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CUSTOMS VALUATION

Addendum

1. At its meeting in May 1975, the Sub-Group "Customs Matters" agreed "that partici-
pants should transmit to the GATT secretariat in writing by 15 September 1975 specific
suggestions, accompanied by notes explaining the objectives of these suggestions, for
the elements that they wished to have included in any new set of international rules
on customs valuation to be adopted in the context of the Multilateral Trade Negotia;-
tions" (MTN/NTMV4, paragraph 6 and G.ATT/A!R/11S9).

2. This agreement was confirmed at the October 1975 meeting of the Sub-Gfcrup. The
Sub-Group also agreed that the written submissions contained in M1N/NTM/W/20 and
addenda would, inter alia, constitute the basis for the discussion at its next meeting.

3. At its meeting in March 1976 the Sub-Group invited delegations to submit any
additional comments they wished to have included in a working paper to be prepared by
the secretariat, containing a checklist of issues raised and of possible elements that
may be included in any new set of international rules or principles on customs valua-
tion to be adopted in the context of the Multilateral Trade Negotiations
(11TN/AT'l13 paragraph 8).

4. A communication from Canada has been received which supplements its previous
communication reproduced in XPN/NTMId1/2O/Add.2.

The problem of consistency with commercial practice

As a practical matter, the value for duty should, to the extent possible, be
consistent with commercial practice but not, of course, when this would permit
inequities to be tolerated. This, in the Canadian view, means that valuation
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systems should have as their primary standard the actual monetary worth or value
of a p.)roO-cct when sold at arm's length and in the ordinary course of trade under
fully competitive coadi.tions (i.e. open market sales)0

The real problem is what to do about the sales that are not a nslegth
nor in the ordinacourse of trade nor under mcletitive conditions.

Consideration of s decision a peici~t

It is the view of the Canadian delegation that it is not realistic to attempt
to devise a system which is both simple, and precise and predictable. Canadian
experience has been that if a valuation system is to be pKecise it must be
relatively cm.27L. If It is to be Clef it will be imnecise E imprecise
system will require more discretionary action, more arbitrariness. This cannot
yield any significant measure of predictability. The question therefore, is which
of these objectives should tae priority?

Relationshtween customs valuation sisters and anti-dumpinz.uties

The Canadian delegation recognizes that valuation systems should not be used
to coribat dumnping; that is the function of' anti-dumping systems. However, as
noted in M/NT1M/T1J/20/1Jdd.2, it is the view of this delegation that a valuation
system should not convey on an importer the right to pay a duty on less than
actual value of' the gods and thus to red-ce the level of protection provided by
the schedule of rates of' dutyil. This consideration is often incorrectly,
confused with the question of whether or not an anti-dumping duty should be
levied. It is, however, a separate consideration to which the Canadian delegation
attaches importance.

The blem of undervaluation of goods in international trade

The main objective of' the rules of a customs valuation system should be to
ensure that ad valorem rates of duty are levied on actual values. A valuation
system should neither add to the protection of' domestic producers nor, of equal
importance, permit the payment of duties on less than the actual value. This is
of' particular importance in dealing with trade between affiliated companies.

The Canadian system of valuation, which bases 'the value for duty on the price
of' like goods when sold freely by the exporter in his home market, is designed to
deal with these particular trading practices. The use of sales of' like goods by
the exporter in his home market offers an objective fand easily-applied method of
appraising the imported goods, whether or not these goods are sold by an exporter
to an affiliated company. It is difficult to understand how a system which accepts
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the actual transaction price of the imported goods as the basis for the value for
duty, subject to adjustment through a series of arbitrary decisions (e.g. uplifts)
can be made to work equitably and fairly in regard to the import trade of countries
whose trade is largely between affiliated companies.

Considerations of fainsanduit

The Canadian delegation has previously commented on these considerations.
We would now like to offer a further comment.

It is our view that a system that provides one set of valuation rules on one
group of products and a different set of rules on another group of products cannot
be considered to be one which operates fairly or equitably. When separate and
different rules for a specified group of products are unavoidable, the country
imposing them should ensure that the products involved can be easily identified.

Questions of definition of value for customs purposes

Goods

Section 2(a) of Article VII of the GATT provides that the value for duty
should be based on the actual value of the imported merchandise or the actual
value of like merchandise.

A system which uses the transaction price as the basis for value for duty or
a system which uses sales by the exporter in his home market as the value for
duty, should, as a practical matter, both result in value for duty determinations
which are equal to the actual value of the imported merchandise for most
transactions that take place in the open market. The former arrives at this
valuation by using as a primary standard, or base to be adjusted, the stated
transaction price of the imported merchandise and the latter by using the actual
price of like merchandise when sold under comparable conditioiasby the exporter in
his home market.

As regards a system which uses the transaction price, a judgment must be made
by customs officers as to whether valuation can be made on the basis of the price
of the imported merchandise or whether some other value should be used.
Customs officers must, therefore, be provided with considerable latitude for
discretionary action; this may lead to arbitrary decisions which result in
uncertainty for exporters and importers alike. Even with an equitable and effective
appeal procedure, it would be difficult to challenge appraisal decisions under a
system which explicitly provides for numerous administrative adjustments to the
transaction price to arrive at the valuation.
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The Canadian valuation system refers to like goods in determining value for
duty regardless of whether or not the sale between exporter and importer is a
non-arms length sale or is made in the normal course of trade under fully
competitive conditions. Under this system relatively little administrative
discretion is required. Exporters and importers can predict the value for duty
with reasonable accuracy; the exporter can usually esti.nate the valuation by
reference to his own records.

Goods exported on consignment

Goods are sometimes shipped by an exporter without a sale taking place prior
to importation and clearance through custoris. In most of such: situations, the
goods are cleared through customs in the country of importation by a party acting
on behalf of the exporter for future sale.

.Any international rules or principles on valuation should deal adequately
with the issues raised by consignnzent shiXnenta., so as to ensure that they are
valued in a manner consistent with the way in which other goods are valued.

Time and place

Paragraph 2(b) of Article VII provides that the actual value of an
importation should be the price at which the imported merchandise or like
merchandise is sold or offered for sale in the ordinary course of trade wider
fully competitive conditions, at a time and place determined by the legislation
of the country of importation.

Since the actual value of imported r;-oods may change between the time a contract
or parchLse order i., .i;Ensed and tho time of direct shipat-,-'Gt it is for consideration
how.r lo,,inlation in cowitrier; of' :importati.on l-,ou.d bu drafted so a. to reopoct, to
tVare OtcLentipo.saiblcl, coiLmrcial realitius.

Place:

Generally,, the Canadian valuation system bases the value for duty on prices
in. effect at, or near, the place} of direct shipment in the country of export.
Most systems based on the transaction price, however, currently include in the
value for duty all charges incurred on the sale of the goods up to the place of
importation (i.e. inland freight from factory to port, insurance, ocean freightetc.)i
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If there is any merit in the argument that valuation systems should be subject
to some measure of harmorJzaticn, there would appear to be a case for the use of
an internationally agreed rule which would specify only one concept for the place
element in determining value for duty.

The concept of "nearest ascertainable ivalent"

Whether a valuation system is based on actual transaction prices or prices
in the exporter's home market, situations will always arise where values for duty
till have to be adjusted as a result of unusual conditions affecting the transaction,
In the view of the Canadian delegations, it is important, however, that valuation
systems keep to a minimum the necessity for these adjustments and that rules
applied in these cases be precise so as to avoid arbitrariness and undue discretion.
This should apply -to any type of system.

The following are examples of the sorts of elements or factors where common
rules or principles would be useful in dealing with possible adjustments in value:

Discounts based on ternsof ment and deferred discounts

Some exporters grant discounts on condition that payment will be Lmada by the
purchaser (importer) within a specified period of time following the date of
purchase or of shipment. Other discounts may be granted if an importer's total
purchases over a given period of time meet a minimum specified quantity or value.
In either situation it is not usually possible for customs officers to determine
at the tLime a particular importation is being cleared through customs whether the
importer will in fact comply with the terms and conditions laid dow*m by the
exporter or whether the discount will indeed be granted. Thus, a case could be
made that such discounts should not be allowed in valuation determinations.

Royalty agents and other compensation arranZements

Royalty payments may be remitted by the importer to the exporter as a flat
fee, as an amount per unit imported or as an amount per unit sold in the country
of importation. This consideration nay be included in the selling price to the
importer, or may be paid separately to the exporter or to a third party. In
nany cases, the royalty fee is charged for the use of the imported goods, and
would therefore appear to be an amount which should be included in the value for
duty. In other cases, the payment may be applied to an imported article merely
as a means of controlling or collecting the royalty payment on other, usually
related, goods that are fabricated or assembled in the country of importation.
It night be useful to consider rules which would spell out the conditions under
which these and other compensation arrangements could be taken into account in
the value for duty of the imported goods.
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Commissions

Commissions may be paid by an importer to an agent to facilitate the
purchase and importation of goods or they nay be paid by an exporter to his agent
for performing various selling services. These coruassions may be included in the
exporter's prieo to the importer, or charged separately by the exporter or the
agent. The agent may or niry not be related to the exporter and may or rmay not
take title cf the goods before they are exported. In ziany transactions,
commissions represent an integral part of the selling price for the goods and
would be dutiable factors; in other situations the payments may represent charges
for services incurred subsequent to exportation and may be additional to those
normally included in the price of a product. It may be useful to consider rules
which talce into account these payments when calculating value for duty.

Sales at a loss

Sales are sometimes made at a loss for a number of reasons (e.g. to dispose
of obsolete goods, discontinued lines or close-outs), The exporter may make these
sales in his home market as well as for export. Should these sales be doomed to
reflect actual values? If it is considered that sales at a loss are acceptable
for customs valuation purposes, what implications would this have for sales at a
loss, or indeed at prices below actual value, between affiliated companies?
It appears desirable to consider special valuation rules to deal with these
situations.

"Assists"

An important area of international trade consists of the production and
export of custom-made goods that are fabricated with the use of imported "assists"
(e.g. tooling, dies, etc.), There should be internationally agreed procedures to
ensure that that portion of the value of the exported goods which is attributable
to the imported assist is calculated in an equitable and fair manner. One way
that this could be done would be to consider appropriate adjustments in the value
of the assist to account for the extent, if any, to which the assist was used
prior to importation and the extent to which it can or will be used for subsequent
orders. There should be agreement on methods of arriving at a pro-rated value of
the assist to reflect the total quantity of goods normally produced with the
assist; i.eO the value for duty of individual export shipments should include
only a portion of the value of any assist that has not been fully consumed or
depreciated in the production of the exported goods.


