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Canada-United States
Trade Agreement

Overview

The Canada-United States Trade Agreement reproduced in these
pages is the biggest trade agreement ever concluded between two
countries. It covers more trade and more trade-related issues than any
other trade agreement and breaks important new ground which will be
of lasting value to the Canadian and US economies.

The Agreement sets a new standard for trade agreements
concluded under the General Agreement on Tariffs and Trade
(GATT). It takes various GATT commitments, bilateral arrange-
ments and ad hoc understandings and transforms them into a treaty-
based relationship between Canada and the United States which should
govern the trade and economic relationship for the foreseeable future.
The agreement meets the test of fairness and of mutual advantage. It is
a win-win agreement.

Once in force, the Agreement will chart a new course for the
largest and most important trading relationship in the world. As a
result, the economies of both countries will grow and prosper. It will
add significantly to economic growth, incomes and employment in
Canada. Canadian business will become more competitive in the
Canadian market and world markets. Canada will become a stronger,
more confident country in the world trading community. [t will mean
a richer Canada, a Canada which can afford to maintain and enhance
the quality of life through, and for, Canadian cultural endeavours. A
richer Canada will allow governments to stimulate economic
development in Canada’s poorer regions and maintain a safety net of
social programs for all Canadians.

The accord sends a powerful signal against protectionism and
for trade liberalization. It reflects the commitment of both govern-
ments to liberalize trade on a global basis through multilateral trade
negotiations under the GATT.

The text of the agreement faithfully translates the elements of
agreement reached on October 4, 1987 into binding legal language.
To aid in the interpretation of this text, the annotations put in plain and



clear language the meaning of each of the principal sections and
provide examples of the implications of the agreement for Canadian
business. The tariff annexes setting out the detailed schedules for tariff
elimination, product by product, are printed separately.

The agreement has a Preamble and is divided into eight parts as
follows:

Preamble: recording the political commitment of the two
governments in entering into this agreement;

Part One: establishing the objectives and scope of the agreement;
Part Two: setting out the rules for trade in goods;
Part Three: dealing with government procurement;

Part Four:  containing the three ground-breaking chapters
covering: services, business travel and investment;

Part Five: containing provisions dealing with financial services;

Part Six: containing the general dispute settlement provisions
and the special arrangements for dealing with
antidumping and countervailing duty procedures;

Part Seven: collecting in one chapter a series of miscellaneous
provisions; and

Part Eight:  containing the final provisions dealing with annexes,
entry into force and duration.

Each Part is divided into chapters. Chapters are further divided
into articles which are subdivided into paragraphs and sub-paragraphs.
For ease of reference, the articles are numbered according to the
chapter in which they are found. Article 301, for example, is the first
article in Chapter Three dealing with rules of origin.

Various articles call up annexes located at the end of each
chapter. In terms of drafting style, where matters of great detail need
to be covered, the article establishes the basic obligation, whereas the
annex develops how it will be implemented. Again, for ease of
reference, the annex numbers correspond to the paragraph and article
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establishing the annex. For example, paragraph 2 of Article 301
establishes the basic rule of origin for the agreement; Annex 301.2
provides the detailed provisions specifying how that rule is to be
applied.

Throughout the text, words that have a meaning that is critical to
interpreting the text or that may vary from its plain, generic meaning,
are defined. The definitions are found in the final article of each
chapter for words used in that chapter (e.g., article 304 for rules of
origin). Words that have a special or critical meaning and that are
used the same way throughout the text are defined in article 201.

The printed text faithfully reproduces the text initialled on
December 10, 1987. Any minor errors, such as misspellings or
inaccurate cross-references, will be rectified with the American side
prior to signature.



Preamble

The Preamble states the political commitment of Canada and the
United States in entering into the agreement. It records the shared
aspirations of the two countries in concluding the agreement and
summarizes their aims and objectives. In other words, it is an agreed
statement of intent which will guide the two countries in implementing
the provisions of the agreement and in resolving disputes. This may
be particularly important in the context of Chapter Nineteen which
specifically provides that any review of new antidumping or
countervailing duty legislation for consistency with the agreement will
be based on the object and purpose of the agreement which can be
found, inter alia, in the Preamble.

The Preamble establishes from the outset that this is a trade
agreement. Its purpose is to improve the economies of both countries,
to strive for full employment and improved living standards and to
strengthen both countries as competitors in the international market-
place. The ability of Canada to take measures to defend public
welfare, such as unemployment insurance, is clearly stated.

Canada remains committed to the multilateral trading system

and the growth of world trade and this commitment is clearly
established in the Preamble.



PREAMBLE

The Government of Canada and the Government of the United
States of America, resolved:

TO STRENGTHEN the unique and enduring friendship
between their two nations;

TO PROMOTE productivity, full employment, and a steady
improvement of living standards in their respective countries;

TO CREATE an expanded and secure market for the goods and
services produced in their territories;

TO ADOPT clear and mutually advantageous rules governing
their trade;

TO ENSURE a predictable commercial environment for
business planning and investment;

TO STRENGTHEN the competitiveness of the United States
and Canadian firms in global markets;

TO REDUCE government-created trade distortions while
preserving the Parties’ flexibility to safeguard the public
welfare;

TO BUILD on their mutual rights and obligations under the
General Agreement on Tariffs and Trade and other multilateral
and bilateral instruments of cooperation; and

TO CONTRIBUTE to the harmonious development and
expansion of world trade and to provide a catalyst to broader
international cooperation;

HAVE AGREED as follows:






Part One: Objectives and Scope

Chapter One: Objectives and Scope

This Chapter sets the tone for the agreement as a whole. The
objectives make clear the extent to which the Canada-United States
Trade Agreement moves beyond other free-trade agreements
negotiated under the GATT. Four previous agreements are
particularly relevant: the 1960 European Free-Trade Area; the 1965
UK-Ireland Free-Trade Agreement; the 1983 Australia-New Zealand
Closer Economic Relations Agreement; and the 1985 United States-
Israel Agreement,

The new Canada-United States Agreement is broader in scope as
it provides for liberalization in all sectors of the economy, including
agriculture. No other trade agreement includes binding commitments
on trade in services, business travel or investment. No other
agreement provides a basis for developing new rules to deal with
subsidies, dumping and countervailing measures.

The Chapter begins with a declaration that the agreement is
consistent with Article XXIV of the GATT, the article which provides
the framework in international law for negotiating free-trade
agreements. It sets out a legal statement of the basic principle
underlying the Agreement as a whole: Canada and the United States
will treat each other's goods, services, investment, suppliers and
investors as they treat their own insofar as the matters covered by this
Agreement are concerned. Individual parts and chapters work out
this principle in detail. Chapter Five in Part Two, for example,
establishes national treatment for trade in goods and Chapters Six,
Seven, and Eight all contain important amplifications of this principle.
Similarly, the services and investment chapters begin with a statement
of this principle and then develop how it will be applied.

The Agreement recognizes that it is based on the precedents and
commitments between Canada and the United States established in
other bilateral and multilateral agreements. For purposes of
interpretation, it indicates that the provisions of this Agreement take
precedence over all other agreements unless there is a specific
provision to the contrary. For example, Article 908 states that the
undertakings of the two governments under the Agreement on an
International Energy Program take precedence over the provisions of
this Agreement.



The wide scope of the Agreement is indicated from the outset in
the agreed objectives. The Agreement will:

eliminate barriers to trade in goods and services between the
two countries;

facilitate conditions of fair competition within the free-trade
area;

» significantly expand liberalization of conditions for cross-
border investment,

» establish effective procedures for the joint administration of the
Agreement and the resolution of disputes; and

* lay the foundation for further bilateral and multilateral co-
operation to expand and enhance the benefits of the Agreement.

The agreement will specifically involve federal, state, and
provincial measures. While the two federal governments are the
parties to the Agreement, the important role of the states and provinces
Is recognized, for instance in the commitments on wine and spirits.

Chapter Two: Definitions

In this Chapter, words critical to the application of the
agreement as a whole are defined. For example, the word "measure”
is frequently used in the agreement. It is defined as any governmental
law, regulation, procedure, requirement or practice. In effect, the
rights and obligations of the two governments basically involve what
measures they can and cannot take and how they can take them.



PART ONE
OBJECTIVES AND SCOPE

Chapter One

Objectives and Scope
Article 101: Establishment of the Free-Trade Area
The Government of Canada and the Government of the United
States of America, consistent with Article XXIV of the General
Agreement on Tariffs and Trade, hereby establish a free-trade area.

Article 102: Objectives

The objectives of this Agreement, as elaborated more
specifically in its provisions, are to:

a) eliminate barriers to trade in goods and services between the
territories of the Parties;

b) facilitate conditions of fair competition within the free-trade
area;

c¢) liberalize significantly conditions for investment within this
free-trade area;

d) establish effective procedures for the joint administration of this
Agreement and the resolution of disputes; and

¢) lay the foundation for further bilateral and multilateral
cooperation to expand and enhance the benefits of this
Agreement.



Article 103: Extent of Obligations

The Parties to this Agreement shall ensure that all necessary
measures are taken in order to give effect to its provisions, including
their observance, except as otherwise provided in this Agreement, by
state, provincial and local governments.

Article 104: Affirmation and Precedence

l. The Parties affirm their existing rights and obligations with
respect to each other, as they exist at the time of entry into force of this
Agreement, under bilateral and multilateral agreements to which both
are party.

2. In the event of any inconsistency between the provisions of this
Agreement and such other agreements, the provisions of this
Agreement shall prevail to the extent of the inconsistency, except as
otherwise provided in this Agreement.

Article 105: National Treatment
Each Party shall, to the extent provided in this Agreement,

accord national treatment with respect to investment and to trade in
goods and services.
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Chapter Two

General Definitions
Article 201: Definitions of General Application
1. For purposes of this Agreement, unless otherwise specified:
covered service means a service as defined in Article1408;

enterprise means any juridical entity involving a financial
commitment for the purpose of commercial gain;

existing means in effect at the time of the entry into force of this
Agreement;

goods of a Party means domestic products as these are understood in
the General Agreement on Tariffs and Trade;

Harmonized System means the Harmonized Commodity
Description and Coding System, as amended from time to time,
published by the Customs Cooperation Council;

measure includes any law, regulation, procedure, requirement or
practice;

national means an individual who is a citizen or permanent resident
of a Party and also includes, for the United States of America,
"national of the United States" as defined in the existing provisions of
the United States Immigration and Nationality Act;

new means subsequent to the entry into force of this Agreement;

originating means qualifying under the rules of origin set out in
Chapter Three;

person means a national or an enterprise;
person of a Party means a national, or an enterprise constituted

under the laws of, or principally carrying on its business within, the
territory of the Party;

11



province means a province of Canada, and includes the Yukon
Territory and the Northwest Territories and their successors;

service includes a covered service;

state means a state of the United States of America, and the District of
Columbia;

territory means

a) with respect to Canada, the territory to which its customs laws
apply, including any areas beyond the territorial seas of Canada
within which, in accordance with international law and its
domestic laws, Canada may exercise rights with respect to the
seabed and subsoil and their natural resources, and,

b) with respect to the United States of America,

i) the customs territory of the United States of America which
includes the fifty states, the District of Columbia and Puerto
Rico,

i1) the foreign trade zones located in the United States of
America and Puerto Rico, and

111} any areas beyond the territorial seas of the United States of
America within which, in accordance with international law
and its domestic laws, the United States of America may
exercise rights with respect to the seabed and subsoil and
their natural resources;

third country means any country other than Canada or the United
States of America or any territory not a part of the territory of the
Parties; and

transition period means the period from the date of entry into force
of this Agreement to either December 31, 1998 or such earlier date as
the Parties may agree.

2. For purposes of this Agreement, unless otherwise specified, a
reference to province or state includes local governments.

12



Part Two:
Trade in Goods

Part Two contains chapters three through twelve dealing with
trade in goods. It builds on the GATT, its ancillary agreements as well
as other existing arrangements involving the two governments such as
the Harmonized Commodity Description and Coding System (the so-
called Harmonized System by which imports are classified for
purposes of assessing customs duties), the Canada-United States
Automotive Products Trade Agreement and the Agreement on an
International Energy Program. Where both governments were
satisfied with existing arrangements, they are incorporated by
reference into the agreement. For example, the GATT Code on
Technical Barriers to Trade is the basis of Chapter Six and the
provisions of GATT Article XX (General Exceptions) form the basis
of Chapter Twelve. [n most instances, however, such as Chapter
Three dealing with rules of origin, Canada and the United States have
entered into new obligations unique to the Free-Trade Agreement.

Chapters Three through Six and Eleven and Twelve contain
provisions applicable to all trade in goods. The four sectoral chapters,
Seven for Agriculture, Eight for Wine and Distilled Spirits, Nine for
Energy and Ten for Automotive Products, address issues of particular
concern to those sectors.

Chapter Three: Rules of Origin for Goods

The Agreement will eliminate all tariffs on trade between
Canada and the United States over a ten-year period. However, both
countries will continue to apply their existing tariffs to imports from
other countries. Rules of origin are, therefore, needed to define those
goods which are entitled to duty-free, or "free-trade area” treatment
when exported from one country to the other.

Since the Agreement is intended to benefit the producers of
both countries and generate employment and income for Canadians
and Americans, origin rules require that goods traded under the
Agreement be produced in either country or both. The origin rules
establish the general principle that goods that are wholly produced or
obtained in either Canada or the United States or both will qualify for
area treatment. Goods incorporating offshore raw materials or
components will also qualify for area treatment if they have been
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sufficiently changed in either Canada or the United States, or both, to
be classified differently from the raw materials or components from
which they are made. In certain cases, goods, in addition to being
classified differently, will also need to incur a certain percentage of
manufacturing cost in either or both countries, in most cases 50
percent. This is particularly important for assembly operations.

In practical terms, goods other than those which originate
wholly in either Canada andlor the United States, will have to
incorporate some significant Canadian or U.S. content. For example,
goods imported in bulk from offshore and repackaged and labelled in
the United States would not qualify for area treatment, while a product
incorporating only some imported components in most instances
would. A bicycle, for example, using Canadian steel for its frame and
assembled in Canada using imported wheels and gears would qualify as
a product of Canadian origin, if 50 percent of its manufacturing cost is
accounted for in Canada and/or the United States.

Apparel made from fabrics woven in Canada or the United
States will qualify for duty-free treatment whereas apparel made from
offshore fabrics will qualify for duty-free treatment only up to the
following levels:

Non-Woolen Woolen
Apparel Apparel
(in million square yard equivalent)
Imports from Canada 50 6
Imports from the United States 10.5 1.1

Above these levels, apparel made from offshore fabrics will be
considered, for tariff purposes, as products of the country from which
the fabrics were obtained. The levels established for imports from
Canada are well above current trade levels. Canadian clothing
manufacturers, including manufacturers of fine suits, coats, SHOWSUits
and parkas, can, for all practical purposes, continue to buy their fabric
from the most competitive suppliers around the world and still benefit
from duty-free access to the United States. In addition, should their
exports to the United States consume more than 56 million square
yards of imported fabric, they will pay the US tariff but be able to
benefit from the drawback of Canadian duties paid on such fabric (see
Chapter Four).
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There is a similar quantitative limit governing duty-free exports
to the United States of non-woolen fabrics or textile articles woven or
knitted in Canada from yarn imported from a third country. Such
exports, otherwise meeting the origin rules, will benefit from area
treatment up to a maximum annual quantity. The level has initially
been set at 30 million square yards for the first four years. The two
governments will revisit this issue in 1990-1991 to work out a
mutually satisfactory revision of this arrangement.

Definitions in Article 304 set out the terms which will be used
by customs officials in deciding whether a good is entitled to duty-free
treatment while Annex 301 .2 sets out general rules of interpretation as
well as detailed rules for each of the 21 individual product or
commodity sections of the Harmonized System. By consulting the
definitions and the annex, producers can determine whether the goods
they export to the other country will be entitled to area treatment.

The rules of interpretation in Annex 301 make clear that goods
that are further processed in a third country before being shipped to
their final destination would not qualify for area treatment even if they
meet the rule of origin. For example, cloth woven from U.S. fibres,
cut in the United States but sewn into a shirt in Mexico, would qualify
for duty-free re-entry into the United States under its outward-
processing program, but would not qualify for duty-free entry into
Canada under the Agreement.

The chapter contains safeguards to prevent circumvention of the
rules as well as a process for consultation and revision to ensure that
the rules of origin evolve to take account of changes in production
processes.

15






PART TWO
TRADE IN GOODS

Chapter Three

Rules of Origin for Goods
Article 301: General Rules

1. Goods originate in the territory of a Party if they are wholly
obtained or produced in the territory of either Party or both Parties.

2. In addition, goods originate in the territory of a Party if they
have been transformed in the territory of either Party or both Parties
so as to be subject to a change in tariff classification as described in
Annex 301.2 or to such other requirements as the Annex may provide
when no change in tariff classification occurs, and they meet the other
conditions set out in that Annex.

3. A good shall not be considered to originate in the territory of a
Party pursuant to paragraph 2 merely by virtue of having undergone:

a) simple packaging or, except as expressly provided by the rules
of Annex 301.2, combining operations;

b) mere dilution with water or another substance that does not
materially alter the characteristics of the good; or

¢) any process or work in respect of which it is established, or in
respect of which the facts as ascertained clearly justify the
presumption, that the sole object was to circumvent the
provisions of this Chapter.

4.  Accessories, spare parts, or tools delivered with any piece of
equipment, machinery, apparatus, or vehicle that form part of its
standard equipment shall be deemed to have the same origin as that
equipment, machinery, apparatus, or vehicle; provided, that the
quantities and values of such accessories, spare parts, or tools are
customary for the equipment, machinery, apparatus, or vehicle.
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Article 302: Transshipment

Goods exported from the territory of one Party originate in the
territory of that Party only if they meet the applicable requirements of
Article 301 and are shipped to the territory of the other Party without
having entered the commerce of any third country and, if shipped
through the territory of a third country, they do not undergo any
operations other than unloading, reloading, or any operation necessary
to transport them to the territory of the other Party or to preserve
them in good condition, and the documents related to their exportation
and shipment from the territory of a Party show the territory of the
other Party as their final destination.

Article 303: Consultation and Revision

The Parties shall consult regularly to ensure that the provisions
of this Chapter are administered effectively, uniformly and
consistently with the spirit and intent of this Agreement. If either
Party concludes that the provisions of this Chapter require revision to
take account of developments in production processes or other
matters, the proposed revision along with supporting rationale and any
studies shall be submitted to the other Party for consideration and any
appropriate action pursuant to Article 2104,

Article 304: Definitions
For purposes of this Chapter:

direct cost of processing or direct cost of assembling means
the costs directly incurred in, or that can reasonably be allocated to,
the production of goods, including:

a) the cost of all labour, including benefits and on-the-job training,
labour provided in connection with supervision, quality control,
shipping, receiving, storage, packaging, management at the
location of the process or assembly, and other like labour,
whether provided by employees or independent contractors;

b) the cost of inspecting and testing the goods;

c) the cost of energy, 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;

18



€)

f)

rent, mortgage interest, depreciation on buildings, property
insurance premiums, maintenance, taxes and the cost of utilities
for real property used in the production of the goods; and
royalty, licensing, or other like payments for the right to the
goods;

but not including;:

g)

h)
i)
),
k)

costs relating to the general expense of doing business, such as
the cost of providing executive, financial, sales, advertising,
marketing, accounting and legal services, and insurance;
brokerage charges relating to the importation and exportation
of goods;

costs for telephone, mail and other means of communication;
packing costs for exporting the goods;

royalty payments related to a licensing agreement to distribute
or sell the goods;

1) rent, mortgage interest, depreciation on buildings, property

insurance premiums, maintenance, taxes and the cost of utilities
for real property used by personnel charged with administrative
functions; or

m) profit on the goods;

materials means goods, other than those included as part of the direct
cost of processing or assembling, used or consumed in the production
of other goods;

value of materials originating in the territory of either
Party or both Parties means the aggregate of:

a)

b)

the price paid by the producer of an exported good for materials

originating in the territory of either Party or both Parties or for

materials imported from a third country used or consumed in
the production of such originating materials; and

when not included in that price, the following costs related

thereto:

i) freight, insurance, packing and all other costs incurred in
transporting any of the materials referred to in subpara-
graph (a) to the location of the producer;

ii) duties, taxes and brokerage fees on such materials paid in the
territory of either Party or both Parties;

iii) the cost of waste or spoilage resulting from the use or
consumption of such materials, less the value of renewable
scrap or by-product; and
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iv) the value of goods and services relating to such materials
determined in accordance with subparagraph 1(b) of Article
8 of the Agreement on Implementation of Article VII of the
General Agreement on Tariffs and Trade.

value of the goods when exported to the territory of the
other Party means the aggregate of:

a) the price paid by the producer for all materials, whether or not
the materials originate in either Party or both Parties, and, when
not included in the price paid for the materials, the following
costs related thereto:

i) freight, insurance, packing and all other costs incurred in
transporting all materials to the location of the producer;

ii)  duties, taxes and brokerage fees on all materials paid in
the territory of either Party or both Parties;

i1i)  the cost of waste or spoilage resulting from the use or
consumption of such materials, less the value of
renewable scrap or by-product; and

iv)  the value of goods and services relating to all materials
determined in accordance with subparagraph 1(b) of
Article 8 of the Agreement on Implementation of Article
VII of the General Agreement on Tariffs and Trade; and

b) the direct cost of processing or the direct cost of assembling the
goods;

goods wholly obtained or produced in the territory of either
Party or both Parties means:

a) mineral goods extracted in the territory of either Party or both
Parties;

b) goods harvested in the territory of either Party or both Parties;

¢) live animals born and raised in the territory of either Party or
both Parties;

d) goods (fish, shellfish and other marine life) taken from the sea
by vessels registered or recorded with a Party and flying its
flag;

e) goods produced on board factory ships from the goods referred
to in subparagraph (d) provided such factory ships are
registered or recorded with that Party and fly its flag;

f) goods taken by a Party or a person of a Party from the seabed or
beneath the seabed outside territorial waters, provided that
Party has rights to exploit such seabed;
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g) goods taken from space, provided they are obtained by a Party

or a person of a Party and not processed in a third country;

h) waste and scrap derived from manufacturing operations and

used goods, provided they were collected in the territory of
either Party or both Parties and are fit only for the recovery of
raw materials; and

goods produced in the territory of either Party or both Parties
exclusively from goods referred to in subparagraphs (a) to (h)
inclusive or from their derivatives, at any stage of production.
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Annex 301.2

Interpretation
1. The basis for tariff classification in this Annex is the
Harmonized System.
2. Whenever processing or assembly of goods in the territory of

either Party or both Parties results in one of the changes in tariff
classification described by the rules set forth in this Annex, such goods
shall be considered to have been transformed in the territory of that
Party and shall be treated as goods originating in the territory of that
Party, provided that they have not subsequently undergone any
processing or assembly outside the territory of either Party.

3. Whenever assembly of goods in the territory of a Party fails to
result in a change of tariff classification because

a) the goods were imported into the territory of the Party in an
unassembled or a disassembled form and were classified as
unassembled or disassembled goods pursuant to General Rule of
Interpretation 2(a) of the Harmonized System, or

b) the tariff subheading for the goods provides for both the goods
themselves and their parts,

such goods shall not be treated as goods originating in the territory of a
Party.

4, Notwithstanding paragraph 3, goods shall nonetheless be
considered to have been transformed in the territory of a Party and be
treated as goods originating in the territory of the Party; provided,
that:

a) the value of materials originating in the territory of either Party
or both Parties used or consumed in the production of the goods
plus the direct cost of assembling the goods 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, and
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b) the goods have not subsequent to assembly undergone
processing or further assembly in a third country and they meet
the requirements of Article 302.

5.  The provisions of paragraph 4 shall not apply to goods of
chapters 61-63 of the Harmonized System.

6.  In making the determination required by subparagraph 4(a),
and 1n making the same or a similar determination when required by
the rules of this Annex, where materials originating in the territory of
either Party or both Parties and materials obtained or produced in a
third country are used or consumed together in the production of
goods in the territory of a Party, the value of materials originating in
the territory of either Party or both Parties may be treated as such only
to the extent that it is directly attributable to the goods under
consideration.
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Rules

Section I
Live Animals; Animal Products
(Ch. 1-5)

A change from one chapter to another; no changes within
chapters.

Section II
Vegetable Products
(Ch. 6-14)

1. A change from one chapter to another; no changes within
chapters except that agricultural and horticultural goods grown in the
territory of a Party shall be treated as originating in the territory of
that Party even if grown from seed or bulbs imported from a third
country.

2. A change to subheadings 0901.12-0901.40 from any other
subheadings, including another subheading within that group.

Section III
Animal or Vegetable Fats and Their Cleavage Products;
Prepared Edible Fats; Animal or Vegetable Waxes
(Ch. 15)
1. A change to Chapter 15 from any other chapter.
2. A change to any of the following subheadings from any other
subheading: 1507.90, 1508.90, 1511.90, 1512.19, 1512.29, 1513.19,
1513.29, 1514.90, 1515.19, 1515.29.
3. A change to heading 1516 from any other heading.
4. A change to heading 1517 from any other heading.

5. A change to headings 1519-1520 from any other heading outside
that group.

6. A change to subheading 1519.19 from any other subheading.

7. A change to subheading 1519.20 from any other subheading.
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8. A change to subheading 1520.90 from any other subheading.

Section IV
Prepared Foodstuffs; Beverages, Spirits, and Vinegar;
Tobacco and Manufactured Tobacco Substitutes
(Ch. 16-24)

1. A change from one chapter to another, except for goods of
Chapter 20 subject to rule 5.

2. A change to heading 1704 from any other heading.
3. A change to heading 1806 from any other heading.

4. A change to subheading 1806.31 or 1806.90 from any other
subheading.

5. Fruit, nut, and vegetable preparations of Chapter 20 that have
been prepared or preserved merely by freezing, by packing (including
canning) in water, brine, or in natural juices, or by roasting, either dry
or in oil (including processing incidental to freezing, packing, or
roasting), shall be treated as a good of the country in which the fresh
good was produced.

6. A change to subheading 2009.90 from any other subheading;
provided, that neither a single juice ingredient, nor juice ingredients
from a single third country, constitutes in single-strength form more
than 60 percent by volume of the product.

7. A change to headings 2207-2209 from any other heading outside
that group.

8. A change to heading 2309 from any other heading.

9. A change to headings 2402-2403 (except 2403.91) from any
other heading outside that group.

Section V
Mineral Products
(Ch. 25-27)

1. A change from one chapter to another.
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2. A change to headings 2710-2715 from any other heading outside
that group.

3. A change to heading 2716 from any other heading.

Section VI
Products of the Chemical or Allied Industries
(Ch. 28-38)

1. A change to Chapters 28-38 from any chapter outside that
group.

2. A change to any subheading of Chapters 28-38 from any other
subheading within those chapters; provided, except for the other rules
in this section, 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.

3. A change to a heading of Chapter 30 from any other heading,
including other headings within that chapter, except a change to
heading 3004 from heading 3003.

4, A change to Chapter 31 from any other chapter.

5. A change to headings 3208-3215 from any other heading outside
that group.

6. A change to Chapter 33 from any other chapter.

7. A change to heading 3304-3307 from any heading outside that
group.

8. A change to a heading of Chapter 34 from any other heading,
including another heading within that chapter.

9. A change to subheadings 3402.20 -3402.90 from any other
subheading outside that group.

10. A change to a heading of Chapter 35 from any other heading,
including another heading within that chapter.
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11. A change to a heading of Chapter 36 from any other heading,
including another heading within that chapter.

12. A change to Chapter 37 from any other chapter.
13. A change to heading 3704 from any other heading.

14. A change to headings 3705-3706 from any other heading outside
that group.

15. A change to heading 3808 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, or, in the case of goods which contain more than one
active ingredient, not less than 70 percent of the value of the goods
when exported to the territory of the other Party. Any materials that
are eligible for duty-free treatment in both Parties on a most-
favoured-nation basis, or any materials imported into the territory of
either Party which, if imported into the territory of the United States
of America, would be free of duty under a trade agreement that is not
subject to a competitive need limitation, shall be treated as materials
originating in the territory of a Party.

Section VII
Plastics and Articles Thereof; Rubber and Articles Thereof
(Ch. 39-40)

1. A change to any heading of Chapter 39 from any other heading,
including another heading within that chapter; 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.

2. A change to Chapter 40 from any other chapter.

3. A change to any heading of Chapter 40 from any other heading
within that chapter; provided, except for the rules below listed in this
section, 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
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percent of the value of the goods when exported to the territory of the
other Party.

4, A change to headings 4007-4008 from any other heading outside
that group.

5. A change to headings 4009-4017 from any other heading outside
that group.

6. A change to subheading 4012.10 from any other subheading.

Section VIII
Raw Hides and Skins, Leather, Furskins and Articles
Thereof; Saddlery and Harness, Travel Goods, Handbags,
and Similar Containers; Articles of Animal Gut (Other Than
Silkworm Gut)
(Ch. 41-43)

1. A change from one chapter to another.

2. A change to headings 4104-4111 from any other heading outside
that group.

3. A change to heading 4302 from any other heading.

4. A change to headings 4303-4304 from any other heading outside
that group.

Section IX
Wood and Articles of Wood; Wood Charcoal; Cork and
Materials of Cork; Manufactures of Straw, of Esparto or of
Other Plaiting Materials; Basketware and Wickerware
(Ch. 44-46)

1. A change from one chapter to another.

2. A change between headings in Chapter 44.

3. A change to any of the following United States tariff items from
any other United States tariff item: 4412.11.50, 4412.12.50,
4412.19.50, 4412.29.50, or 4412.99.90. This rule applies only to

goods originating in the territory of Canada and imported into the
territory of the United States of America.
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4. A change to headings 4503-4504 from any other heading outside
that group.

5. A change to heading 4602 from any other heading.

Section X
Pulp of Wood or of other Fibrous Cellulosic Material;
Waste and Scrap of Paper or Paperboard; Paper and
Paperboard and Articles Thereof
(Ch. 47-49)

1. A change from one chapter to another.

2. A change to heading 4808-4809 from any other heading outside
that group.

3. A change to headings 4814-4823 from any other heading outside
that group except a change from heading 4809 to heading 4816.

Section XI
Textiles and Textile Articles
(Ch. 50-63)

Silk

1. A change to headings 5004-5006 from any heading outside that
group.

2. A change to heading 5007 from any other heading.
Wool

3. A change to headings 5106-5113 from any heading outside that
group.

QQU;O]’I

4. A change to headings 5204-5212 from any heading outside that
group.
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Flax, Jute, Sisal, Paper Yam

5. A change to headings 5306-5311 from any heading outside that
group.

Man-Made Filaments

6. A change to any heading of Chapter 54 from any other chapter.
Man-M le Fiber

7. A change to headings 5501-5507 from any other chapter.

8. A change to headings 5508-5516 from any heading outside that
group.

Wadding, Felt. Etc.

0. A change to any heading of Chapter 56 from any heading
outside that chapter other than headings 5106-5113, 5204-5212, 5306-
5311, or headings of Chapters 54 and 55.

Carpets and Textile Floor, Etc.

10. A change to any heading of Chapter 57 from any heading
outside that chapter other than headings 5106-5113, 5204-5212, 5306-
5309, 5311, or 5508-5516.

Special Woven Fabrics, Etc,

11. A change to any heading of Chapter 58 from any heading
outside that chapter other than headings 5106-5113, 5204-5212, 5306-
5311, or headings of Chapters 54 and 55.

Impregnated, Coated. Covered, or L.aminated Textile Fabrics

12. A change to any heading of Chapter 59 from any heading
outside that chapter other than headings 5111-5113, 5208-5212, 5309-
5311, 5407-5408, or 5512-5516.
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Knitted or Crocheted Fabrics

13. A change to any heading of Chapter 60 from any heading
outside that chapter other than headings 5106-5113, 5204-5212, 5309-
5311, or headings of Chapters 54 and 55.

Apparel - Knitted or Crocheted

14. A change to any heading of Chapter 61 from any heading
outside that chapter other than headings 5111-5113, 5208-5212, 5309-
5311, 5407-5408, or 5512-5516; provided, that goods are both cut (or
knit to shape) and sewn or otherwise assembled in the territory of
either Party or both Parties.

Apparel - Not Knitted or Crocheted

15. A change to any heading of Chapter 62 from any heading
outside that chapter other than headings 5111-5113, 5208-5212, 5309-

5311, 5407-5408, or 5512-5516; provided, that goods are both cut and
sewn in the territory of either Party or both Parties.

Other Made-Up Articles

16. A change to any heading of Chapter 63 from any heading
outside that chapter other than headings 5106-5113, 5204-5212, 5306-
5311, or headings of Chapters 54 and 55; provided, that goods are both
cut and sewn in the territory of either Party or both Parties.

17.  Notwithstanding rules 14 and 15, apparel goods provided for in
Chapters 61 and 62 that are both cut and sewn in the territory of either
Party or both Parties from fabric produced or obtained in a third
country, and that meet other applicable conditions for preferred tariff
treatment under this Agreement, shall be subject to the rate of duty
provided in Annex 401.2, in the annual quantities set forth below, and
shall, above those quantities for the remainder of the annual period, be
subject to duty at the rates provided for most-favoured nations.

From Canada From the United States
of America
Non-woolen apparel 50 million SYE 10.5 million SYE
Woolen apparel 6 million SYE 1.1 million SYE

SYE- Square Yard Equivalent
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Trade in the apparel described in rule 17 shall be monitored by the
Parties with a view to adjusting the annual quantity limitations at the
request of either Party based on the ability of apparel producers to
obtain supplies of particular fabrics originating within the territories
of the Parties. Before January 1, 1998, the annual quantity limitations
shall be renegotiated to reflect current conditions in the textile and
apparel industries located within the territories of the Parties,
including the ability of such apparel producers to obtain supplies of
particular fabrics originating within the territories of the Parties.

18. Notwithstanding rules 4, 5, 6, 8, 11, 13 and 16, non-woolen
fabric and non-woolen made-up textile articles provided for in
Chapters 52-55, 58, 60 and 63 that are woven or knitted in Canada
from yarn produced or obtained in a third country, and that meet
other applicable conditions for preferred tariff treatment under this
Agreement, shall be subject to the rate of duty provided in Annex
401.2, in the annual quantity of 30 million square yards for the period
commencing on January 1, 1989 and ending on December 31, 1992,
and shall, above this quantity for the remainder of the annual period,
be subject to duty at the rates provided for most-favoured nations.
The Parties agree to revisit the quantitative element of this agreement
two years after its entry into force together with representatives of the
industries in order to work out a mutually satisfactory solution, taking
into account the availability of yarns in both countries.

Section XII
Footwear, Headgear, Umbrellas, Sun Umbrellas, Walking
Sticks, Seatsticks, Whips, Riding Crops and Parts Thereof;
Prepared Feathers and Articles Made Therewith; Artificial
Flowers; Articles of Human Hair
(Ch. 64-67)

1. A change from one chapter to another.

2. A change to subheadings 6401.10-6406.10 from any other
subheading outside that group; 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.
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3. A change to headings 6503-6507 from any other heading outside
that group.

4, A change to headings 6601-6602 from any other heading outside
that group; 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.

5. Within heading 6701, goods fabricated from feathers (such as
fans, feather dusters, and feather apparel) in which feathers are the
material or component that gives the fabricated goods their essential
character shall be treated as a good of the country in which fabrication
occurred.

6. A change to heading 6702 from any other heading.
7. A change to heading 6704 from any other heading.
Section XIII
Articles of Stone, Plaster, Cement, Asbestos, Mica, or
Similar Materials
(Ch. 68-70)
1. A change from one chapter to another.

2. A change to subheading 6812.20 from any other subheading.

3. A change to subheading 6812.30-6812.40 from any other
subheading outside that group.

4, A change to subheading 6812.50 from any other subheading.

5. A change to subheadings 6812.60-6812.90 from any other
subheading outside that group.

6. A change to heading 6813 from any other heading.

7. A change to headings 7003-7006 from any other heading outside
that group.
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8. A change to headings 7007-7020 from any other heading outside
that group.

0. A change to subheading 7019.20 from any other heading.

Section XIV
Natural or Cultured Pearls, Precious or Semiprecious
Stones, Precious Metals, Metals Clad with Precious Metals,
and Articles Thereof; Imitation Jewelry; Coin

(Ch. 71)
1. A change from one chapter to another.

2., A change to headings 7113-7118 from any other heading outside
that group, except that pearls, temporarily or permanently strung but
without the addition of clasps or other ornamental features of precious
metals or stones, shall be treated as a good of the country in which the
pearls were obtained.

Section XV
Base Metals and Articles of Base Metals
(Ch. 72-83)

1. A change from one chapter to another; provided, that goods
subject to rules 9 or 22 meet the conditions set forth therein.

2. A change to headings 7206-7207 from any other heading outside
that group.

3. A change to headings 7208-7216 from any other heading outside
that group.

4, A change to heading 7217 from any other heading except
headings 7213-72135.

5. A change to headings 7218-7222 from any other heading outside
that group.

6. A change to heading 7223 from any other heading except
headings 7221-7222.

7. A change to headings 7224-7228 from any other heading outside
that group.
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8. A change to heading 7229 from any other heading except
headings 7227-7228.

9. A change to heading 7308 from any other heading, except for
changes resulting from the following processes performed on angles,
shapes, or sections of heading 7216:

a) drilling, punching, notching, cutting, cambering, or
sweeping, whether performed individually or in
combination;

b) adding attachments or weldments for composite construc-
tion;

¢) adding of attachments for handling purposes;

d) adding weldments, connectors, or attachments to H-sections
or I-sections; provided, that the maximum cross-sectional
dimension of the weldments, connectors, or attachments is
not greater than the dimension between the inner surfaces of
the flanges of the H-sections or I-sections;

e) painting, galvanizing, or otherwise coating; or

f) adding a simple base plate without stiffening elements,
individually or in combination with drilling, punching,
notching, or cutting, to create an article suitable as a column.

10. A change to headings 7309-7326 from any other heading outside
that group.

11. A change to headings 7403-7408 from any other heading outside
that group; provided, with the exception of a change to subheading
7408.19, 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.

12. A change to heading 7409 from any other heading.

13. A change to headings 7410-7419 from any other heading outside
that group; provided, that with respect to a change to heading 7413, the
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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 goods when exported to the territory of the other Party.

14. A change to heading 7505 from any other heading.
15. A change to heading 7506 from any other heading.

16. A change to United States tariff item 7506.20.50 from any other
United States tariff item. This rule applies only to goods originating in

the territory of Canada and imported into the territory of the United
States of America.

17. A change to headings 7507-7508 from any other heading outside
that group.

18. A change to headings 7604-7606 from any other heading outside
that group.

19. A change to heading 7607 from any other heading.

20. A change to headings 7608-7609 from any other heading outside
that group.

21. A change to headings 7610-7616 from any other heading outside
that group.

22. A change to headings 7801 or 7901 from headings of other
chapters; 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.

23. A change to headings 7803-7806 from any other heading,
including another heading within that group; 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.

NOTE: see rule 22 regarding 7901.
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24. A change to headings 7904-7907 from any other heading,
including another heading within that group; 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.

25. A change to headings 8003-8004 from any other heading outside
that group.

26. A change to headings 8005-8007 from any other heading outside
that group.

27. A change to any of the following subheadings from any other
subheading: 8101.92, 8101.99, §102.92, 8102.99, 8103.90, 8104.90,
8105.90, 8108.90, 8109.90.

28. A change to subheading 8107.90 from any other 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.

29. A change to United States tariff item 8111.00.60 from any other
United States tariff item. This rule applies only to goods originating in
the territory of Canada and imported into the territory of the United
States of America.

Section XVI
Machinery and Mechanical Appliances; Electrical
Equipment; Parts Thereof; Sound Recorders and
Reproducers, and Parts and Accessories of Such Articles
(Ch. 84-85)

1. A change from one chapter to another, other than a change to
heading 8544.

2. A change from one heading (other than a parts heading) to
another heading, other than heading 8528 or 8529.

3. A change to heading 8407 from any other heading; provided,
that the value of materials originating in the territory of either Party
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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

4. A change to heading 8528 or 8529 from any other heading, a
change from a parts heading to a heading other than a parts heading, or
a change from a parts subheading to a subheading other than a parts
subheading; provided, with the exception of a change to subheading
8471.92, 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.

5. A change to subheadings 8471.20-8471.91 from any sub-
headings outside that group.

6. A change to subheadings 8516.10-8516.79 from subheading
8516.80.

7. A change to heading 8524 from any other heading. Goods
subject to classification under headings 8523 or 8524 shall remain
classified in those headings, whether or not they are entered with the
apparatus for which they are intended.

NOTE: see rule 4 regarding headings 8528 and 8529.

8. A change to heading 8544 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.

Section XVII

Vehicles, Aircraft, Vessels and Associated Transport
Equipment
(Ch. 86-89)

1. A change from one chapter to another.
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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. A change 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.

4. A change to headings 8701-8705 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.

5. A change to headings 8901-8905 from any other headings;
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.

Section XVIII
Optical, Photographic, Cinematographic, Measuring,
Checking, Precision, Medical or Surgical Instruments and
Apparatus, Clocks and Watches; Musical Instruments; Parts
and Accessories Thereof
(Ch. 90-92)

1. A change from one chapter to another.

2. A change to any heading of this Section from a parts heading, or
to any subheading from a parts subheading; provided, with the
exception of a change to heading 9009, that the value of materials
originating in the territory of either Party of 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.

39



3. A change to any heading within the group 9005-9032 from any
other heading (including another heading within that group), except
that a change from a parts heading shall be subject to rule 2 of this
Section.

4. Notwithstanding rule 2, goods subject to classification within
headings 9101-9107 shall be treated as products of the country in
which the movement subject to classification under headings 9108-
9110 was produced.

5. A change to headings 9108-9113 from any other heading,
including another heading within that group; 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.

Section XIX
Arms and Ammunition; Parts and Accessories Thereof
(Ch. 93)

1. A change to this chapter from any other chapter.

2. A change to any heading of this Section from a parts heading, or
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.

Section XX
Miscellaneous Manufactured Articles
(Ch. 94-96)

1. A change from one chapter to another, except a change to
subheading 9404.90 from headings 5007, 5111-5113, 5208-5212,
5309-5311, 5407-5408, and 5512-5516.

2. A change to any heading of this Section from a parts heading, or
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
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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.

3. A change to a subheading within the group 9608.10-9608.39
from a subheading within the group 9608.91-9608.99; 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.

4. A change to subheading 9614.20 from subheading 9614.10.
Section XXI
Works of Art, Collectors' Pieces and Antiques

(Ch. 97)

1. A change to this chapter from any other chapter.
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Chapter Four: Border Measures

Key to any free-trade agreement, and required by the provisions
of the GATT, is the elimination of duties and other restrictions on
substantially all the trade between the parties. Implementation of the
provisions of Chapter Four will achieve this requirement by providing
for the removal of the tariff, tariff-related measures, quantitative
restrictions and other restrictive measures applied at the border by
January 1, 1998. This ten-year period is consistent with similar
transition periods established in previous agreements. For example,
the European Community initially provided a twelve-year period.
The Tokyo Round tariff cuts were phased in over eight years.

Tariffs

The tariff has been an important but waning import policy
instrument in Canada for many decades. More than 75 percent of
Canada-United States trade now moves free of duty. This figure,
however, fails to take account of the trade which could take place but
for tariffs. High U.S. tariffs -- 15 percent and more on petro-
chemicals, metal alloys, clothing and many other products -- continue
to pose serious barriers to the U.S. market and prevent Canadian firms
from achieving the economies of scale on which increased
competitiveness and employment in Canadian industry depend. In
addition to high tariffs, escalating tariffs on resource-based products
discourage the development of more sophisticated manufacturing in
Canada. While a 1.7 cent per kilo tariff on zinc ore may not impose a
significant barrier, a 19 percent tariff on zinc alloy has effectively
retarded the establishment of a zinc metal fabricating industry in
Canada. Additionally, the existence of Canadian tariffs on imports
from the United States is often costly to Canadian consumers and
producers.

This chapter eliminates all remaining tariffs over a ten-year
period in order to allow companies to adjust to the new competitive
circumstances. The cuts will begin January 1, 1989 and after that date,
no existing tariff may be increased unless specifically provided
elsewhere in the agreement (for example, in Chapter Eleven providing
for temporary emergency safeguards). Tariffs will be eliminated by
January 1, 1998 on the basis of three formulas:
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« for those sectors ready to compete now, tariffs will be
eliminated on the Agreement entering into force on January 1,

1989, for example:

computers and equipment some pork

some unprocessed fish fur & fur garments
leather whiskey

yeast animal feeds
unwrought aluminum ferro alloys
vending machines and parts needles

airbrakes for railroad cars skis

skates warranty repairs
some paper-making machinery motorcycles

e for other sectors, tariffs will be eliminated in five equal steps,
starting on January 1, 1989, for example:

subway cars chemicals including resins
printed matter (excluding drugs and
paper and paper products cosmetics)

paints furniture

explosives hardwood plywood
aftermarket auto parts most machinery

 all other tariffs will be eliminated in ten steps, most starting on
January 1, 1989, for example.

most agricultural products steel

textiles and apparel appliances
softwood plywood pleasure craft
railcars tires

Annex 401 (published separately) sets out the schedule of tariff
cuts for each product according to its classification in the Harmonized
System. If both countries agree, the staging can be accelerated. Both
the European Community and the European Free-Trade Association
concluded after a few years that they would benefit from accelerated
tariff elimination. Australia and New Zealand are currently discussing
speeding up their tariff reductions.

In the case of certain specialty steel items currently subject to

temporary emergency safeguards by the United States, tariff cuts will
not begin until October 1, 1989, as required by U.S. law. Large
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telephone switching equipment will be phased out in three annual steps
ending January 1, 1991.

Canada has also undertaken to continue providing relief from
customs duties on some machinery and equipment and repair and
replacement parts for such machinery and equipment not available
from Canadian suppliers. Between now and January 1, 1989, Canada
will examine this list of machinery and equipment with a view to
adding to it. This will ensure that Canadian manufacturers seeking to
modernize to take advantage of other provisions of the Agreement will
be able to purchase new machinery and equipment at competitive
prices.

Canadian and United States tariffs applied to products from
other countries will be unchanged as a result of this agreement. Both
governments are participating in the Uruguay Round of Multilateral
Trade Negotiations which could result in reductions or elimination of
many of these tariffs. These reductions would, of course, form part of
a larger package which would involve improved market access to the
European Community, Japan and other developed, as well as
developing, countries. These reductions will be addressed on their
own merits and wholly separately from the bilateral agreement.

The combined effect of eliminating both Canadian and U.S.
tariffs will be to allow Canada’s manufacturing industry to rationalize
and modernize and become more competitive. Canadian companies
will be able to increase their penetration of the U.S. market and of
world markets in general. The result should be more and better jobs
for Canadians.

Customs Matters

Whatever the level of tariffs, the way in which they are applied,
including provisions for granting duty remissions to importers, can
affect trade flows. To ensure that the objectives of tariff elimination
are achieved, Canada and the United States have also agreed to
eliminate or regulate tariff-related programs which influence the flow
of trade. The gradual elimination of most of these programs will
ensure that by the end of the transition period, when all tariffs will
have been eliminated, Canadian and U.S. companies will operate
according to similar customs rules on bilateral trade. Both
governments, however, will retain separate customs and tariff regimes
for trade with third countries.
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Specifically, the agreement addresses customs user fees, duty
drawbacks, and duty remissions.

The United States applies a customs user fee calculated as a
percentage of the value of each import transaction (currently 0.17
percent). Even if the tariff is zero, the exporter must pay this amount
when goods cross from Canada into the United States. This fee
constitutes an additional tariff and increases the cost of exporting.

Article 403 provides that the customs user fee applied by the
United States will be phased out on imports from Canada by January 1,
1994 and prevents either country from establishing a new customs user
fee on imports of goods which meet the origin rules. Canadian

exporters will save tens of millions of dollars with the elimination of
this fee.

Both countries refund the customs duty levied on imported
materials and components when these are incorporated into exported
goods. This is called duty drawback. In the U.S., for example, foreign
trade zones are often used as a means for U.S. exporters to avoid
having to pay U.S. duties on imported components. Some of the
advantages of the free-trade area, however, would be eroded if a U.S.
producer could source some components from a third country,
manufacture a final product in a U.S. foreign trade zone without
paying any duty on these components and compete in Canada with a
manufacturer who has paid Canadian duties on the same components.
Accordingly, the agreement provides for duty drawbacks on third-
country materials and similar programs to be eliminated for bilateral
trade after January 1, 1994.

There are two exceptions to the general drawback obligation.
Drawbacks will continue to be permitted on citrus products. As well,
duties paid on fabric imported and made up into apparel and
subsequently exported to the other country can be recovered if the
apparel does not qualify for duty-free treatment. Chapter Three
establishes quotas for duty-free treatment for apparel made up from
imported fabrics. Should trade rise above these levels, Canadian
manufacturers using imported fabric will be able to apply for
drawback of Canadian duties paid on fabric incorporated into apparel
exported to the United States.

Canadian customs law permits duties on imports to be refunded
to specific companies if these companies meet commitments
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(performance requirements) related to production, exports or
employment. This practice is called duty waivers or remissions. The
agreement provides for the elimination of duty waivers wherever such
waivers are tied to specific performance requirements such as
production in one country or exports to the other except for
automotive waivers as listed in Chapter Ten. No new customs duty
waivers incorporating performance requirements can be introduced as
of June, 1988, or whenever the U.S. Congress approves the agreement,
and all such customs duty waivers will be eliminated by January 1,

1998.
Customs Administration

Given the size of our existing bilateral trade, there is already
extensive cooperation between Canadian and U.S. customs authorities.
Article 406 and its annex provides for further cooperation by
specifying a number of matters where it is not only desirable but
necessary for the two customs authorities to work closely together.
These matters include declarations of origin on imported and exported
goods, administration and enforcement, the uniform application of
rules of origin, the facilitation of trade in the areas of statistics
collection and documentation, as well as the operations of customs
offices.

Import and Export Restrictions

Import or export quotas can be severely damaging to
international trade by limiting the quantity which may be traded. In
Article 407, Canada and the United States affirm their GATT
obligations not to prohibit or restrict imports or exports of goods in
bilateral trade except under strictly defined circumstances. Nothing in
the Agreement, for example, in any way prevents Canada from
prohibiting the import of pornographic materials (see Chapter
Twelve). Qutside of such special circumstances, these obligations
provide a guarantee that the benefits of tariff elimination will not be
eroded by quotas or other restrictions. Unless specifically allowed by
the agreement, e.g., "grandfathered” or permitted under the GATT,
existing quantitative restrictions will be eliminated, either immediately
or according to a timetable.

Among those restrictions eliminated are the Canadian embar-

goes on used aircraft and used automobiles (provided in Chapter Ten)
and the U.S. embargo on lottery materials. Canada and the United
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States will retain their right to control log exports while the United
States will retain marine transportation restrictions under the Jones
Act (provided for in Chapter Twelve). For shipbuilders, Canada has
reserved the right to apply quantitative restrictions on U.S. vessels
until such time as the United States removes the prohibitions under the
Jones Act on Canadian vessels. Provincial laws governing the export
of unprocessed fish caught off the East Coast have been
safeguarded(also provided for in Chapter Twelve). Both countries
will continue to be able to apply import restrictions to agricultural
goods where these are necessary to ensure the operation of a domestic
supply management or support program.

Where either Canada or the United States applies restrictions on
trade with other countries, it may limit or prohibit the pass-through of
imports from those other countries into its own territory. It may also
require that its exports to the other be consumed within the other's
territory. Controls on exports to third countries for strategic reasons
will thus continue to be enforced.

Export Taxes

Neither country applies export taxes as a matter of general policy.
These taxes render exporters less competitive and are highly
disruptive of production and investment. Article 408 confirms
existing practice by specifically prohibiting export taxes or duties on
bilateral trade unless the same tax is applied on the same goods
consumed domestically.

The 1986 Softwood Lumber Understanding, which requires
Canada to collect an export tax on Canadian softwood exports to the
United States until such time as the provincial governments have

adjusted certain stumpage practices, is specifically grandfathered by
Article 1910.

Other Export Measures

GATT obligations recognize that circumstances may arise
where export restrictions are necessary. These circumstances include
situations of short supply, conservation of natural resources where
domestic production or consumption is also restrained and restrictions
imposed in conjunction with domestic price stabilization schemes.
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Article 409 requires that export restrictions for such purposes
not reduce the proportion of the good exported to the other party
relative to the total supply of the good compared to the proportion
exported prior to the imposition of the restriction. Any such
restriction must not be designed to disrupt normal channels of supply
or proportions among specific goods being restricted. It prohibits the
use of licences, fees or other measures to charge higher prices for
exports than for domestic sales (see also Chapter Nine on energy).

43



Chapter Four

Border Measures
Article 401: Tariff Elimination

1. Neither Party shall increase any existing customs duty, or
introduce any customs duty, on goods originating in the territory of
the other Party, except as otherwise provided in this Agreement.

2. Except as otherwise provided in this Agreement, each Party
shall progressively eliminate its customs duties on goods originating in
the territory of the other Party in accordance with the following
schedule:

a) duties on goods provided for in each of the items designated as
staging category A in each Party's Schedule contained in Annex
401.2 shall be eliminated entirely and such goods shall be free of
duty, effective January 1, 1989;

b) duties on goods provided for in each of the items designated as
staging category B in each Party's Schedule contained in Annex
401.2 shall be removed in five equal annual stages commencing
on January 1, 1989, and such goods shall be free of duty,
effective January 1, 1993; and

¢) duties on goods provided for in each of the items designated as
staging category C in each Party's Schedule contained in Annex
401.2 shall be removed in ten equal annual stages commencing
on January 1, 1989, and such goods shall be free of duty,
effective January 1, 1998.

3. The base rate of duty for purposes of determining the interim
stages of reduction for a tariff item under subparagraphs (b) and (c) of
paragraph 2 is the rate indicated for the item in each Party's Schedule
contained in Annex 401.2,

4.  Except as otherwise provided in this Agreement, goods
originating in the territory of the other Party that are provided for in
each of the items designated as staging category D in each Party's
Schedule contained in Annex 401.2 shall continue to receive the
existing duty-free treatment indicated therein for such goods.
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5. At the request of either Party, the Parties shall consult to
consider acceleration of the elimination of the duty on specific items in
the Schedule of each Party. An agreement between the Parties on such
accelerated implementation of duty-free treatment shall be considered
a part of this Agreement and the accelerated implementation schedule
for an item shall replace and supersede the prior implementation
schedule contained in this Agreement for the item.

6. Canada shall continue to exempt from customs duties certain
machinery and equipment considered "not available" from Canadian
production and certain repair and replacement parts originating in the
territory of the United States of America, in accordance with Annex
401.6.

7. Canada shall not increase the rate of customs duty on goods
originating in the territory of the United States of America that are set
out in the Schedule of Statutory and Temporary Concessionary
Provisions in the Canadian Tariff Schedule Converted to the
Harmonized System, with the exception of the goods set out in Annex
401.7.

8.  The United States of America shall not impose a customs duty on
goods originating in the territory of Canada that were subject to a
temporary suspension of the duty on October 3, 1987, and which are
listed with a base rate of free in subchapter II of chapter 99 of the
Schedule of the United States of America contained in Annex 401.2,
except as noted in that subchapter and as listed in Annex 401.7.

Article 402: Rounding of Interim Rates

To simplify application of interim staged rates in the removal of
duties in accordance with subparagraphs 2(b) and (¢) of Article 401,
such rates shall be rounded down, with the limited exceptions set out in
each Party's Schedule in Annex 401.2, to the nearest 0.1 percent ad
valorem or, if the rate of duty is expressed in monetary units, to the
nearest 0.1 cent. In no case shall a rate be rounded up.

Article 403: Customs User Fees

1. Neither Party shall introduce customs user fees with respect to
goods originating in the territory of the other Party,
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2. Subject to paragraph 3, the United States of America may
change the level of existing customs user fees.

3. The United States of America shall eliminate existing customs
user fees on goods originating in the territory of Canada according to
the following schedule:

a) with respect to goods entered or withdrawn from warehouse for
consumption on or after January 1, 1990, the user fee shall be 80
percent of the user fee otherwise applicable on that date;

b) with respect to goods entered or withdrawn from warehouse for
consumption on or after January 1, 1991, the user fee shall be 60
percent of the user fee otherwise applicable on that date;

¢) with respect to goods entered or withdrawn from warehouse for
consumption on or after January 1, 1992, the user fee shall be 40
percent of the user fee otherwise applicable on that date;

d) with respect to goods entered or withdrawn from warechouse for
consumption on or after January 1, 1993, the user fee shall be
20 percent of the user fee otherwise applicable on that date; and

¢) with respect to goods entered or withdrawn from warehouse for
consumption on or after January 1, 1994, there shall be no
customs user fee.

Article 404: Drawback

1. Goods imported into the territory of a Party (including goods
imported in bond or qualifying for benefit under a foreign trade zone,
inward processing, or similar program) and subsequently exported to
the territory of the other Party, or incorporated into, or directly
consumed in the production of, goods subsequently exported to the
territory of the other Party, shall be subject to the customs duties of the
Party applicable to goods entered for consumption in the customs
territory of that Party prior to their export to the territory of the other
Party. Such duties shall not be reduced, eliminated or refunded by
reason of such exportation, and their payment shall not be deferred
upon such exportation.

2. The prohibition set out in paragraph 1 also applies where the
imported goods are substituted by domestic or other imported goods
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exported to the territory of the other Party, or incorporated into or
directly consumed in the production of goods subsequently exported to
the territory of the other Party.

3. Goods exported to the territory of the other Party from a
foreign trade zone or similar area shall be subject to the applicable
customs duties of the Party maintaining the foreign trade zone or
similar area as though the goods were withdrawn for domestic
consumption,

4, Paragraphs 1, 2 and 3 do not apply to:

a) goods under bond for transportation and exportation to the
territory of the other Party or exported to the territory of the
other Party in the same condition as when imported into the
territory of the Party (testing, cleaning, repacking or
inspecting the goods, preserving them in their same condition,
or other like process, shall not, for the purposes of this Article,
be a process that would change the condition of the goods);

b) goods deemed to be exported from the territory of a Party or
goods incorporated into, or directly consumed in the produc-
tion of, such goods, by reason of:

i) delivery to a duty-free shop,
ii) use as stores or supplies for ships or aircraft, or

iil) use in joint undertakings of the Parties and that will
subsequently become the property of the other Party; or

¢) dutiable goods originating in the territory of the other Party
that are imported into the territory of the Party and
subsequently re-exported to the territory of the other Party, or
are incorporated into, or directly consumed in the production
of, goods subsequently exported to the territory of the other
Party.

5.  Paragraphs 1,2 and 3 do not apply to a refund of customs duties
imposed by a Party on particular goods imported into its territory and
subsequently exported to the territory of the other Party, where that
refund is granted by reason of the failure of such goods to conform to

52



sample or specification, or by reason of the shipment of such goods
without the consent of the consignee.

6. Solely for the purposes of this Article, the term "customs duties"
includes the charges referred to in subparagraphs (b), (d) and (e) in the
definition of customs duties contained in Article 410.

7. Except as the Parties may agree to delay the application of this
Article, this Article shall apply to customs duties imposed on imported
goods that are:

a) exported to the territory of the other Party on or after January
1, 1994, or that are substituted by domestic or other imported
goods exported to the territory of the other Party on or after
January 1, 1994; or

b) incorporated into, or directly consumed in the production of,
goods subsequently exported to the territory of the other Party
on or after January 1, 1994, or that are substituted by domestic
or other imported goods incorporated into, or directly
consumed in the production of, goods exported to the territory
of the other Party on or after January 1, 1994,

8.  Unless otherwise agreed by the Parties, this Article shall not
apply to:

a) imported citrus products; and

b) fabric not originating in the territory of either Party or both
Parties and made into apparel that is subject to the most-
favoured-nation tariff when exported to the territory of the
other Party.

Article 405: Waiver of Customs Duties

1. Neither Party shall, after the later of June 30, 1988 or the date
of approval of this Agreement by the Congress of the United States of
America, introduce any new program, expand with respect to then-
existing recipients or extend to any new recipient the application of a
program existing prior to such date that waives otherwise applicable
customs duties on any goods imported from any country, including the
territory of the other Party, where the waiver is conditioned,
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explicitly or implicitly, upon the fulfillment of performance
requirements.

2. Neither Party shall, explicitly or implicitly, condition upon the
fulfillment of performance requirements the continuation of any
program existing on the date referred to in paragraph 1 that provides
for the waiver of customs duties on any goods imported from any
country, including the territory of the other Party, and entered or
withdrawn from warehouse for consumption on or after January 1,
1998.

3. Whenever the other Party can show that a waiver or a
combination of waivers of customs duties granted with respect to
goods for commercial use by a designated person has an adverse
impact on the commercial interests of a person of the other Party, or
of a person owned or controlled by a person of the other Party that is
located in the territory of the Party granting the waiver of customs
duties, or on the other Party's economy, the Party granting the waiver
either shall cease to grant it or shall make it generally available to any
importer.

4. The provisions of paragraph 2 shall not apply with respect to the
granting of waivers of customs duties conditioned, explicitly or
implicitly, upon the fulfillment of performance requirements, to the
manufacturers of automotive goods listed in Part One of Annex 1002.1
in accordance with the headnote to that Part. Nothing in this
Agreement affects the rights of either Party under any agreement,
other than this Agreement, with respect to the granting of such waivers
of customs duties.

Article 406: Customs Administration

The Parties' respective Customs Administrations shall cooperate
as specified in Annex 406 (Customs Administration).

Article 407: Import and Export Restrictions
1. Subject to the further rights and obligations of this Agreement,
the Parties affirm their respective rights and obligations under the

General Agreement on Tariffs and Trade (GATT) with respect to
prohibitions or restrictions on bilateral trade in goods.
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2. The Parties understand that the GATT rights and obligations
affirmed in paragraph 1 prohibit, in any circumstances in which any
other form of quantitative restriction is prohibited, minimum export-
price requirements and, except as permitted in enforcement of
countervailing and antidumping orders and undertakings, minimum
import-price requirements.

3. In circumstances where a Party imposes a restriction on
importation from or exportation to a third country of a good, nothing
in this Agreement shall be construed to prevent the Party from:

a) limiting or prohibiting the importation from the territory of the
other Party of such good of the third country; or

b) requiring as a condition of export of such good of the Party to
the territory of the other Party, that the good be consumed
within the territory of the other Party.

4, In the event that either Party imposes a restriction on imports of
a good from third countries, the Parties, upon request of either Party,
shall consult with a view to avoiding undue interference with or
distortion of pricing, marketing and distribution arrangements in the
other Party.

5. The Parties shall eliminate the restrictions as set out in Annex
407.6.

Article 408: Export Taxes

Neither Party shall maintain or introduce any tax, duty, or
charge on the export of any good to the territory of the other Party,
unless such tax, duty, or charge is also maintained or introduced on
such good when destined for domestic consumption.

Article 409: Other Export Measures

1. Either Party may maintain or introduce a restriction otherwise
justified under the provisions of Articles XI:2(a) and XX(g), (i) and (j)
of the GATT with respect to the export of a good of the Party to the
territory of the other Party, only if:

a) the restriction does not reduce the proportion of the total export
shipments of the specific good made available to the other Party
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relative to the total supply of that good of the Party maintaining
the restriction as compared to the proportion prevailing in the
most recent 36-month period for which data are available prior
to the imposition of the measure, or in such other representative
period on which the Parties may agree;

b) the Party does not impose a higher price for exports of a good to
the other Party than the price charged for such good when
consumed domestically, by means of any measure such as
licences, fees, taxation and minimum price requirements. The
foregoing provision does not apply to a higher price which may
result from a measure taken pursuant to subparagraph (a) that
only restricts the volume of exports; and

c) the restriction does not require the disruption of normal
channels of supply to the other Party or normal proportions
among specific goods or categories of goods supplied to the
other Party.

2. With respect to the implementation of the provisions of this
Article, the Parties shall cooperate in the maintenance and
development of effective controls on the export of each other's goods
to third countries.

Article 410: Definitions
For purposes of this Chapter:

consumed means transformed so as to qualify under the rules of
origin set out in Chapter Three, or actually consumed;

Customs Administration means, in Canada, that part of the
Department of National Revenue for which the Deputy Minister of
National Revenue for Customs and Excise, or any successor thereof, is
responsible, and, in the United States of America, the United States
Customs Service, Department of the Treasury, or any successor
thereof;

customs duty includes any customs or import duty and charge of any

kind imposed in connection with the importation of goods, including
any form of surtax or surcharge on imports, with the exception of:
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a) acharge equivalent to an internal tax imposed consistently with
the provisions of paragraph 2 of Article III of the GATT in
respect of like domestic goods or in respect of goods from
which the imported good has been manufactured or produced in
whole or in part,

b) any antidumping or countervailing duty applied pursuant to
either Party's domestic law consistent with the provisions of
Chapter Nineteen,

c) fees or other charges in connection with importation commen-
surate with the cost of services rendered, subject to Article 403,

d) premiums offered or collected on imported goods arising out of
any tendering system in respect of the administration of
quantitative import restrictions or tariff quotas, and

e) fees applied pursuant to section 22 of the United States
Agricultural Adjustment Act of 1933, as amended, subject to
the provisions of Chapter Seven (Agriculture);

existing customs duty means a duty, the rate of which is set out as
the base rate for a tariff item in each Party's schedule contained in
Annex 401.2;

performance requirement means a requirement that:

a) a given level or percentage of goods or services be exported,

b) domestic goods or services of the Party granting the waiver of
customs duties be substituted for imported goods,

c) a person benefitting from the waiver of customs duties purchase
other goods or services in the territory of the Party granting the
waiver of customs duties, or accord a preference to domestically
produced goods or services, or

d) a person benefitting from the waiver of customs duties produce,
in the territory of the Party granting the waiver of customs
duties, goods or services with a given level or percentage of
domestic content;

restriction means any limitation, whether made effective through
quotas, licenses, permits, minimum price requirements or any other
means;

total export shipments means the total shipments from total supply
to users located in the territory of the other Party;
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total supply means shipments to domestic users and foreign users
from:

a) domestic production,
b) domestic inventory, and
c) other imports as appropriate; and

waiver of customs duties means relief by any means from customs
duties on goods imported into the territory of a Party.

58



Annex 401.2

A. Schedule of CANADA

attached

B. Schedule of the UNITED STATES OF AMERICA

attached
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Annex 401.6
Machinery and Equipment

1. Canada shall continue to exempt from customs duties the
machinery and equipment listed as "not available” from Canadian
production in Column I of Schedule I of Appendix A to Memorandum
D8-5-1 of March 11, 1987, published by the Department of National
Revenue, Customs and Excise (the Memorandum), with the exception
of the following (identified by the product code used in connection
with such machinery and equipment in Column I of Schedule T of
Appendix A to the Memorandum):

02 BC L. 02 BC M. 02 BC N.
02 BC P. 02 BC Q. 04 FE B.
04 FK .. 04 FN .. 07 CA ..
07 EC .. 07 FD .. 07 MA ..
07 LA .. 17 DH .. 18 B. ..
18 FD .. 41 CD A. 45 GB ..
59 BN .. 61 AC . 61 AD ..
61 AE .. 61 AG .. 61 AH B.
61 DB A. 61 DF A. 61 DF B.
63 AS .. 69 D. .. 71 CD ..
71 JE A. 71 JE C. 71 JF C.
2. Canada shall also continue to exempt from customs duties repair

and replacement parts for the machinery and equipment that it exempts
from customs duties, as set out in paragraph 1, with the exception of
repair and replacement parts listed as "available" from Canadian
production in column II of Schedule I, or listed as not eligible for
remission of customs duty in Schedule II, of Appendix A to the
Memorandum.

3. Canada shall review, by January 1, 1989, for the purpose of
exempting from customs duties, the machinery and equipment set out
as exceptions in paragraph 1, as well as the machinery and equipment
not listed as either "available” or "not available” in Schedule I of
Appendix A to the Memorandum.
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Annex 401.7
Treatment of Concessionary Duty Provisions
Canada

1. Canada may exempt the following goods (identified by the code
for them in the Schedule of Statutory and Temporary Concessionary
Provisions in the Canadian Tariff Schedule Converted to the
Harmonized System) from the undertaking in paragraph 7 of Article
401:

1695 3175 4205
4210 4211 4212
4220 4225 4300
4305 4315 4380
4381 4382 4780
4865 5175 5180
5960 6235 6335
6340 6600 6650
6655 6850 6851
6852 6945 7520
7862 7866 7938

United States of America

2. The United States of America may exempt the following goods
(identified by the code for them in the Harmonized System) from the
undertaking in paragraph 8 of Article 401:

9902.2937 Terfenadine

9902.2938 Flecainide

9902.2939 Mepenzolate Bromide

9902.3808 Mixtures of Potassium

9902.3823 Mixtures of 5-Chloro-2-Methyl-4-Isothiazolin
... magnesium nitrate
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Annex 406

Customs Administration

A. Declaration of Origin

Imported Goods

1.

b)

Subject to paragraph 3, each Party may:

require that an importer who represents that goods imported
from the territory of the other Party meet the rules of origin set
out in Chapter Three (Rules of Origin) make a written
declaration to that effect and base such declaration on the
exporter's written certification to the same effect;

require that, upon request, such importer provide the Customs
Administration of the Party with proof of the exporter's written
certification of the origin of the goods; and

make mandatory the declaration required by subparagraph (a)
and the provision of proof thereof required by subparagraph
(b), and may further provide that failure to comply with such
mandatory requirements shall have the same legal consequences
as a violation of its laws with respect to making a false statement
or representation.

Exported Goods

2.

b)

Each Party shall:

require that an exporter who certifies in writing that goods it
exports to the territory of the other Party meet the rules of
origin set out in Chapter Three provide, upon request, the
Customs Administration of that Party with a copy of that
certification; and

make it unlawful to certify falsely that goods exported to the
territory of the other Party meet the rules of origin set out in
Chapter Three, and shall further provide that such unlawful act
shall have the same legal consequences as a violation of its laws
with respect to making a false statement or representation.
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Exceptions

3. Either Party may provide for exemptions from compliance with
paragraph 1.

B. Administration and Enforcement
Records and Audit

4, Each Party shall ensure that records are kept with respect to the
goods subject to paragraphs 1 and 2, and shall ensure that such records
are subject to whatever audit or other statutory requirements apply to
importers' records.

Cooperation

5. In furtherance of their mutual interest in ensuring the effective
administration of paragraphs 1 and 2, and in the prevention,
investigation and repression of unlawful acts, the Parties shall
cooperate fully in the enforcement of their respective laws in
accordance with this Agreement and other treaties, agreements and
memoranda of understanding between them.

C. Rules of Origin
Consultation on Uniform Application

6. The Parties, through their Customs Administrations, shall
consult with each other concerning the uniform application of the
principles set out in Chapter Three. Each Party shall make its
precedential decisions applying these principles available to the other
Party.

Appeals Relating to Origin
7. Each Party shall provide the same rights of review and appeal
with respect to a decision relating to the origin of imported goods

represented as meeting the requirements of Chapter Three as are
provided with respect to the tariff classification of imported goods.
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D. Flow of Trade
Facilitation
8. The Parties shall cooperate, to the extent possible, in customs
matters in order to facilitate the flow of trade between them,
particularly in matters relating to the collection of statistics with
respect to the importation and exportation of goods, the harmonization
of documents used in trade, and the exchange of information.
Notification and Consultation Prior to Major Changes
9. The Parties shall notify and consult with each other with respect
to and, where possible, in advance of, major proposed changes in
customs administration that would affect the flow of bilateral trade,
such as:

a) the closing of a port or customs office;

b) the hours of service at a port or customs office;

c) the re-routing of the natural flow of trade;

d) resources, including personnel, facilities, and equipment,
allocated to commercial processing and inspection;

e) trade documentation required by the Customs Administration
or another agency of a Party;

f) customs procedures followed to implement the requirements of
other agencies of a Party; and

g) the processing of travellers.
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Annex 407.6
Elimination of Quantitative Restrictions

1. Canada shall eliminate, as of January 1, 1989, the embargo (set
out in Tariff Item 99216-1 of Schedule C of the Customs Tariff, or its
successor) on used or second-hand aeroplanes and aircraft of all kinds.

2. The United States of America shall eliminate, as of January 1,
1993, the embargo set out in 19 U.S.C. § 1305 on any

a) lottery ticket,
b) printed paper that may be used as a lottery ticket, or
¢) advertisement,

for a United States lottery, printed in Canada.
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Chapter Five: National Treatment

This chapter incorporates the fundamental national treatment
obligation of the GATT into the Free-Trade Agreement. This means
that once goods, have been imported into either country, they will not
be the object of discrimination. Such an obligation is an essential part
of any agreement eliminating trade barriers since it prevents their
replacement by internal measures favouring domestic goods over
imports. If such a provision were not part of the agreement, exporters
in either country would have no guarantee of equal treatment.

The practical effect of this chapter is to require that internal
taxes, such as sales or excise taxes, cannot be higher on imported goods
than on domestic goods and health and safety standards cannot be more
rigorous for imported goods than for domestic goods. In other words,
the obligation prevents either country from imposing internal taxes
such as excise or sales taxes, regulations respecting matters such as
health and safety standards, laws respecting sale, purchase and use in a
manner to discriminate against imported products. It is thus a
guarantee that goods will be free of discrimination and will allow
producers, traders, investors, farmers and fishermen to plan and
invest with confidence.

National treatment does not mean that imported goods have to
be treated in the same way in the foreign market as they are in their
country of origin. For example, Canada can prohibit or restrict the
sale of imported firearms so long as the sale of domestically produced
firearms is also prohibited or restricted. Moreover, all goods,
imported or domestic, must continue to meet Canadian requirements
for bilingual labelling.

This chapter makes more explicit the GATT national treatment
obligation to measures adopted by provinces or states. This means that
a province or state cannot discriminate in respects of measures falling
within its jurisdiction against imported products.
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Chapter Five

National Treatment

Article 501: Incorporation of GATT Rule

1. Each Party shall accord national treatment to the goods of the
other Party in accordance with the existing provisions of Article IIT of
the General Agreement on Tariffs and Trade (GATT), including its
interpretative notes, and to this end the provisions of Article III of the
GATT and its interpretative notes are incorporated into and made part
of this Part of this Agreement.

2. For purposes of this Agreement, the provisions of this Chapter
shall be applied