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Congress established the US Foreign--
TradeZone Program asan economic de-
velopment incentive intended to create
and retain US jobs and investments. A
foreign-trade zone ("zone") is a des g-
nated area within the United States
which istreated as bd ng outs dethe US
Customs territory. By affording
numerous Customs duty and other tax
saving opportunities, the Program
encourages busnesses to conduct
operations in the United States which
they might otherwise conduct abroad
and helps make US operations more
competitive in the international export
markets.

There are two types of zones—gen-
eral-purpose zones and special-purpose
subzones. General-pur posezonesareop-
erated under public utility principlesun-
der the sponsorship of a corporation
granted authority by the Foreign-Trade
Zones Board and under the supevison
of Customs. Such zones are ordinarily a
sngle building, indudrial park or other
dmilar commercial areathat, by defini-
tion, is open to use by more than one
interested firm.

Special-purpose subzones usally in-
volveall or apart of agngle company's
new or existing operations that cannot
be accommodated in a general-purpose
zone. Subzones are established at the
company'sfacilities, aspart of ageneral
purpose zone, and are operated and uti-
lized by a dngle user. Close to 5% of
US imports flow through zones and, as
of October 1, 1996, there were 212
general purpose zonesand 324 subzones
with 93 pending Applications.

Financial Advantages

Zones provide unique financial sav-
ings to budnesses involved in
international trade-which operate
warehousing andproduction activitiesin
the US. Foreign merchandise may be
admitted into a zone without filing a
formal Customs entry, or paying US
Customs dudes and government excise
taxes. Domestic merchandiseisallowed

for any authorized activity. Foreign and
domestic merchan-dise admitted to a
zone may be exhibited, stored, tested,
sampled, relabeled, re packaged, mixed,
manipulated, assembled, processed,
manufactured, destroyed, etc. Some of
the principal advantages of zone useare
asfollows

Cash Flow. Customs duties and
excise taxes are paid only when
imported merchandise is shipped into
the US Customs territory. The cost of
Customs duties as a holding cost is
eliminated.

Cugtoms Inverted Duty Savings. The
zone user may elect to pay duties at the
duty rate applicableto either the foreign
component admitted to the zone or the
finished product produced in the zone,
whichever is lower.

Non-dutiability of Labor, Overhead,
Profit and US Materials. The dutiable
value does not include US labor, over-
head and profit or the value of domestic
materials, but rather includes only the
value of the foreign non-duty paid com-
ponents. Thisisa dgnificant advantage
over foreign production.

Zone-to-Zone Transfer. Networks of
zones that allow zone-to-zone transfers
without Customs duty payment can cre-
ate additional savings. As with an in-
cread ng number of firmsin zone status,
auppliers of materials, parts and subas-
semblies can produce their product in a
zone and transfer it in-bond to their
customer or an end-user without paying
Customsduties.

Defect/Damage/Waste/Scrap/
Obsolescence.  Customs duties are
dgnificantly reduced or eliminated on
merchandise subject to these losses
while in the zone.

Exports. If the final product is ex-
ported from the US, no Customs duties
or excise taxes are ever paid. This
creates cash flow and dgnificant
paperwork savings over the drawback
program.

Zone-Restricted Satus. By declaring
zone-restricted status (export only) on

imported merchandise admitted to the
zone, the zone user is able to immedi -
ately file for drawback and excise tax
rebates.

Merchandise Processing Fee. Fees
are due only on merchandise entered
into the Customs territory on a daily or
weekly bas s

Harbor Maintenance Fee Fees are
paid quarterly on merchandise received
in the zone.

Quotas. Quotarestrictionsdo not nor-
mally apply to merchandise in a zone
(although the Board may restrict activi-
ties on public interest grounds).

Property Tax. Tangible personal
property imported from outsdethe US
and held in the zone and tangible
personal property produced in the US
and held in the zone for export, are not
qubject to state and local ad valorem
taxes. Exemptions from state and local
real property taxes also exig under
certain circumstances.

Other Taxes. Sixteen states and
Puerto Rico offer other tax savings
opportunitiesfor firmsutilizing foreign-
trade zones.

Other Advantages

In addition to the standard zone sav-
ings, NAFTA and the Uruguay Round
Agreements of the GATT offer an un-
usual number of planning opportunities
for companies importing and
distributing and/or producing
merchandise in the United States,
Canada and Mexico. Examples include
the following:

NAFTA Qualification. Merchandise
from a non-NAFTA country can be ad-
mitted to a zone for production of a
NAFTA qualified article for subsequent
shipment to Mexico or Canada.

Exports to Mexico. For zone ship-
ments to Mexico, by utilizing both the
zone and the NAFTA framework, a
company is currently able to avoid US
Customs duties on the imported
components and pay Mexican Customs
dutiesat the preferred NAFTA duty rate.
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Exports to Canada For zone ship-
ments to Canada, although it is no
longer poss ble to completely avoid US
duties on the non-NAFTA components,
thereare still anumber of benefitsto the
zone user: 1) the usual cash flow and
inverted tariff savings, 2) avoidance of
duty on the US labor, overhead and
profit; 3) the ahility to reduce US duty
liability up to the amount of Customs
duties paidin Canada; and 4) additional
cash flow savings from deferring the
payment of US dudes for an additional
dxty daysfrom the date of importation
into Canada or the date of admision
into a Canadian duty deferral program.

GATT Tariff Concessions/Ycarly Re-
ductions in Duty Rates. The
implementation over time of the tariff
concessions made under the Uruguay
Round Agreements of GATT continue
to create new zone opportunities in
terms of inverted tariff savings, etc. In
ome instances, Customs duty rates on
finished

products reduce yearly while the rates
on many parts remain constant.
Asindicated above, there are numerous
ways wnes can be utilized to provide
bud nessesoperating in theinternational
arena dgnificant financial savings. Asa
result of globalization and increased in-
ternational trading activities, the
Program has grown rapidly in recent
years and tbe number of busnesses
utilizing zones has increased
dramatically. Busnesses involved in
international trade should conduct a
cost/benefit analys s of zone utilization
as a way to reduce their international
trading expenses and thereby make their
goods more competitive in the United
States and abroad.
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