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Response to questions from the Joint Standing Committee on

Foreign Affairs, Defence and Trade

ANZCERTA Rules of Origin Amendments and men’s suits

At the2004CloserEconomicRelationsmeetingheld in Queenstown,New Zealand,
AustralianandNewZealandMinistersagreedto adoptaChangein Tariff
Classification(CTC) approachto theRulesof Origin (ROO)usedin theAustralia—
NewZealandCloserEconomicRelationsTradeAgreement(ANZCERTA).
Following extensiveconsultationwith industrythroughout2005,negotiationsfor the
ROOwereconcluded,and agreedto by AustraliaandNew Zealand’sTradeMinisters,
in February2006. TheROO amendmentsarescheduledto comeinto forceon I
January2007. TheJoint StandingCommitteeonTreatiesis currentlycompletingits
inquiry into theproposedamendments.

This briefing answersanumberofquestionsput to thegovernmentfrom theJoint
StandingCommitteeon ForeignAffairs, DefenceandTrade(JSCFADT)on the
proposedROO amendmentsfor men’sandboys’ suits. TheDepartmentof Foreign
Affairs andTradehasoverall responsibilityfor theANZCERTAtreaty,andtheROO
amendmentshavebeendevelopedin closeconsultationwith theDepartmentof
Industry,TourismandResources,theDepartmentofAgriculture,Forestryand
FisheriesandtheAustralianCustomsService.Thisbriefinghasbeenpreparedby the
Departmentof Industry,Tourismand Resourcesasthequestionscoverspecific
technicalaspectsrelatingto theTextile Clothing andFootwearindustry. However,
any fiu-therquestionsshouldbedirectedto theDepartmentofForeignAffairs and
Tradein thefirst instance.

Thequestionsposedby JSCFADTand answersfollow.

A description ofthe two methodsof determining the origin of goodstraded

betweenAustraliaandNZ.

Factory CostMethodRuleofOrigin (BOO)underANZCERTA

Cunently,Article 3 ofANZCERTA specifiesthat to bedeemedoriginatinggoods,
goodsthat arenotwholly obtainedin AustraliaorNew Zealandmustmeettwo
requirements:

a) Thelastprocessin themanufactureof thegoodsmustbeundertakenin Australia
or NewZealand;and

b) At least50%ofthefactoryor works costof thegoodsconsistsofAustralianor
NewZealandmaterials,labourandoverheads,calculatedasfollows:

RVC= TC—VNM
TC

Where
• RVC is theregionalvaluecontent
• TC is thetotal factorycost
• VNM is thevalueofnonqualifying content(i.e. contentthat is not

classifiedasfrom theregion)



Thetotal factorycost includesall materialandlabourcostsdirectlyassociatedwit
themanufactureof thegoodandoverheadcoststhat canbe assignedto theproduction
ofthegoodsuchasdepreciation,licencefeesandrent.

Chauzein TariffClassification(CTC)ROO

TheproposedamendedANZCERTA Article 3 adoptsa CTC ROG for all tariff items
(thoughsometariff item ROOsalso incorporatean RVC or chemicalreaction
requirement).ThoughtheamendedArticle 3 is scheduledto starton 1 January2007,
manufacturersandimporters/exportersarestill ableto usethefactorycostmethodfor
verifying theorigin of goods,if theychooseto, up until 1 January2012.

TheCTC approachto ROO is basedon transformationofimportedmaterialsusingthe
World CustomsOrganization’sHarmonizedSystemofTariffCodes- theHS Code. A
CTCROO requiresan importedmaterialto comefrom adifferentpartoftheHS Code
thanthatoftheexportedproduct- in otherwords,thematerialsundergoaspecified
changein tariffclassificationasa resultoftheproductionprocess.CTC rulesmay
specifythat changesarerequiredat thechapterlevel (HS codetwo-digit), theheading
level (four-digit) or thesubheadinglevel (six-digit). ExamplesofCTC rulesin the
proposedANZCERTA ROO scheduleare:

• CTCrule atchapterlevel:
— “Changeto heading6603 from any otherchapter”

• CTC rule atheadinglevel:
— “Changeto heading2712 from anyotherheading”

• CTC rule atsubheadinglevel:
— “Changeto subheading370710from anyothersubheading”

Build DownRVC

SomeANZCERTA ROO incorporateboth a CTC requirementandan RVC
requirement.In mostcases,this RVC is calculatedusingthe“build down” approach.
This formuladiffers from theold factorycostapproachasit determinesregional
contentasapercentageoffob pricerathertan factorycost,expressedasfollows:

RVCsFOB-VNM
FOB

Where
• RVC is theregional valuecontent
• FOB is thepriceoftheexportedgoodattheexportwharf
• VNM is thevalueofnonqualif3uingcontent(ie contentthat is not

classifiedasfrom theregion)

The‘build down’ formulaallows everythingin theexportpriceexceptfor contentthat
is slicedoff asnon-quali~’ing. Thoughthereis no needto ffilly enumerateall cost
elementsin thesamewayasis neededfor thefactorycost-basedformulae,thereis
nonethelessaneedto enumerateall elementspurchasedfrom outsidethefirm andto
identify thosebroughtin elementsthat containnon qualifying content.



Build Up RVC

Forsomeagriculturalitems, a build up methodcanbe usedto calculatetheRVC.
This formulaalsorelatesthecontentto theFOB price,but ratherthanidentifyingnon-
qualifyingcontent(aswith thefactorycostandbuild downmethod)it requiresthe
identificationof enoughqualifyingcontentto satisfythethresholdrequirement:

RVC VOM
FOB

Where
• RVC is theregionalvaluecontent
• FOB is thepriceof theexportedgoodat theexportwharf
• VOM is thevalueoforiginatingmaterials,eitherintemallyproduced

orpurchased

Whetherthereis to beanexemptionfrom themoveto the‘changein tariff
classification’methodfor determiningtheorigin of themen’s andboystsuits
category(Tariff item6103)?If so,whatwerethegroundsfor theexemption?

Men’s andboys’suitswill notbe exemptfrom themoveto theCTCmethodfor
determiningorigin andaCTC requirementwill beadoptedfor tariff item 6103 once
theproposednewANZCERTA Rulesof Origin areadopted.However,in additionto
achangeoftariff requirement,goodsthat fall undertariff item 6103 mustalso meeta
factorycostbasedRVC of 50%to be eligible for duty freeentryunderANZCERTA.
From 1 January2010this RVC requirementwill bereducedto 45%basedon the
factorycostmethod.

TheadditionalfactorycostbasedRVC requirementwasretainedfor tariff item 6103
following extensiveconsultationwith Australianclothingmanufacturers.Australian
manufacturersexpressedtheir strongoppositionto any changebeingmadein the
ROO. As a compromise,Ministersdecidedto retaintheexistingROO until 2010,
from whenareductionwouldbemadein theRVC requirement.

Theamountof tariff imposedon an importedsuit from NZ if it werenot
classifiedasNewZealand-made?

Australia’sMEN tariffratefor goodsof tariff item 6103 is currently17.5%.



Confirmationthat, if the ‘changein tariff classification’methodwereappliedto
themen’sand boys’ suitscategory,suchimportsfrom NZ wouldqualifyasNew
Zealand-made.

TheproposedROO for 6103 is:

A change to heading 6103 from any other chapter, provided that the good is
bothcut (or knit to shape)andsewnor otherwiseassembled in theterritoryof
oneor both of the Partiesandthereis a regionalvaluecontentof not less than
50 percentbasedon thefactorycostmethod.

Importsfrom New Zealandofmen’sandboys’ suitsthat currentlymeettheexisting
RVC-only rules oforigin will still meetthis proposednewROO. New Zealandhas
agreedto this CTC plus RVCdefinition andhasnot raisedanyconcernsthatgoods
currentlyimportedunderpreferencewouldbe ineligibleunderthenewROO.

Whetherthereis to beanexemptionfrom themoveto the‘changein tariff
classification’methodfor determiningthe origin of thewomen’sandgirls’ suits
category(Tariff item6104)?Whatwerethegroundseitherfor theexemption,or
thedecisionnot to applyanexemption?

Thereis not to beanyexemptionfor women’sor girls’ clothing. Rather,theROO has
beensignificantly alteredto aCTC-onlyrule. TheROO for 6104wasadopted
following consultationwith Australianindustrywhich indicatedits preferencefor a
CTC-onlyrule.

Whetherthemen’s andboys’ suitscategoryimportedfrom NZ hasin thepast
beenclassifiedasofNZ origin?

Wheremen’sandboys’ suitsimportedfrom New Zealandhavemet ANZCERTA
ROO provisions,theyhavebeenclassifiedas ofNZ origin. Of all themen’sandboys’
suits importedfrom NewZealandin 2004-05,only around4 percententered
Australiawithout aclaim for NewZealandorigin.

Whethermen’sandboys’ suitsareexportedfrom Australiato NZ, andwhether
theproposedruleswill affect that trade?If yes,how?

Men’sandboys’ suitsarecurrentlybeingexportedfrom Australiato New Zealand.
As thereis no effectivechangemadein theproposednewrule oforigin for tariff item
6103 (CTC plus 50% factorycostbasedRVC), therewill be no impacton this trade.


