 87, 90 or 94, undersuchregulaﬁonsastheMﬁster

|
|
|
;
!

may make:

Ammeters.

Arm muor wheel housing lining of indurated fitre, pressad to shape. other than for the vehicles af

heading No. 87.03 or 87.04;

Axie housings, one piece weided;

Carburetors;

Chassis frames and steel shapes for the manufacture therefor;

Cigar and cigarette lighters, whether in combination with a cigarette holder or not, including base;
Composite frame and fioor structure of metal in the rough;

Controi ventilstor gear box:

Cylinder lock barrels, with or without: siesves and keys therefor:

Dash heat indicators;

Fluid coupiings with or without drive plate assemblies:

Gasoline, oil or air gauges; :

Grilles not piated, polished or not before assembly. and parts thereof not plated or polished after final
forming, casting or piercing, not including finish or decorative mouldings;

Hinges, for bodies;

Horns;

Locks, electric ignition, steering gear, transmission, or combinations of such locks:
Mouldings of metal, with nails or prongs set in position, lead filled or not;

Ornaments or identification piates of metal, unplated, not inciuding finish or decorative mouidings,
other than for past modeis of the vehicles of heading No. 87.03 or 87.04;

Pipe lines of tubing, rigid, covered or not. with or without fittings. other than for the vehicies of heading <

No. 87.03 or 87.04;

5%

issued December 1988
Pending approvai of an Order in Council pursuant to the Customs Tarift, accounti
will be accepted ''subject to amendment'’.

ng documents for goods affected by the change to this Code
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STATUTORY CONCESSIONARY PROVISIONS — Schedule i

A-43

Provision

Most-
Favoured-
Naton
Taritt

Preter-

Tarift

2485

2466

2487

2488

2469

2470

Radiator water gauges:
Reclining seat mechanisms.
Refill end discs for ol filters:
Bearing spring shackies:

Automatic radiator shutter assemblies: f
|

Spesdometers:

Spring covers of metal and closing strips or shapes therefor: !
Stampings, body. cowl, fender, front end. hood. instrument board. shieids or baffies. of plain or
coated metal, in the rough. timmed or not, whether or not weided in any manner before final forming or
piercing. but not metal finished in any degres, including such StampiNgs INCorporating pierce of chnch
nuts, other than door pillars, shieids and baifies for current models of the vehicles of heading

No. 87.03 or 87.04;

Steering wheels, rims and spiders therefor, other than for current modets of the vehicies of heading
No. 87.03 or 87.04;

Tachometers. with or without tachographs. both electric and gear driven;
Throttle, spark. choke or hood lock reisase assembiies:

Torque converters;

Auzxiliary transmission overdrive units and controls thecefor:
Universal joint ball assemblies, other than cross type:
Windshield or window wipers:

Parts ot the foregoing, other than:

blades and refilis for windshield or window wipers of the vehicies of heading No. 87.03 or
87.04;

springs, for thermostatic controis;

sintered powdered metal parts of auxiliary Tansmission overdrive units and controls therefor:
speedometer cables and speedometer cabie and housing assemblies:

For use as original equipment by a manufacturer of passenger automobiles of heading No. §7.03,
whose total tactory output, during the year in which importation is sought. doss not exceed 10.000
such complete passenger automobiles, and if not less than 40% of the factory cost of production of
such automobiles. not including duties, is incurred in a country entitied to the benefit of the British
ProtOrONtiBE Tar ... .. ettt re e et b e b e s e et e s et e an et sne et nas

For use as original equipment by a manutacturer of passenger automobiles of heading No: 87.03,
whose total factory output, during the year in which importation is sought, exceeds 10,000, but does
not exceed 20,000 such complete passenger automobiles. and if not less than 50% of the factory cost
of procuction of such automobiles, not including duties, is incurred in a country entitied to the benefit of
the British Preferantial Tarfl .................cccoco it ee s e e e es b sae s e sma e s b e s sn s sean s

For use as original equipment by a manutacturer of passenger automobiles of heading No. 87.03,
whose total factory output, during the year in which importation is sought. exceeds 20.000 such
complete passenger automobiles, and it not iess than 60% of the factory cost of production of such
automobiles, not including duties, is incurred in a country entitied 10 the benefit of the British
Preferential Tarift

For use as original equipment by a manutacturer of road tractors of tasiff item No. 8701.20.00. vehicles
ot heading No. 87.02, ambuiances and hearses of heading No. 87.03. vehicies of heading No. 87.04,
vehicies of tarift item No. 8705.30.00 or chassis for the above of heading No. 87.08. whose total
factory output of such vehicies during the year in which importation is sought, does not exceed 10,000
such vehicles, and if not less than 40% ot the factory cost of production of such vehicies or chassis
therefor, not including duties, is incurred in a country entitied to the benefit of the British Preterential
Tarift .......

For use as original equipment by a manufacturer of road tractors of tariff item No. 8701.20.00, vehicies
of heading No. 87.02, ambulances and hearses of heading No. 87.03, vehicies of heading No. 37.04,
vehicles of tariff item No. 8705.30.00 or chassis for the above of heading No. 87.06. whose total
factory output of such vehicies during the yeer in which importation is sought, excesds 10.000 such
vehicles, and i not less than 50% of the factory cost of production of such vehicies or chassis therefor,
not including duties, is incurred in a country entitied 10 the benefit of the British Preferential Tarif ..........

For use in the repair of road tractors of tarift item No. 8701.20.00. vehicles of heading No. 87.02,
87.03 or 87.04, vehicies of tariff item No. 8705.30.00 or chassis for the above of heading No. 87.06,
or for use in the manufacture of repair PAS thEreIOr ... ...

Froe

Free

Free

Free

Free

Free

Free

Free

Free

Free

Free

Free

1-8

Issued December 1988



STATUTORY CONCESSIONARY PROVISIONS — Schedule Ii

A-44
; Most- General
Code Provision Favoured- | Preter-
, Nation ential
' Tarif Tarift
2475 | The foliowing, of Section VII. XV or XVi or of Chapter 48, 87 or 90, for use in the repair of road tractors of tarift i
| iten No. 8701.20.00. vehicies of heading No. 87.02, 87.03 or 87.04, vehicles of tant! item No. 8705.30.00 or I
: chassis for the above of heading No. 87.06, or for use in the manutacture of repair parns thereof, under such |
1 reguiations as the Minister may make: |
N i
; Arm rests and wheel housing lining of indurated fitre. pressed to shape. tor the vehicles of heading i
| No. 87.03 or 87.04; ;
! Door opening weatherseal retainers: X
i External ornaments unpilated, incCkuding name plates, letters and numerals, but not including finish or i
i decorative mouksings; i
i Engine speed governor units; :
| Instrument board paneis of mouided or laminated glass fibres and plastics; | |
! Ornaments and identification plates of metal, unpiated, not including finish or decorative moukiings, |
i for past modeis of the vehicles of heading No. 87.03 or 87.04; 3
| Pipe lines of tubing. rigid, covered or not, with or without fittings, for the vehicies of heading No. 87.03
i or 87.04;
Power slement cups, guides, pistons, peliets, vaives. flanges, top frames, bottom frames and
springs, for thermostatic controis;
Purifiers for gasoline, including brackets and fittings therefor;
Radiator sheils not plated nor metal finished in any degree:
Perforated filter refill oil board bodies and roil-ssam perforsted tubes for oil filters;
Speedometer cabies or speedometer cable and housing assembiies:
Stampings, door piliars, shieids and baffies. of plain or coated metal, in the rough, trimmed or not,
whether or not weided in any manner before final forming or piercing, but not metal finished in any
degree, inCluding stampings incorporating pierce or clinch nuts, for current modeis of the vehicies of
heading No. 87.03 or 87.04;
Steering wheels, rims and spiders therefor, for current modeis of the vehicies of heading No. 87.03
i or 87.04;
! Thermostatic controls;
I Sintered powdered metail parts of auxiliary transmission overdrive units and controis therefor;
Cross type universal joint ball assembiies:
Windshieid or window wiper blades and refilis, for the vehicies of heading No. 87.03 or 87.04;
Parts of the foregoing, other than parts of thermostatic controls not provided for in this Cooe ............... 8% 5%

| The following. of Section XVt or of Chapter 87, under such reguiations as the Minister may make:

Axles, front and rear;

Belt or clutch housings for vehicles having a g.v.w. exceeding 8.845 tonnes;

Brakes. other than brakes ranging in size from 381 mm by 76.2 mm to 419.1 mm by 177.8 mm, and
air and hydrauiic brakes for current model service of vehicies having a capacity not exceeding 1.82
tonnes;

Brake drums;

Clutches, other than single plated ciutches of a diameter not exceeding 330.2 mm;

Continuous controt or constant velocity half-shaft drive shafts;
Fuolpumpsforusema:tomhommﬂrammmoxcmaswa cm?, not
electrically operated;

Hubs:

Hydraulic or fiuid couplings, other than for the vehicies of heading No. 87.04;

Internai combustion engines with a piston dispiacement exceeding 5.703.7 cm?;

Linkages and controis for use with clutches, transmission assemblies, power dividers of transfer
cases;

Magnetos:

Power dividers or transter cases:

Rims for pneumatic tires exceeding 508 mm by 190.5 mm for tube type tires, or exceeding 571.5 mm
by 171.45 mm for tubeless tires;

Cast aiuminum road wheeis for tube type tires using rim sizes exceeding 508 mm by 203.2 mmorfor
tubeless type tires using rim sizes exceeding 571.5 mm by 209.55 mm:

Steel road wheels of a diameter excesding 622.3 mm;

Steering drag links for vehicies having a g.v.w. of not less than 9.072 tonnes;

Steering gears;

Lomwo:xbmcxctﬁ\Qm other than for current modeis of the vehicles of heading
Transmission sssembiles;

Parts of the foregoing, other than:

Axie shafts for vehicies having a g.v.w. not exceeding 8.845 tonnes;

|

Issued December 1988

19




STATUTORY CONCESSIONARY PROVISIUNS — Scheguile it

Code Provision Favowred- |  Prefer-
’ Nation ontal
Tantt Tartt

Brake shoe assembly kits;

Axle housings and sintered powdered metal parts, for ransmission assembiies:

Idier arms, tie rod assembilies and tie rod ends, for steenng drag kinks of vehicles having a
g.v.w. exceeding 9.072 tonnes;

Intake and exhaust vaives, excluding sodium or sodium and mercury filled valves, for internal
combustion engines with a piston displacement exceeding 5.703.7 cm?, exciuding diesel;
Timing chains for internal combustion engines with a piston displacement exceeding

5.703.7 em*:

2480 For use in the manutacture of road tractors of tarift item No. 8701.20.00. vehicies of heading
No. 87.02, ambulances and hearses of heading No. 87.03, vehicies of heading No. 87.04, vehicies of
taritf item No. 8705.30.00 or chassis for the above of heading 87.06 ................cccceccecrcninininnrcicicrenas 8% 5%

2481 For use as original equipment for road tractors of tariff item No. 8701.20.00, vehicies of

No. 87.02, ambutances and hearses of heading No. 87.03, vehicles of heading No. 87.04. vehicles of
taritt item No. 8705.30.00 or chassis for the above of heading No. 87.06, by a manufacturer of the
above. it not less than 40% of the factory cost of production of such vehicies or chassis therefor, not
including duties, is incurred in & country entitied to the benefit of the British Preferential Tanift ................ Free Froe

2482 For use in the repair of road tractors of tariff item No. 8701.20.00, vehicles of heading No. 87.02,
ambulances and hearses of heading No. 87.03. vehicies of heading No. 87.04, vehicies of tariff item

No. 87053000uchm10rmmahoaa\guo 87.06, or for use in the manutacture of repair

parts thereof .....

Free Free

The following for use in the manufacture of road tractors of tariff item No. 8701.20.00, vehicies of heading
No. 87.02, ambulances or hearses of heading No. 87.03, vehicies of heading No. 87.04, vehicles of tariff tem
No. 8705.30.00. or chassis thersof of heading No. 87.08, under such regulations as the Minister may make:

2485 Spark-ignition reciprocating internal combustion piston engines of a cyinder capacity not
exceeding 5,703.7 cm3, of tariff item No. 8407.34.00. and articies for use therewith, other than timing
chains and intake and exhaust vaives (exckuding sodium or sodium and mercury filed valves) ............... 8% 5%

2486 Compression-ignition internal combustion piston engines (diesel or semi-diesel enginss) of a
cylinder capacity not exceeding 5.703.7 cm3, of taniff ilem No. 8408.20.90, and articies for use
therawith, other than timing chains ....... 8% 5%

The foliowing for use as original equipment for road tractors of tarifl item No. 8701.20.00, vehicles of heading
No. 87.02, ambulances or hearses of heading No. 87.03, vehicles of heading No. 87.04, vehicles of tariff item
No. 8705.30.00, or chassis thereot of heading No. 87,06, by a manufacturer thereof, and when during the year
in which importation is sought, not less than 40% of the factory cost of production of such vehicles or chassis
therefor, not including duties, is incurred in a country entitied 1o the benefit of the British Preferential Tariff,
under such regulations as the Minister may make:

2490 Spark-ignition reciprocating internal combustion piston engines of a cylinder capacity not
exceeding 5,703.7 cm3, of tanif! item No. 8407.34.00, and articies for use therewith, other than timing
chains and intake and exhaust vaives (exciuding sodium or sodium and mercury filled valves) ............... 5.5% 3.5%

2491 Compression-ignition internal combustion piston engines (diesel or semi-diese! engines) of a
Cyiinder capacity not exceeding 5,703.7 cmS, of tariff item No. 8408.20.90, and articies for use
therewith other than timing chains 5.5% 35%

The following for use in the repair of road tractors of tariff tem No. 8701.20.00, vehicies of heading No. 87.02,
ambutances or hearses of heading No. 87.03, vehicles of heading No. 87.04, vehicies of tariff item

No. 8705.30.00, or chassis thereof of heading No. 87.06, or for usa in the manutacture of repair parts thereo,
under such reguiations as the Minister may make:

2495 Sparik-ignition reciprocating internal combustion piston engines of a cyinder capactty not
exceeding 5.703.7 cm3, of tariff item No. 8407.34.00, and articies for use therewith, other than timing
chains and intake and exhaust valves (exciuding sodium or sodium and mercury filled valves) ............... 5.5% 3.5%

2496 Compression-ignition internal combustion piston engines (diese! or semi-diesei engines) of &
Cylinder capacity not exceeding 5.703.7 cm3, of tarift item No. 8408.20.90 and articies for use
therewith other than tmiNg ChBINS ..............ccceureveuieeeeseeeeerecerrereeereneenees 5.5% 3.5%

issued December 1988
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A-46
Most- General
Code Provision Favoured- Prefer-
Naton - ential
Tan#f Tantt
HEALTH i
2502 | Low protein or protein-free products of heading No. 19.02 or 19.05 certified by the Department of National | ‘
Health and Wetllare as special low protein or protein-ree etary PrOAUCES .................ocooooveceoreeioeeeeeeeeee e Free X
2504 | Special dietary breads and biscuits of subheading No. 1905.10. 1905400(190590underregulabonsofthe‘ i
Oepartment of National HEalth and WBHA® .....................coccoooemeeerrieereeoeoeeeeeeeeoeeeoeeoeeooeoeeoeooee s | Free ! X
2505 | Veccines of subheading No. 3002.20 for parenteral administration in the prevention of diseases of man ....... . Free | X
i
2506 | Blological products. animal or vegetabie. of heading No. 29.24, 30.02, 30.04 or 30.06. for parenteral i ;
administration in the diagnosis, prevention or treatment of diseases of animats, imported under permit of the I :
VOOrNAry DIrOCION GONBIAI . ... ittt s ee s tese s e e ersessas s ses et eaeestesseaseses s esesesene e i Free I Free
- : ! |
The following for use in the manufacture of pharmaceutical or medicinal preparations: | l
2508 Animal glands and mmuwmoiwmnm No. 3001.10.00 .......cccovrinmreece e ! Free Free
2509 Extracts of animal glands and animal glandulsr organs of tariff item No. 3001.20.00 ..................... l Free Free
i 1
2510 | Chemical or biological preparations of a kind not produced in Canada. including kits containing ancillary : i
AUCIES OF MBIONIAIS, O MBACA! BAGNOSES -........o.rvervecrererrreireeeaeriseesstssssesessesessseeeeeeeseessesseeeesreseneeseseeessesssssens Free | Free
2512 | Containers and parts thereof (including expelling bulbs) of heading No. 39.23, 40.14, 40.16, 70.10 or 70.17
for vaccines, loxoids (anatoxins), bacterins, toxins, serums containing immune bodies including antitoxins,
glanduilar extracts or antibiotics. 10 be empioyed in the manufacture of SUCh PrOGUCES .................ccoveviiucnecnnnn. Free Free
The following for use by any public hospital:
2514 Sensitized film and instant print film of heading No. 37.01 or 37.02 for use with electrocardiographs . Free Free
2515 mammmm«mmmawmnm No. 3926.90.90 ...........cccvneeeee. ! Free Free
|
2518 Sterilizers of tariff item No. 8419.20.20 and parts thereotf of tariff item No. 8419.90.80 ..............c......... | Free i Free
1 |
| !
2519 | Incontinent briefs, underpants. panties napkins (dispers), napkin (diaper) liners and similar sanitary ; !
articles of heading No. 48.18, 56.01. 61.07. 61.08 or 63.07, designed to be wom by persons, exciuding those | i
OF B UGNG 1OF DADIBS ... ..ot ese s astese st ea s e eses e s see s s en s s se s ets st eesenbasaeans s sateeboeeeeeaneeesmemnes i Free i Free
2520 | Woven fabrics. solety of cotton. not coloured. of a weight not exceeding 40 g/m?, of tariff item i l
No. 5208.21.00, kxusemmmﬂacuedaxgcalbauagesaslabsdtexubtabrmspeaaﬂycoatedmm| |
Plaster of Paris compound of of orthopedic casts, SPENtS OF SITHIAT SUPPOMS .................coueeureervremseeoeerereesnerannn, . 75% 1 5%
! (
2521 | Articies ot apparel or ciothing accessories, specially designed for incorporating breast prostheses, o!Chapter, i
BT OF B2 .ot rer et e e ne e st be R ee A be e s e e e er s aenenarerens | Free | Free
i
The following for use of a disabled person or of a public hospital: i
2522 Pressure-gradient eiastic supports of heading No. 61.15 made to order for an individual in |
accordance with the written prescription of a registered health professional ...................cccoeoeeeeeeneenn. Free Free
2523 Canes of tariff #om NO. 6602.00.00 ..............ooomiuimiocreeceeeee e eteeeeee s es s eeeees e esenseseseeesseseeesasesaeseenena Free Free
2524 Patient lifters and parts thereo!, alternating pressure mattresses of tariff item No. 9019.10.10 and
oscillating beds of tariff item NO. 9402.90.10 ...............coiririiiiirireeese i ee e eeerereeeeensareaeesemeaeeseeeee e Free Free
The following for use by, for the training of. or for communicating by or with deaf persons:
2526 Hearing aid Datteries of NEABNG NO. B5.06 ...............c.c.cocoveiieieiereerieeeecteee et sesseee s eseeeses e seree e Free Free
2527 Communications devices for use with the telephonic apparatus of lariff item No. 8517.81.00 or the i
telegraphic apparatus of taniff item NO. BS17.82.90 ...........ccccooovrureeruiueeereie et seeese e eeee e i Free i Free
’ f
2528 Closed captioning devices for television receivers, of heading No. 85.28 ... ! Free I Free
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HARMONIZED TARIFF SCHEDULE of the United States (1991) — Suppiement 1
Annotated for Statistical Reporting Purposes

SUBCHAPTER V

TEMPCRARY MODIFICATIONS ESTABLISEED PURSUANT 10 THE
UNITED STATES-CANADA FREE TRADE AGREEMENT

XXII
99-63

LS, Notes

This subchapter contains the temporary modifications of the provisions of the tariff scheduls established pursuant to the
United States-Canada Free-Trade Agremnent. Unless the context otherwise requires, goods originating in the territory of
Canada described in the provisions of this subchapter, for which a rate of duty followed by the symbol "(CA)” is herein
provided, are subject to duty at the rate set forth in lieu of the rate provided therefor in chapters 1 through §8. No
other preferential tariff treatment provided under general note 3(c) to the tariff schedule shall be afforded under the
provisions of this subchapter. Unless otherwise provided, the provisions and notes of this subchapter are sffective as to
such goods, under general note 3(c)(vii) to the tariff schedule, through the close of December 31, 1998, on which date
this subchapter shall be deleted from the tariff scheduls and shall cease to apply to anty goods entered after that date.

On or after Jenuary 1 of the following years, the percentage set forth in the "Spectal™ subcolumm ©
for heading 9905.00.00 which is applicable to goods originating in the territory of Canads shall be modified as follows:

1980 1991 1992
60 percemt 40 percent 20 percent

On or after January 1 of each of the following years, the percentage set forth in the "Speeiet™Fubcolumii 6T the rates of
duty1 celumn for subheading 9905.00.30 which is applicable to goods originating in the territory of Canada shall be
modified as follows:

198} 1992
40 percent 20 percent
On and after January 1, 1993, the then-sxisting rate of duty set forth in the "Spacial” subcolismn- of-sate-ef-duty-colum 1

for subheadings 9805.00.00 and 9905.00.30 which is applicable to goods originating in the territory of Canada shall be
deleted and “Free" inserted in lieu thereof.

For the following subheadings, the percentage set forth in the "Spectx}'—subeolumn of sste-of duty-column- 1 for heading
9905.00.00 which is applicabls to goods originating in the territory of Canada shall be applied to ths rate of duty set
opposite such subheading instead of the colum l-general rate of duty --

7419.99.20 8.5%
8308.90.60 4.82
8708.50.50 2.82
8708.50.80 2.62
8708.60.50 2.62
8708.60.80 2.62
8708.80.50 2.62

On or after January 1 of each of the following years, the rates of duty in the Rates of Duty 1-Special subcolumn in HIS
headings 9905.00.10 and 9905.00.20 that is followed by the symbol "CA" in parentheses is deleted snd the following rates
of duty are inserted in such subheadings in lieu thereof:

11980 . 1891 . 1992 1983 1994 1995 . 1996 1997 . 1998
9905.00.10 :1.7¢/kg + : 1.1¢/kg + : 0.5¢/kg + : Free : Free : Free : Free : Free : Free
: 1.32 : 0.92 : 0.4 : : : : : :

9905.00.20 :2.3¢/kg + : 26/kg + : 1.7¢/kg + : 1.4¢/kg + : 1.1¢/kg + : 0.8¢/kg + - 0.5¢/kg + : 0.26/kg + . Free
: 1.8 : 1.82 0 1.32 @ 1.12 : 0.9 : 0.6 : 0.42 : 0.2% :

Whenever a fabric is entered under subheading 9905.00.30, the importer shall file with the appropriate Customs officer a
written statement, accampanied by such supporting documentation as the Commissioner of Customs may require, stating that
the imported fabric is intended for use as cuter covering in the manufacturs of upholstered furniture.



HARMONIZED TARIFF SCHEDULE of the United States (1991) -—- Supplement 1

!O;Ié Annotated for Statistical Reporting Purposes
99-64
. Stat. Units Rates of Duty
H“dm‘.'l Suf. Article Description of 1

Subheading| g ¢g Quantity General Special
Goods originating in the territory of Canada
under general note 3(c)(vii) of the tariff
schedule:

9905.00.00 1/ EZquipment provided for in the following
headings and subheadings intended for use
in the repair or maintenance of motor
vehicles of heading 8702, 8703, or 8704
(excluding electric trolley buses and
three-wheeled vehicles) or of sutcmobile
truck tractors principally designed for
the transportation of persoms or goods:

3917.21 73268.90 8518.21
3917.23 7412.20 8519.91
3917.28 7413.00 8520.31
3917.31 7415.21 8522.90
3917.32 7415.29 8529.90
3917.39 7415.31 8536.10
3917.40 7415.32 85368.20
3921.12 7415.38 8536.30
3923.50 74109.81 8536.49
3926.30 7419.99 8536.50
3928.90 7508.00 8536.89
4009.10 7614.90 8538.90
4009.20 7618.10 8544.20
4009.30 7616.90 8544 .41
4010.10 8007.00 8545.20
4016.91 8301.20 8546.90
4016.83 8302.10 8548.00
4018.99 8302.30 8708.10
4017.00 8308.90 8708.21
8813.10 8310.00 8708.29
6813.90 8407.32 8708.31
7006.00 8407.33 8708.39
7007.11 8407.34 8708.40
7007.231 8409.91 8708. 50
7009.10 8415.81 8708.80
7009.81 8415.90 8708.70
7009.92 8424.10 8708. 80
7307.91 8482.10 8708.91
7307.82 8482.20 8708.92
7307.99 8504.31 8708.93
7312.90 8507.10 8708. 94
7318.11 8507.20 8708.98
7318.12 8507.30 9023.19
7318.14 8507.90 9025.90
7318.15 8511.10 9029.20
7318.18 8511.20 9029.90
7318.1% 8511.30 9030.81
7318.21 8311.40 9030.89
7318.23 8511.50 9030.90
7318.24 8511.80 9031.80
7318.29 8511.90 9031.90
7320.10 8512.30 9032.81
7320.20 8512.40 9032.89
7320.90 - 0512.90 9032.90
7325.99 8516.10 9033.00
7326.19 8518.80 9606.10
9608.22........ Y/ 40 percent

1/ See chapter 99 statistical note 1.

of the colum
1-general rate
of duty (except
as otherwise
noted in U.S.
note 5 to this
subchapter)
applicable under
the respective
listed heading
or sub-

heading (CA)
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

H-3
! Most- General I
; Provision Favoured- -  Prefer-

i ., Nation ential

i ) Taritt Tarift

; AFTER-MARKET AUTOMOTIVE PARTS

i

| The following. except tires, tubes and machines or other articles mounted on or attached to these machines,

other than for loading or unloading specified commercial vehicies, for after-market use on automobiles, buses or
specified commercial vehicies of subheading Nos.: | :
8701.20 8703.31 8704.23 | |
8702.10 8703.32 8704 .31 : .
8702.90 8703.33 8704.32 '
8703.21 8703.90 8704.90 ;

' 8703.22 8704.10 8705.20 : :
8703.23 8704.21 8705.90 : !
8703.2¢ 8704.22 i 1

i }
Goods of tariff item No. 9031.80.20 or 9031.90.30. ’ :
On and after the coming into force of section 25.2 Of thIS ACt ... ; 5.0% ;
i UsT :
!
ON aNd BHOF JBNUANY 1. 1990 .......iiieticiiieceretiieseenressessstssssasaressssssre st sssnsssassesssssssstnsssmnssssesasssmarens 3%
UsT :
On and after January 1, 1991 _....... e r b et eeaeea Rt e et e eR s e ettt e e re et st ‘ 2.5%
: UST i
Onand alter JANUANY 1, 1992 ... e et resssressae e sna e s s ssnesaennan . 1.2%
usT |
On and after January 1, 1993 ....o...c.coooooorererreereresne . . Free |
| usT
Goods of tariff item No.: E
7006.00.90 8507.90.13 :
7307.91.10 8511.20.10 i
7307.99.10 8511.90.10 1
On and after the COMING iNO 10rCE Of SBCHON 25.2 Of BHE ACE .......coovvvreroerrsesrereeseeeesseenseseeeesseeeeee L 54%
| usT ;
ON 2N AMOE JANUANY 1, 1990 ___.....oocoioooooovemmeeeeeeeeeeesseeessesosemeesessnsseeesessemseesesiesesessssesesseeeremesesseees [ 40%
i usT ;
On and after January 1, 1991 ...........o.oooovvoooorerrerens oot e en e rees e |27 !
UST :
On and after JANUAY 1, 1992 ...ttt et s C13%
: UsT :
On and after January 1, 1993 ........c.oovvvvvrrreo et " Free !
! usT |
Goods of tariff item No.: |
8522.90.20 9026.20.90 9030.89.99 |
8529.90.30 9029.20.99 9030.90.94 '
9025.19.90 9029.90.93 9031.80.99 |
9025.90.93 9030.81.99 9031.90.40 }
On and after the coming into force of section 25.2 0f thi8 AT .._...........cccoiriiiinien et ’ 6.0% i
usT
On and atter JANUATY 1, 1990 ........ccooiirirircririee e et ssss e et ae s e se s mesnaes s esbasesaneeanereerenes 4.5%
ustT |
ON AN BHBE JANUAIY 1, 1991 ....oooooio oo sececeeeeseeseseeseseseese e s ssesmssemmemeesereeseeee s 30% |
UST :
!
On and aller JANUATY 1, 1992 ... rre e se s e asaa s et eas ettt et abe e et e en s st saraneas ! 1.5% E

| usT
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

6813.90.90 8504.31.00 8708.29.99 9032.90.30
7007.11.19 8511.10.00 8708.31.90
7007.21.19 8511.20.90 8708.39.90
7009.10.00 8511.30.00 ' 8708.40.90
7325.99.91 8511.40.00 8708.50.90
8301.20.00 8511.50.00 8708.60.90
8302.30.00 8511.80.00 8708.70.90
8407.32.00 8511.90.20 8708.80.00
8407.33.00 8512.40.00 8708.91.90

H-4
Most- General '
Code Provision Favoured- Prefer-
Nation ential
Tanft Tantt
[E— P — ——
9602 .
Cont'd On and alter JANUAMY 1, 1993 . ..ot Free
UsT
9603 Goods of tarff item No.:
6813.10.90 8522.90.40 9026.90.93
8519.91.00 8529.90.20
8520.31.90 9026.10.99
8522.90.30 9026.80.90
On and after the coming into force of section 25.2 of this ACt ... 6.4%
UsT
On and after JANUATY 1, 1990 ... e 4.8%
UsT
On and alter JANUATY 1, 1991 ... 3.2%
UsT
On and after JANUAMY 1. 1992 ... e e e s 1.6%
usT
On and after JANUAMY 1, 1993 ... e e Free
UsT
9604 Goods of tanff item No. 9032.20.00, 9032.81.00 or 9032.89.90.
On and after the coming into force of section 25.2 of this ACt ... 7.2%
usT
On and after JANUAry 1, 1990 ...t e e 5.4%
usT
On and after JANUAMNY 1. 1997 ... oot r et 3.6%
UsT
On and afler JANUATY 1. 1992 ... et e 1.8%
UST
On and after JanUAry 1, 1993 ...t e Free
USsT
9605 Goods of tariff item No. 8483.40.00.
On and after the coming into force of section 25.2 of this ACt ..............cooiiiin 7.2%
UsT
On and after JANUANY 1, 1990 ... ...ttt st b 5.4%
UsT
On and after JANUAY 1, 1997 ..ottt b e e 3.6%
UsT
On and after January 1, 1992 ...t 1.8%
usT
On and after JanUary 1, 1993 .. .. it et et e Free
UST
9606 Goods of tariff item No.:
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H-5
Most- General
Code Provision Favoured- Prefer-
Nation ential
Tanft Tanft
9606
Cont'd 8407.34.00 8501.31.19 8708.21.00 9031.90.50
8409.91.94 8512.90.00 8708.92.90
8415.81.00 8516.10.10 8708.93.90 :
8415.90.40 8539.10.10 8708.94.90 H
8482.10.10 8539.29.21 8708.99.99
8482.20.10 8546.90.00 9029.20.10
8501.31.11 8708.10.00 9029.90.91
On and after the coming into force of section 25.2 OF thiS AC ................c..ooivieiiiiee e : 7.3%
usT
On and after JANUANY 1, 1990 ...t et e ae et sttt eee e e et et ee s e e ! 5.5%
! usT
Onand after January 1, 1991 ..., ettt e e e a e e e s eearae e e eeee e : 3.6%
usT
On and after JanUAY 1. 1992 ...ttt ettt e e e e e ee e e eeeeeeneee st eenenaea 1.8%
UST
On and after JanUary 1. 1993 ... st ene e ettt e eeees oo : Free
usT
9607 Goods of tariff item No. 8501.20.21, 8501.20.29 or 9033.00.00.
: On and after the coming into force of Saction 25.2 of tis ACT ............cooicieieninini ettt 7.4%
; . UST
ON and Aer JANUAIY 1. 1990 ......oo..ovooeneioeeeeoseceoeeoee e eeeeesees oo eeeoes e seeeseeeeseeseessereeeneneos | 55%
: uUsT
On and after JANUANY 1, 1991 ittt ettt e e st e et e et ee e e ' 3.7%
{ UsT
On and after JANUATY 1, 1992 ... ce et ear et asa st ss s sa s st s enreses e sscreseee e L 1e%
: usT
ON BN AN JANUANY 1. 1993 .....ooooovooooeeeoeeeoeeeseee e eeseseeeesesssessssesesenes e e . Free
usT
9608 Goods of tariff item No. 8522.90.50 or 8529.90.50.
On and after the coming into force of Section 25.2 of this ACt ............ccoceeuiuiueueueuireneneeee e 7.6%
UST
On and aler JANUANY 1, 1990 .......ooooooooooeoeooceeeeetseesceoe oo seeeeeess e oo ee oo seeee e eee e i 5T%
: usT
’ i
: On and after JanUAry 1, 1981 ...t eea s st eree s rens et nns P 3.8%
i usT
On and after JANUAY 1, T892 ...t e b 1.9%
i UST
On and atter JANUANY 1. 1993 ..ottt te s ee e s sasas s smemseras st st ee e oo eraesenenenr s Free
! usT
| H
9609 Goods of tariff item No. 7320.20.10 or 7320.20.90. i !
: On and after the coming into force of Section 25.2 of thiS ACT .........cccocurucrreecueceeererecrrenrene e sscassensnns 7.6%
i UusT
? ON aNA BHEN JANUAIY 1, 1990 ........oocoeooeeveeeeeoeeeeeeeseeeeeoessersesreasesessseseseeessseesee s sees s seeees e s seeeeseeeees i 57%
I ‘ UST
. .
: On and after JANUAIY 1, 1991 ..ot eeeee e ees e ee et eee e eeee e e s es e s e ere s seaseeraees P 38%
‘ usT
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

H-6
- Most- General
Code Provision Favoured- Prefer-
Nation ential
Tant Tarift
9609
Cont'd On and aller JANUATY 1, 1892 .. e ettt e e e e e e e et e re e eeeteesote e ne 1.9%
. ‘ usT
On and after JAnUAry 1. 1993 ...t eten e a e e st s et sttt et aas s Free
UST
9610 | Goods of tariff item No. 8518.21.00.
On and after the COMING into 10CE Of SECHON 25.2 OF thS AC .........cvvoree oo  78%
: . . usT
On and after January 1. 1990 ...t et e et ettt ) 5.8%
- usT
On and after JanUAy 1. 1997 .o et ettt ettt ne ettt ee s : 3.9%
usT
: ON AN MO JANUANY T, 1982 ..o oo eeeeee s eeeeesesreeeseseesessseeee s e eeseresseseeseeeeeeseeee e oo C1.9%
: usT
On and after JanUAry 1, 1993 ... ..ot cen st ne s s n e asre s et seee s nertsbe e s e ereneeannan : Free
UST
9611 | Goods of tarift item No.
i 7307.99.91 7318.29.00
j 7318.24.00 9032.10.00
i (
; On and after the coming into force of section 25.2 of this ACt ..............c.c.cooiciienininiec et 8%
| o usT
ON N MOF JANUBLY 1. 1990 ........o.ooeooeoer oo eeeeseereeeeessseeeeseseeseeeesesssessseseeseesseseessseeeseeeeeeemesseeere oo %
f ¢ usT
i
? ON and afer JANUAITY 1. 1991 ...t eestec e ieras s sssan st s en e see st es st eesssesnsemsassessssennnea %
1 ¢ usT
! On and after JANUATY 1, 1992 ...ttt er s s s s sens s et e a st seanranes e 2%
: usT
| On and after JanUary 1. 1993 ...ttt st e b s b bt s ememeae e et s e e e s eae b e et etan Free
’ . - C e usT
%612 ! Goods of tariff item No. 7307.92.10
: On and after the coming into force of SECtoN 25.2 Of this ACT ..............coccoevvvevivoieiieeeieeeer oo 8%
! usT
: ON and aHEr JANUANY 1, 1990 .......o.....oieeiieeieieeeeneeeeeeeereeeeesseeeseseeeesseresressese s esseseeeseneseeessseeeresemes : 6%
3 ' © o usT
| On and after JANUAIY 1, T99T .ottt bea e ea et st e e e e neeeenseeeseeeeeeeaeeeseenen 4%
: UST
On and after JANUATY 1, 1992 ............cc.oceeiiriemiermrressnrinsiessiesrssesssessesss s assaessssesessssssanssnsesassmsemsessseean ! 2%
: UsT .
!
On and after JANUAMNY 1, 1983 .........ccocoeieeecieieeen e etsesreaesse st ssessas s nss e sas s ese st e esemeeesreemse s i Free
' ; UST ]
9613 Goods of tariff item No.:
7307.91.91 5
7312.90.00 ; !
7318.14.00 ; '
7318.15.00 i
7318.16.00
7318.19.00
‘ 7318.21.00
; 7318.23.00
: 7320.90.10
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

H-7
Most- General
Code Provision Favoured- Prefer-
Nation entail
Tart Tantf
9613
Cont'd 7320.90.90
7325.99.99
7326.19.00
7326.90.90
7415.31.00
; 7508.00.90
i 7614.90.00
. 8007.00.00
8302.10.00
8424.10.00
8544.20.00
8545.20.00
On and after the coming into force of section 25.2 of this Act ................ et ent et ettt s s ng st nean L 8%
UST
On and after JanUAy 1, 1990 ...t e et s n e e st aaa e ‘ 6.1%
. usT
On and after JANUAMY 1, 1981 .ottt n L 40%
UST
: ON aNG afer JANUATY 1. 1992 ..o ooieeeeoeeeeeee et eseses s sesee s esseseseesstess e eseessesesaseenees 2.0%
: usTt
ON and aMEN JANUAIY 1, 1998 .......oooiroemiceeeeeeeeesaes s s ssssseseensees e s et eeseesese oot eereossemssseseeeenserenreres . Free
usTt
9614 Goods of tariff item No.:
4016.93.00 7419.99.90 8536.50.90 9029.90.10
4016.99.00 7616.10.00 8536.69.00 9030.39.10
4017.00.90 7616.90.90 8536.90.90 9030.40.10
7412.20.00 8512.30.00 8544.41.00 9030.90.10
7413.00.00 8516.10.90 8548.00.00 9031.80.10
7415.21.00 8522.90.90 9025.19.10 9031.90.10
7415.29.00 8536.10.00 9025.90.10
7415.32.00 8536.20.00 9025.90.92 .
7415.39.00 8536.30.00 9026.10.10 !
7416.00.00 8536.41.00 9026.90.10
7419.91.90 8536.49.00 9026.90.92
, On and after the COMINg iNtG fOrce of SECHON 25.2 Of s ACL .................cooeurereeesrerrereeeeeessesssseresseeeeen 8.2%
‘ usT
On and after JAnUAry 1, 1990 .. ... e e e e et e e ere e e e eneems s e e eaeereennenaeebenane e i 6.1%
b uUST |
ON and aEr JRUAMY 1, 1991 ... it s eeeteeeeeete e s e eeasaseseseesnaeesemeesaseneanseesaseenaesanaen : 4.1%
- usT
ONn and after JANUAKY 1, 1992 ......c.....ocoeiiouieiireteecee et eeeiseseees s s sessestassesseseeasentsrseeennpesessasessesaeessnas : 2.0%
: usT
Onand alter JANUATY 1, 1993 ...t et et ar e es e see e ar e e e e e e et e enensaeesesmens f Free
UST
9615 ! Goods of tariff itern No. 8507.10.00, 8507.20.00, 8507.30.00 or 8507.90.90.
: On and after the COMING INO 10rCE Of SBCHON 25.2 OF S AT .......eceeveeeeesessessasssssmsssasssrasasaperssroneoreeer . 8.6%
' : USsT
3 v
i ON and aMBr JANUATY 1, 1990 ... it eee e eeeesessmeses e et seetecnsereesaessaetseseseesaesanenememenenn L 6.4%
| ©ousT
i On and after JanUAIY 1. 1991 ..ot sameeeee s freteretere ettt ane et s snarse e e aeenese s : 4.3%
i : UsT
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AFTER-MAR.KET AUTOMOTIVE PARTS PROVISIONS

H-8
. Most- General
Code Provision ' Favoured- Profer-
: Nation ential
Tarift Tariff
9615
Contd ' ON and atter JANUANY 1. 1992 ...ttt e et sas bt e sa s e em e 2.1%
' UsT
i ON 2N BHEF JANUAIY 1. 1883 _...oooioeeoeeeeeeeeeeeee oo eeeee e ee e eeeeeeee s eerese s s s saeneseessar e ssss s " Free
! usT
9616 ! Goods of tariff item No. 8516.90.90 or 8536.90.10.
. . \
On and after the coming into force of section 25.2 0F thiS ACt ..., 8.7%
UST
ON NG BMBE JMUATY 1. 1990 -.roceoooooe e eeeeeee e eereeseeres et . 65%
‘ usT
On and after JanUANY 1, 1991 ..o e e e : 43%
UsT
' ON a0 AMBE JANUATY T, 1992 ...oeoiiiriieiii ettt ec e r e et et raec s e ch et sesen e emen e 2.1%
. usT
On and after January 1. 1993 et oo oo e Free
: usT
9617 Goads of tariff item Na. 7508.00.20.
: :
; On and after the coming into force of Saction 25.2 O tiS ACT ..................o oo . 8.8%
: UST
: On and after JANUAIY 1, 1990 ... o e e e ena ‘ 6.6%
: _ ‘ UsT
' On and after January 1. 1991 oo et et 4.4%
UsT
ON aNA MOE JANUMY 1. 1992 ..oooooooooooovoaeoeooeeeeeeeeeoeeeeeeeossss s sereeness e erenssess oo B T 22%
usY
On and ater JANUBNY 1. 199D . ettt et et er e et en e e Free
usT
9618 Goods of tarift item No. 8308.90.0Q or 8310.00.00.
On and after the coming into force of section 25.2 of this ACt ... 8.9%
usT
; Onand after JAnUATY 1, 1990 ... i oo st e e e e e o e e e e 6.7%
usT
On and ater JANUAPY 1, 1991 .. it esrrae ettt e dae e s e e s see s e e st en s b b see b ‘ 44%
usY
On and aler JANUATY 1, 1992 ..o eee e ea e see e e s te et e s et st eeb e et e eeabesbesan et e e besneeanne 2.2%
: X usY
On and after January 1, 1993 ... e ——————- : Free
’ ust
9619 | Goods of tariff item No.: :
: 3926.90.40 4016.91.00 7008.91.00 ‘
; 4009.10 00 6813.10.10 7009.92.00
: 4009.20.00 6813.90.10 9606.10.00
4009.30.00 . :
On and after the coming into force of section 25.2 of this ACt ... . 9.0%
' . UsT
On and alter JANUAIY 1. 1990 ... . i ee st e et nee e . 6.7%
: ysT
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

H-9
Most- General
Code Provision Favoured- Prefes-
’ Nation ential
Tantt Tarift
9619
Cont'd . ON and aer JANUANY 1. 1997 ..ot o e 4.5%
UsT
On and after JANUAFY 1, 1992 ... e 2.2%
usT
On and atter JANUAFY 1. 1993 ... i e e Free
UsT
9620 ! Goods of tariff item No. 8539.21.12.
On and after the coming into force of section 25.2 Of this ACt ... 9.1%
: ‘UST
On and after JANUANY 1, 1990 ...t 6.8%
usT
:
| On and after January 1, 1991 ... et evesmetasuera e e st e et e ea e et e tt e Rt e st e ce e 45%
§ usT
On and after JANMUANY 1. 1992 ... ittt raene et b e b 2.2%
: usT |
! O A1 HEE JANUATY 1. 1983 oo eesees e e eeeeesss oo Free |
! ' usT !
9621 | Goods of tariff item No. 8536.90.20. :
: . i
: On an after the coming into force of section 25.2 of this ACT ... . 9.2%
H . UST
i ON BNA BRON JANUAY 1, 1990 .oooooeioooceeooeee e ssesessseessses e s s s cereensssce s o C 69%
usT
? ON 3N AMBP JANUAMY 1, 1991 ... oooooooooooeeeaeoeasesseese e erseeceessoesessae st oesessasss s 4.6%
! - usT
On and ater JANUANY 1, 1992 ... e bbb : 23%
. UsT
; ON BNG AMEN JANUAIY 1, 1993 ..ooooooooooe oo eoeeerees e Free
: usT
. 9622 Goods of tariff item No. 8708.29.92.
On and after the coming into force of section 25.2 Of this ACt ... ) 9.5%
; - usT
; ON and aNer JANUARY 1, 1990 .........ooueouivreesiesreresessseesesssecoreeseos s sreios oo se s st ase s bbb 7.1%
| usT
| On and aMBr JBNUAMY 1, TO8T ..o et sssseseaess s emss s e ha e e S AT%
! uUsT
! B
: On and after JANUAPY 1, 1992 ... it e : 2.3%
E : : UST
1 '
i ON and GMEN JANUATY 1, 1993 .......ooiiioivoeirueresssessereeeseesenssesanss s esesss b s e as s st . Free
: : . usT
| :
9623 | Goods of tariff item No. 7307.99.92. ?
! : i
On and after the coming into force of SBCHon 25.2 of tis ATt .......c..coooi it e T 96%
; UsT
i ON and AMOE JANUATY 1, 1990 ....o..oveeereeeneeseeseseeeenasessseresssscses s e o 7.2%
; UsT
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

H-10
Most- General
Code i Provision Favouregd- Prefer-
Nation ental
Tantt Tardt
9623 _
Cont'd On and after JANUANY 1, 1991 .ot 4.8%
UsT
On and after JANUArY 1, 1992 ...t st : 2.4%
usT
On and after JAnUAry 1, 1993 ... it be e s s Free
usT
9624 Goods of tariff item No. 7307.91.92 or 7307.92.20.
On and after the coming into force of section 25.2 of this ACt ... . 9.6%
f : usT
On and after January 1. 1990 ... b e v 7.2%
usT
On and after JANUAFY 1, 1991 ... ae st st a st et ea s s : 4.8%
i usT
On and after JanUary 1, 1992 ... e e e s e . 2.4%
‘ UST
On and aler JANUATY 1, 1993 e ettt ettt e be e st e et e e ease e e Free
' UsT
9625 Goods of tariff item No.:
: 7318.11.00 8501.20.11 8501.31.21
7318.12.00 8501.20.19 8501.31.29
On and after the coming into force of section 25.2 0f this ACt ..o 10%
usT
On and after January 1, 1990 ...... ettt eteee ittt eeeeeeeEe et et eeeEatebeteten b ettt e h et s e er e e r s eEee bR e eeeaneeantaneenan 7.5%
ust
Onand after JAnUArY 1, 1991 i et ee ettt bbb s et n e 5%
UsT
On and alter JanUANy 1, 1992 . ...t et e et bttt 2.5%
usT
On and after January 1, 1993 .......... e ekt ee e R et Re bt Rttt e b £ h e bt et ban s eeeae st eas e e en s e e ebane s Free
usT
9626 Goods of tariff item No. 8539.21.90 or 8539.29.10.
On and after the coming into force of section 25.2 0f this ACt ..o 10%
: UsT
On and after January 1, 1990 ... ...t et et erat et ee e 7.5%
usT
On and after JANUAIY 1, 19971 i et sae e s aste e s e et ans e sb s b steernenae e 5%
‘ usT
ON aND AR JANUANY 1, 1992 ..ooovoroooeoeoee oo oo eeseee e e e 2.5%
ust
On and after JanUATY 1, 1893 ...ttt ettt Free
; usT
9627 Goods of tariff item No. 9606.22.00. '
On and after the coming into force of SECtion 25.2 Of this ACL ........c.cooioiriiieiniiineerie s 10% and
4¢/gross
usT
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

M-ty
Most- General
Code Provision Favoured- Prefer-
Nation ential
Tarift Tantf
9627 .
Cont'd On and after JanuAary 1. 1990 ... ettt e et eee s 7.5% and
’ 3¢/gross
usT
On and after JANUANY 1. 1991 ..ottt et e et e ere e een 5% and
- 28/Qross
UsT
On and after JaNUANY 1, 1992 ...ttt ettt 2.5% and
1¢/gross
usT
On and after JanUAry 1. 1993 ... ..ot et e et ennn Free
UST
9628 Goods ot tariff item No. 7320.10.00.
i On and after the coming into force of Section 25.2 of thiS ACT ...........cccceoviuivemimeeeeee e 10.2%
’ usT
' On and after January 1. 1990 ... ettt s et 7.6%
. usT
E On and after JANUANY 1. 1997 e s et e e e en e 5.1%
i uUsT
ON and alter JANUATY 1, 1992 ...ttt et et et eeeaeeeeen 2.5%
; usT
On and after January 1. 1993 ... ..o oo eeiese et s ettt Free
UST :
9629 Goods of tariff item No. 3921.12.00 or 8539.21.11. I
i
! On and after the coming into force of section 25.2 of this ACt ..................c..ocovieiuemiieiiiereeee 10.8% g
UsT :
ON and BT JANUATY 1. 1890 .......ocommeeeoeeereeeeeeeeseseeeeeeeeeeeseeeeesoeeesessseseeeeee oo eeeeeeeoeeeeoeeoese oo B8.1%
UST
On and after JANUATY 1, 1991 ..ot et e e e es s e et en e eeeen e 5.4%
usT
On and after JanUAFY 1, 1992 ............o.riiiiiiicceceee ettt s 2.7%
UST :
On and after JANUATY 1, 1993 ........oiimimooeoeeeeeeeeeeeeeeeeee oo eeses s ee e ee s Free
i USsT ;
i }
9630 ' Goods of tarift item No.: i
3917.21.00 3917.32.00 3926.30.00 x
: 3917.23.00 3917.39.00 3926.90.90 !
: 3917.29.00 3917.40.00 8708.29.94 !
' 3917.31.00 3923.50.90 5
| |
i On and after the coming into 10rce Of S8CHON 25.2 Of tIS ACT .........cerrveerremsrnreireenecseaees s 10.8% |
| usT i
On and after JANUANY 1, 1990 _....c.ooouviiriuientennt et et e es e seneesmeee s eesseseseeenas 8.1% !
| usT !
! )
| On and after JANUANY 1, 1997 ..ottt 5.4% ;
UsT :
On and after January 1, 1992 ...t eeee e 2.7%
UST
J-12
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AFTER-MARKET AUTOMOTIVE PARTS PROVISIONS

H-12
Most- General
Code Provision Favoured- Prefer-
Nation entiat
Tantt Taritt
9630
Cont'd On and after JANUATY 1, 1993 L.t e re et e este et e eee e b e et b e et e rabe e eae e et eaeeanee e teeneneas Free
UST
9631 Goods of tariff item No.: 4010.10.00 or 8708.29.93.
On and after the coming into force of section 25.2 of this ACt ...........ccooeoiiiiiiiii e, 14%
‘ UST
ON N GHEF JBNUAMY 1, 1990 ........ooeoeoeeoereee oo seossessesooe oo o . 105%
' usT
' On and after JanUAry 1. 1991 . e e e : 7%
‘ UST
, On and aler JANUAFY 1, 1992 ..o ettt et et e bt et e e e eretaesaeaneeans : 3.5%
! ) usTt
ON AN HOE JBNUATY 1. 1993 ....ooseoe oo eeeeeere s eeeeeseerse s ees e ressees e eees e seeer e . Free
UsT
9632 Goods of tariff item No. 8708.29.95.
On and after the coming into force of section 25.2 of this ACt ...............cceciiiiiiiiiiiiine s 20%
‘ usT
On and after JAnUATY 1, 1990 . ...ttt et an et et e e et e emte s e e et e te s aneneas , 15%
. usT
On and after JAnUAry 1. 1991 . ettt e b e sttt e e ne s e anean 10%
usT
On and after January 1. 1992 ...t ettt ettt e be et s e anenareean 5%
usTt
On and after JAanUAry 1, 1993 ..ottt et et e e e e e e e s s e st e ae s e e caeasbanssentanaaraans Free
j UsT
9633 Goods of tarift item No. 7006.00.10.
: On and after the coming into force of section 25.2 of thiS ACT .........ccoeriiiiierriei e 4.4%
i UST
On and after JaNUATy 1, 1990 ... reere sttt et et ss e eeae e s e aes et eaean et es st eaarens 3.3%
UST
On and after JanUAary 1, 1997 .. e ettt et e et et ettt b et 2.2%
UST
On and after JAnUAry 1, 1992 ..ottt e eatet st s cmae s eae st eseessnse s e st e e s ere s e areae e 1.1%
UsT
On and after JanUAry 1, 1993 ..ottt st st eeee Free
usT
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APPENDIX K
U.S. CUSTOMS RULING HQ 083222 REGARDING USE OF AN FTZ



U.S. CUSTOMS SERVICE

WASHINGTON D C

- DEPARTMENT OF THE TREASURY
o :

HQ 083222

2 SAPR 1383

CLA~-2 CO:R:CV:G: 083222 JLV
CATEGORY: Classification
TARIFF NO.:

Brian S. Goldstein, Esgq.

Siegel, Mandell & Davidson, P.C.
One Whitehall Street

New York, New York 10004

RE: Classification of unassembled components at the time of
application for privileged status in an Foreign Trade
Zone (FTZ); incomplete or unfinished article having the
essential character of the complete or finished article

Dear Mr. Goldstein:

In a letter of September 23, 1988, on behalf of your
client, Subaru-Isuzu Automotive Inc. ("SIA"), you requested a
ruling on the tariff classification of certain automotive
parts which will be imported by SIA for assembly with other
parts into a finished light duty pickup truck in a foreign
trade subzone (FTZ). You presented multiple situations as
proposed transactions. This ruling is our decision on the
issues presented.

FACTS:

SIA proposes several transactions which are ultimately
related to the production of a light duty pickup truck
("T.F.R.") in an FTZ in the United States. The merchandise
involved in the transactions consists of components produced
in Japan, components produced in the United States, and
components produced in the FTZ. Although SIA intends to
increase the domestic content of the components, you state
that the listed parts will remain the same, with slight
changes contemplated in the sourcing of certain parts.

You describe the parts as consisting of the following
component categories: panel parts, frame, engine assembly,
transmission assembly, trim parts, chassis parts (other than
frame) and other miscellaneous parts. However, according to
the list of parts, there are few assemblies or subassemblies
of parts in these categories. With the exception of the
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engine assembly, transmission assembly, various small motors
(e.g., starter motor; blower; alternator), and a few other
small assemblies, the parts as imported will consist of
unassembled, discrete components for use in making various

subassemblies, such as doors, frames, axles, cargo boxes, and
bodies.

As shown in Exhibit A-1, the components imported from
Japan will be grouped according to "trim parts," "chassis
parts," "panel parts," and "other parts (engine and
transmission assemblies, and nuts, bolts, washers, bushings,
and similar miscellaneous fasteners and pins for various
sections of the vehicle)." SIA initially proposes to ship
these components, although grouped in this manner, on the same
vessel and in unequal numbers, and to import them at the same
port. No specific quantities, however, were pProposed, nor did
you indicate whether the components would be individually
packaged, packaged in bulk (like items only), or packaged in
kits for individual vehicles. The imported components will be
put into inventory in the FTZ for eventual assembly with the
U.S. components and the components produced in the FTZ.

In the alternative, SIA also proposes to ship these same
groupings of parts on different vessels for importation at
different ports and at different times. No specific
information was given on this proposal. All the components,
however, would ultimately be put into inventory in the FTZ for
the same assembly operation.

Prior to the manipulation or manufacture of these
components, SIA proposes to apply for privileged status of the
components by specific groupings on separate days. Under
Scheme I, the groupings would be as follows: Group A,
consisting of panel parts, frames (sides only), and engine
assemblies; Group B, consisting of transmission assemblies,
"trim parts, and chassis parts; and Group C, consisting of
other parts. Under Scheme II, the groupings would be as
follows: Group A, consisting of panel parts and sides of
frames; Group B, consisting of engine assemblies, transmission
assemblies, trim parts, and chassis parts, and Group C,
consisting of other parts.

The FTZ subzone operation at the SIA facility will
consist of four distinct stages: stamping, body assembly,
painting, and final assembly. 1In the stamping operation,
parts will be manufactured from plastic and steel materials.
In the body assembly operation, the body components will be
assembled. In the painting operation, the body parts will be
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painted and coated in eight different steps. In the final
assembly operation the painted bodies will be assembled,
together with all the remaining components (approximately
1,500 to 1,800) on an assembly line.

With this overview of the operation and description of
«he condition of the unassembled components, you seek a
determination that the unassembled components from Japan, if
shipped on the same vessel and imported at the same time, do
not constitute motor vehicles which, although incomplete, have
the essential character of complete motor vehicles for
purposes of GRI 2(a) under the Harmonized Tariff Schedule of
the United States (HTS). You also seek a determination that,
even if these unassembled components are incomplete and
unassembled motor vehicles within the meaning of GRI 2(a),
SIA may segregate or group shipments of unassembled components

into different lots for purposes of claiming privileged
status.

ISSUE:

1. Under the facts as given, do the unassembled
components, shipped on the same vessel and imported on the
same date, constitute unassembled inccmplete motor vehicles
classifiable as "completed" or "finished" motor vehicles
within the meaning of GRI 2(a)?

2. For purposes of claiming privileged status under 19
U.S.C. 81c and 19 CFR 146.41 and 146.65 for components which
are physically or constructively segregated out of a single
shipment, does the application of GRI 2(a) preclude such claim
if the shipment consists of components which constitute
unassembled and incomplete foreign articles that are
classifiable as the article?

LAW AND ANALYSIS:

Tariff classification of articles imported into the
customs territory of the United States is governed under the
HTS by the General Rules of Interpretation (GRI’s) and any

relevant section or chapter notes. GRI 2(a) provides as
follows:
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2(a). Any reference in a heading to an article
shall be taken to include a reference to
that article incomplete or unfinished,
provided that, as presented, the incomplete
or unfinished article has the essential
character of the complete or finished
article. It shall also be taken to include
a reference to that article complete or
finished (or falling to be classified as
complete or finished by virtue of this
rule), presented unassembled or
disassembled.

Under the first sentence in GRI 2(a), an incomplete
article having the essential character of the complete or
finished article is classified under the heading for the
complete article. The second sentence in GRI 2(a) extends
this tariff treatment to the same article that is presented
unassembled or disassembled. 1In this case, the articles are
both incomplete and unassembled. The first question,
therefore, is whether they have the essential character of the
complete article, and the second question is whether they are
"unassembled" as the term is used in GRI 2(a).

The Explanatory Notes (EN) to the Harmonized Commodity
Description and Coding System are the official interpretation
for the HTS at the international level. EN 2(a)(I), (V), and
VII) provide some guidance on the intent of GRI 2(a):

(I) The first part of Rule 2 (a) extends
the scope of any heading which refers
to a particular article to"cover not
only the complete article but also
that article incomplete or unfinished,
provided that, as presented, it has
the essential character of the
complete or finished article. {under-
scoring added for emphasis])

* * * * * * * *

(V) The second part of Rule 2 (a) provides
that complete or finished articles
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presented unassembled or disassembled
are to be classified in the same
heading as the assembled article.
when goods are so presented, it is
usually for reasons such as
requirements or convenience of
packing, handling or transport.
(Underscoring added for enmphasis]

* * x® * * * * *

(VII) For the purposes of this Rule [2(a)],
"articles presented unassembled or
disassembled" means articles the
components of which are to be
assembled either by means of simple
fixing devices (screws, nuts, bolts,
etc.) or by riveting or welding, for
example, provided only simple assembly
operations are involved. [Under-
scoring added for emphasis]

EN (I) does not provide much instructive language on the
GRI 2(a) requirement that an incomplete article must have the
essential character of the complete article. However, it is
reasonable to say that in order to have the essential
character of a motor vehicle, the imported components must be
advanced to the point that they are recognizable as a motor
vehicle, i.e., having the essential features of a vehicle,
whether assembled or unassembled. In this case we have some
parts of the frame (side rails only), some parts of the body
panels, the engine and transmission assemblies, and some of
the suspension components. Except for the engines and
transmissions, there are no identifiable subassemblies. There
is no evidence that any of these components are intended to be
assembled into a specific motor vehicle, nor is there any
evidence that they constitute something other than discrete
components intended for inventory for a manufacturing
operation. Furthermore, each of the various possible
subassemblies (body, chassis, cargo box) are so incomplete as
to defy even partial assembly until additional significant
structural components are added. We cannot, under the facts
as presented, conclude that these components have the
essential character of a pickup truck or of any other motor
vehicle.
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However, even if the components in the shipment were to
constitute incomplete motor vehicles which had the essential
character of vehicles under GRI 2(a), the shipment of
components could not be classified under the heading for the
vehicles because they are not "unassembled" within the limited
scope of GRI 2(a).

If an incomplete (or complete) article is also
unassembled, EN (V) and (VII) describe the usual circumstances
surrounding the "unassembled" state at the time of
presentation: (1) the article is usually presented
unassembled for convenience or for requirements necessitated
by considerations arising from packaging, transport, or
handling, and (2) it is put together by simple assembly
operations involving simple fixing devices.

Shipment of these components in an "unassembled"
condition does not have any apparent relation to the
requirements necessary to the packing, handling, or transport
of motor vehicles. Nor does the condition of the components
in the shipment have any apparent relation to convenience in
the pPacking, handling, or transport of motor vehicles. The

Finally, the description of the assembly in the FT2Z
subzone precludes any consideration of the process as a
"simple" assembly within the meaning of EN 2(a) (VI), even
though the primary means of joining these components may be by
"nuts and bolts and welding operations." With the exception
of the motor and transmission assemblies, there are no
significant body or chassis subassemblies that can be easily
assembled into a finished or complete motor vehicle. These
motor vehicles will be assembled in a special-purpose subzone
that allows automobile and truck manufacturing.

Concerning the second issue, we need only address whether
GRI 2(a) applies to articles shipped unassembled into an FTZ
and for which Privileged status is claimed on all or part of
the unassembled articles. 1In prior decisions on the
application of classification principles to foreign articles
which are placed directly into an FTZ without entry or
withdrawal from a warehouse for consumption, Customs has
determined that these principles do not apply until a claim
for privileged status is made or the articles are entered into
the custonms territory of the United States. C.S.D. 83-97.
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Classification of articles in the tariff schedule are
governed by the GRI’S. Classification and rate of duty, as
provided in the tariff schedule, apply to articles imported
into the customs territory of the United States. General Note
1, HTS. The FTZ act establishes a distinction between the
geographical territory of the United States and the customs
territory of the United States, and the customs laws do not
apply, unless a specific provision allows or requires
otherwise, to articles placed in an FTZ. Hawaiian Independent
Refinery v. United States, 460 F.Supp. 1249; 19 U.S.C. 8lc(a).
Therefore, GRI 2(a) would not apply to articles placed in an
FTZ until such time as a claim for privileged status is made
or the articles are transferred from the FTZ to the customs
territory of the United States. Furthermore, GRI 2(a) would
apply only to the condition (i.e., the specific grouping of
components) of the articles at the time the claim for
privileged status is made, or at the time the articles are
transferred from the FTZ.

HOLDING:

The shipment of unassembled Japanese components for
pickup trucks, as described in this letter, cannot be
classified under GRI 2(a) as finished or complete pickup
trucks because, as presented, (1) these components do not have
the essential character of the complete vehicles, (2) their
unassembled condition is not related to any identified special
requirements or to any reasonable convenience in the packing,
transport, or handling of pickup trucks, and (3) the required
assembly process is a substantial manufacturing process.

Within the limitations of 19 U.S.C. 8lc(a), unassembled
components of a shipment may be segregated into distinct
groups in order to claim privileged status for the components
as individual parts. Classification principles, such as GRI
2(a), which apply at the time articles are entered, or
withdrawn from warehouse for consumption, do not apply to
articles placed in an FTZ, except when these principles must
be applied to articles in an FTZ, such as in a claim for
privileged status.

Sitcerely,

> T - __/'.. -
\“/Eg;n purant, Director
Commercial Rulings Division

S
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PRIVATE SECTOR PROPOSALS

American Association of Importers and Exporters

In a brief submitted October 235, the American Association of Importers and Exporters (AAEI)
described three principles which they support in this investigation. AAEI argues that rules of origin
for NAFTA auto trade should be no more restrictive than those now applicable under the CFTA.
AAEI also urges that the “U.S. automotive industry” not be disadvantaged by NAFTA origin rules
and that such rules should be “flexible.”

AAEI advocates a “clearly defined” direct cost of processing (DCP) criteria rather than “the
current rule” and urges that value content tests should be based on this clearly-defined DCP. They
believe that this change would more accurately reflect the realities of business including how
“costs are carried on businesses’ books.”

Additionally, AAEI argues for a “de minimis provision” which would allow non-North
American products or components to be used by North American automakers without certification
(and, implicitly, without tariff penalties) if the cost or value! of the component were below the de
minimis level. They believe that such a provision would recognize existing “business realities”.
They also believe that the CFTA has demonstrated that the cost of compliance with CFTA
certification procedures for de minimis shipments exceeds the tariff benefits to be gained from
compliance.

American International Automobile Dealers Association

As noted in the brief submitted by the AIADA on October 16, 1991, the objective of a NAFTA
should be the elimination of both tariffs and other types of “restrictive, market-distorting restraints
on commerce” among the parties. The resulting increased competition is seen as improving
standards of living and reducing consumer prices, while promoting higher North American
employment and wider choices of goods. The brief points toward a product-type rationalization in
which Mexico would supply low-priced motor vehicles and Canada and the United States would
produce larger autos and trucks, all of which would then be freely traded within the North
American market.

The AIADA brief states that Customs’ failure to provide regulatory guidance as to the CFTA
rules “has created a situation of arbitrary enforcement and has the potential to inhibit future
investment.” Referring to the Honda audit, AIADA cites “incomplete and ambiguous™ rules on the
U.tS_. side and the inadequate protection of confidential business information as serious
deficiencies.

AIADA suggests continuation of the existing 50-percent value-content requirement in NAFTA.
It refers to Japanese investment in U.S. production, with resulting jobs and the potential for
continuing increases in local content in the vehicles made in transplant facilities, and higher U.S.
competitiveness as desirable goals advanced by the 50-percent requirement.

As a notable change, AIADA advocates the elimination of the CAFE two-fleet basis for
measuring fuel economy. By allowing a fuel-inefficient car to be treated as “foreign” if it includes
more than 25 percent foreign content, AIADA states, the U.S. manufacturers were encouraged to
move production of small cars off-shore so that such models could be averaged in the “import
fleet.” The brief suggests that market distortions from producer manipulations can be ended, and
transplant operations taken fully into account, only by abolishing this distinction in the CAFE law.
AIADA indicates that the present scheme may deter Japanese transplants’ efforts to raise the North
American content of their production because, eventually, the vehicles involved shift from the
import flect to the domestic one. If, when part of the domestic fleet, the applicable CAFE standards
are not met, penalties can result on each car and fuel economy is not improved. AIADA believes
that this shift in “fleet” status, could induce the transplants to stop trying to increase local content
levels in order to avoid incurring CAFE penalties.

1 AAEI does not specify which would be applicable.



Auto Parts Manufacturers Association (Canada)

A brief article in The Globe and Mail of Toronto, Canada (Oct. 12, 1991) summarized the
APMA’s general view on rules of preference for NAFTA. The spokesman, Neil De Koker,
indicated APMA’s support for a 75-percent North American content criterion, and a 50-percent
Canadian content requirement for vehicles sold in Canada. The article seems to assert APMA’s
opposition to the “roll-up” concept as currently utilized with the CFTA.

Big Three U.S. Producers

An extremely detailed recommendation jointly submitted to the United States Trade
Representative by Chrysler, Ford, and GM, seeks a 15-year transition period as to tariffs. It also
advocates noteworthy changes in the origin rules for NAFTA which would differ considerably
from those now prevailing under the CFTA.2 Citing the broader governmental interest in a
three-party FTA, and Mexico’s performance requirements and investment controls, these firms set
forth three major goals in the negotiations. First, in view of the large market that has effectively
been closed to U.S. firms for some time, they advocate increased Canadian and U.S. auto and truck
exports to Mexico. Second, the companies want to “prevent Mexico from becoming an export
platform for third country vehicle manufacturers to produce automobiles and trucks for the U.S.
and Canadian markets.” Third, they desire an “orderly transition” to integrate Mexico’s auto
industry with those of the other two parties.

To accomplish this set of objectives, the proposal first argues that a two-tiered set of rules
should be developed, one for firms already assembling in Mexico on January 1, 19913 and another
for all others. Such a system would operate much like the Canadian scheme for APTA, described
infra. In addition, different tariff rates would apply to the two groups, with U.S. and Mexican
tariffs on vehicles and parts immediately eliminated as to the “tier 1” (original) firms and, for "tier
2, a phase-out of tariffs in all three countries from year-5 through year-15 after the effective date
of the agreement. Similar stages would apply with respect to the existing 36-percent Mexican
content rule? and to Mexico’s trade balancing/performance requirements contained in the Auto
Decree. Investment restrictions would likewise be liberalized.

With respect to origin/preference criteria, the proposal advocates separate treatment of these
two standards and sets forth five objectives:

1. Enlarge employment and enhance the competitiveness of the North American auto industry;

2.  Limit benefits of “full NAFTA” to those “companies that have made meaningful
manufacturing and research and development commitments in North America. There should
be noopportunity to inflate content levels or manipulate compliance through accounting, cost
allocation, or pricing practices.”

3.  Facilitate trade and documentation, as well as audits, and set up cost elements on a basis
“easily obtainable from normal cost accounting sources.”

4.  Harmonize criteria of the NAFTA rule with those of the GATT Customs Valuation Code and
with Generally Accepted Accounting Principles (GAAP).

5. “Create astable rule that will not significantly change the way in which business transactions
are accounted and reported in each of the three countries.”

The proposal requests improvements in certain troublesome aspects of the CFTA rule, especially
with regard to accounting practices.

In addition, Chrysler and Ford seek to raise the value-content level to 70 percent, while
General Motors asks that it be increased to 60 percent, all applicable to trade not covered by the
APTA (which would remain at SO percent). The firms also want company-wide averaging of
content and the elimination of “roll-up” of “non-North American materials and value in the various
stages of manufacturing and assembly.” Their stated objectives are the achievement of stability

2 See Inside U.S. Trade (Sept. 23, 1991) for special report entitled “U.S. Automakers Press for Preferences
During 15-Year NAFTA Transition.”

3 Namely, Chrysler, Ford, Nissan, GM, and Volkswagen.
4 Tier 1 would see an immediate reduction of the content threshold 1o 25 percent, with a complete phase-out over
15 years. Tier 2 would retain the 36-percent standard until year-5, and then receive a 10-year phase-out.
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and flexibility, and the continuation of the very large Auto Pact (APTA) trade. No changes are
offered with regard to the maquiladora program or the CAFE standards. (This latter omission
would mean that Mexican-produced vehicles would not be designated as “domestic” for CAFE
purposes.) In addition, the “Big Three” make other suggestions for NAFTA that are outside the
scope of this report.

Honda

In a brief submitted on October 25 by Honda,> Honda discusses its operations in North
America and its experience under the CFTA, especially its experiences with audits by Revenue
Canada and the U.S. Customs Service. In general, Honda favorably contrasts its experiences with
implementation of the CFTA by Revenue Canada with comparable implementation procedures by
U.S. Customs. Honda urges that any NAFTA include more stringent requirements and procedures
for handling and safeguarding confidential business information based upon its experience with a
recent audit by Customs.5

Specifically, Honda argues that the NAFTA “treaty” should include a comprehensive program
to safeguard company confidential information with specific procedures to mark and identify such
information, appoint custodians, limit access, and regulate copying of this information. Honda does
not believe that current, more general, ad hoc procedures embodied in U.S. law provide sufficient
deterrent to “leaks” or other unauthorized disclosure of this information. Honda advocates creation
of a “wilateral commission” under the NAFTA to provide “authoritative and consistent”
interpretation of the NAFTA and to conduct NAFTA audits, with its determinations to be binding
on local customs administrations.

Honda notes its support for a value-based content standard, as opposed to change of tariff
heading or substantial transformation, at least in the automotive sector of the NAFTA. Honda does
not believe that a critical processes approach would be “workable.” Honda finds “objectionable”
the arbitrary exclusion of certain production-related “reasonably-allocated” costs from the CFTA
definition of DCP; e.g., telephone, telefax, freight, postage, payroll services, etc. “These exceptions
make no sense since many are clearly related and properly allocable to manufacturing.”” Honda
advocates use of the DCP approach in the NAFTA but minus these exceptions. Honda believes that
all of the costs incurred by a “manufacturing” company (as distinct from those incurred by a
“selling, marketing, or distribution” company) are properly includable in origin calculations. Such
costs would include “computer and informational expenses, training, quality control and testing,
and environmental health and safety expenses.”

Honda describes “roll-up” and “roll-down™® in the context of the CFTA and the NAFTA.
Honda suggests, but does not appear to explicitly advocate, a concept referred to as “actual value.”
In essence, this concept would count all of the “actual North American content” in parts and raw
materials subsequently incorporated into automobiles without regard to whether this content was
more or less than X percent of the value of the component (50 percent in the case of the CFTA).

Honda believes that the present numerical level, 50 percent, is adequate to prevent evasion or
“export platform” operations. Honda recognizes that the method of calculation of the content level
is of much greater significance than the actual numerical value of the level itself. Honda notes that
the pre-1989 APTA required a 50 percent content level but permitted inclusion of “distribution and
selling expenses™ in that calculation. In their opinion, this is an easier standard to satisfy than the
CFTA standard of 50 percent which does not permit inclusion of such costs in the calculation.

Honda advocates averaging by calendar year, fiscal year, or model year, at the company’s
election.’ Honda also supports averaging by automotive parts suppliers in addition to the
automakers themselves. It is opposed, however, to averaging by company rather than by product or
class of vehicle. Honda notes that other preferential tariff programs (GSP, CBERA, Israel FTA,
etc.) focus on the customs treatment of the imported article rather than the company in terms

5 “Honda" refers to three entities joining in this bricf: American Honda Mokor Co., Inc., Honda of America Mfg.,
Inc., and Honda North America, Inc.

5 Honda cites the “leak” of their business confidential information to the N.Y, Times as a conscquence of the
CFT_IA audit by Customs as a basis for requiring more stringent safeguards for such information in the NAFTA.

Brief, at 19.

8 Roll-down occurs where North American content is exciuded from the origin determination because it is less
than 50 percent of the total content.

% Honda also notes that questions relating to averaging of the “stub year” periods in CFTA, and NAFTA, are
important and unresolved issues.



of qualification for benefits. Honda notes that such an approach would permit duty-free entry of
vehicles containing littie or no North American content if the company qualified, while vehicles
containing much higher percentages of local content would not qualify based upon the lack of
qualification of the corporate manufacturer. ’

Honda strongly opposes any requirement in NAFTA for a minimum level of research and
development in North America to qualify for tanff preference. They note that none of the other
preferential tariff regimes takes this approach. Finally, Honda believes that fluctuating exchange
rates present a definitional problem and should be addressed in the NAFTA, perhaps along the
lines of the EPA solution in the CAFE context.10

Motor and Equipnient Manufacturers Association

In a brief submitted October 16, the Motor and Equipment Manufacturers Association
(MEMA) state their strong support for adoption of a 75 percent NAFTA rule of origin for the
automotive sector. MEMA believes that this standard should be based on both change of tariff

- classification and a value-content approach similar to that used in the CFTA

MEMA indicates that one approach would be to define the value-content standard in terms of
“direct costs of processing and assembling plus material costs” incurred in North America. MEMA
believes that such an approach would encourage greater use, by the automakers, of essential,
high-value added parts and components in vehicles built in North America.

MEMA would define their version of DCP by reference to the “inventoriable costs including
all direct labor, overhead and manufacturing burden (indirect labor and other overhead costs at the
plant level), plus specific period costs related to product design and engineering as well as special
tool amortization.” In addition, MEMA advocates the elimination of “roll-up” in the calculation of
North American content. MEMA believes this proposal would be consonant with GAAP as applied
in the North American motor vehicle industry.

MEMA also believes that elimination of duty-drawback for automotive sector products is
essential in the NAFTA. Failure to do so, MEMA believes, will encourage transshipment of
non-qualifying parts and components and discourage investment in Canada and Mexico. MEMA
also supports a “stand-still” on Mexican petitions for GSP eligibility for auto sector products until
after a NAFTA agreement is reached and domestic implementing legislation is enacted.

As noted, MEMA advocates a 75 percent threshold for NAFTA and argues for a re-opening of
the CFTA negotiations looking toward a 75 percent standard for that agreement as well. MEMA
urges a rapid phaseout of tariffs for vehicles and parts which are not designated as “import
sensitive” and a longer phaseout for those which are so designated. MEMA believes that the
five-year staging in the CFTA should be left as is, but that the ten-year staging should be
accelerated where possible.

MEMA advocates the phase-out of the local content and trade balancing requirements of the
Mexican auto decrees. MEMA supports differential treatment for assemblers currently in Mexico
(Chrysler, Ford, GM, Nissan and VW) as opposed to new market entrants in the Mexican market.
These latter would be subjected, under MEMA’s proposal, to the present local content
requirements during a transition period while they are being phased-out for the present assemblers.
;I‘he diffe;cémial treatment date would be established for vehicle assemblers in Mexico as of

anuary 1991.

With respect to the SO percent threshold in CFTA, MEMA believes that the 35 percent
threshold established in the GSP, CBERA and Israel FTA programs is not comparable since it was
set at that level to encourage the “development of platforms for exporting to the United States.” In
support of a 75 percent threshold, MEMA cites an EC/EFTA origin rule requiring 60 percent local
content for automotive products, the CAFE (75 percent) origin test, the 60 percent Canadian
content requirement imposed under the APTA for duty-free entry into Canada, and “references” to
an 80 percent content requirement for Nissans made in the UK and sent into the EC.

While MEMA does not advocate a critical processes test, MEMA does believe that the
NAFTA threshold should be set at 75 percent (at least) in order to encourage (if not require) that
some (or all) of the “critical components” (such as the drive train) be sourced in North America. At

10 Honda cites 40 CFR 600.511-80(b)(1).
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the same time, MEMA recognizes that this proposal could characterize other parts suppliers as
“second class citizens” if their parts were not also considered “essential” to the vehicle.!!

Accordingly, they decline to specifically require the drive train to be manufactured in North
America. Rather, they believe that a 75 percent threshold will have that result. In addition, MEMA
argues that automakers require flexibility in sourcing decisions, even including the sourcing of
parts or components of the drive train.

In summary, MEMA supports a 75 percent threshold in NAFTA coupled with retention of the
DCP plus materials formula used in the CFTA with some modifications to the DCP formula, “but
without changing [DCP’s] essential character.”12

Motor Vehicle Manufacturers Association

In a brief submitted October, the Motor Vehicle Manufacturers Association (MVMA) make
several recommendations in connection with this investigation. They urge that origin
determinations be based upon normally accepted accounting practices. MVMA believes that
change of tariff classification and substantial transformation are inappropriate for certain products.
MVMA!3 argues against inclusion of “roll up” in determining North American content. MVMA
prefers a “mathematically simple formula™ for value-based content determinations.

They recommend that U.S. negotiators look to the GATT Valuation Code and GAAP standards
as sources of “objective criteria” for a NAFTA rule of origin. They argue that a NAFTA rule
should allow for an aggregation of expenses by cost center, or by company, at the importer’s
election.!* MVMA believes that a NAFTA rule should provide for annual self-certification and
greater reliance on post-reporting audits. They believe that certificates of origin would be
unnecessary under such a system."> Finally, MVMA urges that any NAFTA rule include explicit
requirements for procedures to protect confidential business information.

MVMA notes current governmental interest in a process-based rule of origin and asserts their
belief that this concept is seriously flawed. They do not agree, for example, with the presumption
that a requirement of North American origin for the drive train is, necessarily, the “critical process”
for automotive origin. They suggest that, if the engine were defined as the critical process,
importers would bring vehicles into Mexico minus the power train, assemble an American engine
into these vehicles, and import them duty-free into the United States under a proposed NAFTA.

MVMA does not agree that a value-based rule is inherently unworkable; they believe that the
particular definitions used in the CFTA do not reflect normal accounting practices. It is this
divergence from normal business practice in CFTA rules which has led to problems with
administration in the CFTA and which, MVMA urges, should also be corrected in any NAFTA
rule.

Toyota

In a brief submitted October 25, Toyota!® described the extent of various production facilities
in which Toyota has an interest in North America. It describes Toyota’s goals of increasing local
capabilities in the United States to encompass the entire automotive process—from basic research
to manufacturing. The brief notes the increasing level of purchases of parts and components from
North American suppliers. Toyota notes that it does not have any manufacturing facilities in
Mexico and has no current plans to establish such activities.

Toyota notes what it describes as the “discriminatory” nature of the Canadian auto pact
vis-a-vis non-auto-pact manufacturers in Canada. It believes that this discrimination would be

11 Brief: Discussion Paper, p. 10.

1214 at p. 13.

13 The brief notes that one member, Honda, has separate views on “roll-up” and “roll-down” and a proposed
“actual value” concept for NAFTA.

14 The brief notes Honda's dissent from the MVMA position on company-wide averaging.

15 Honda's dissent as to company-wide averaging is again noted.

16 The brief was submined by Toyota Motor Sales, U.S.A., a subsidiary of Toyota Motor Corporation. The brief
also notes that Toyota Motor Manufacturing U.S.A. has a manufacturing plant at Georgetown, Kentucky; that Toyota
has a joint venture with GM at Fremont, Califomia (NUMMI); and that Toyota Motor Manufacturing, Inc., has a
plant at Cambridge, Ontario. It is unclear whether, and to what extent, these other entities join in the submission of
this brief.



paralleled in a proposal (which it atuributes to the Big Three) to discriminate between existing
automakers in Mexico and companies such as Toyota who manufacture in the United States or
Canada. Toyota states that the “Big Three” plan for NAFTA would establish a more rapid phaseout
of Mexican import tariffs and other performance requirements for those manufacturers already
established in Mexico versus those wishing to export to Mexico from the United States or Canada.
Toyota believes that this disparity would adversely affect its plants in Kentucky and Ontario. In
general, Toyota believes that origin should be conferred on the basis of the content of the vehicle
itself rather than on the nationality of the corporate manufacturer or its time of establishment in
North America.}’

Toyota also advocates the immediate elimination of Mexican export barriers to imports of used
cars from the United States or Canada reasoning that this would stimulate new vehicle demand in
the United Siates. Toyota also opposes a proposal (which it attributes to the Big three) to increase
NAFTA content to 60-70 percent North American content. It believes that such an increase could
jeopardize its plans 1o export to Canada from its U.S. production facility. Toyota favors the current
50 percent level.

17 A recent article suggests that a crankshaft fabricated from “American steel” entirely by companies located
within the U.S. customs territory may not (or perhaps should not) qualify as “domestic [U.S.] content™ for purposes
of the CFTA because onc or more of the companies involved are partly (or wholly) foreign-owned. “Honda: Is It An
American Car?”, Business Week, p. 105, p. 106 (Nov. 18, 1991). The rules of origin which were adopted for the
CFTA, as well as all previous preferential tariff arrangements of which the Commission is aware, condition eligibility
for tariff benefits upon an examination of the goods in their condition as imported. There is no U.S. taniff program
which conditions benefits upon ownership of the imponer or manufacturer by U.S. citizens. Nor, insofar as the
Commission is aware, has any govemment tabled such a proposal in the ongoing NAFTA negotiations.
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