
Import How-to B-75

U.S. Custom House Guide / © K-III Directory Corp. 1997

Trade Advantages Afforded Under Th e US Fore ign-Trade Z ones
Program

BY M ARSH ALL V. M ILLER, ESQ. AND D. BROOKS PAVILACK, ESQ.

Congre s s  e stablish ed th e  US Fore ign--
Trade Z one  Program  as an econom ic de-
velopm ent incentive  intended to create
and retain US jobs and investm ents. A
fore ign-trade  zone  ("zone ") is a desig-
nated area w ith in th e  United State s
w h ich  is treated as being outside th e  US
Custom s  te rritory. By affording
num e rous Custom s duty and oth e r tax
saving opportunitie s , th e  Program
e ncourages businesses to conduct
ope rations in th e United State s  w h ich
th ey m igh t oth e rw ise conduct abroad
and h elps m ak e  US ope rations m ore
com petitive  in th e  inte rnational export
m ark ets .

Th e re  are  tw o type s  of zone s— gen-
e ral-purpose  zone s  and special-purpose
subzone s . Gene ral-purpose  zone s  are op-
e rated unde r public utility principles  un-
der th e  sponsorsh ip of a corporation
granted auth ority by th e  Fore ign-Trade
Z one s  Board and unde r th e  supervision
of Custom s. Such  zone s  are  ordinarily a
single building, industrial park  or oth e r
sim ilar com m e rcial area th at, by defini-
tion, is open to use by m ore  th an one
inte re sted firm .

Special-purpose  subzone s  usually in-
volve all or a part of a single com pany's
ne w  or existing ope rations th at cannot
be accom m odated in a gene ral-purpose
zone . Subzone s  are  e stablish ed at th e
com pany's facilitie s , as part of a gene ral
purpose  zone , and are  ope rated and uti-
lized by a single  user. Close  to 5% of
US im ports flow  th rough  zone s  and, as
of O ctobe r 1, 19 9 6, th e re  w e re  212
gene ral purpos e  zone s  and 324 subzone s
w ith  9 3 pending Applications.

Financial Advantages
Z one s  provide uniq ue  financial sav-

ings  to busine s s e s  involved in
inte rnational trade -w h ich  ope rate
w are h ousing and production activitie s  in
th e  US. Fore ign m e rch andis e  m ay be
adm itted into a zone  w ith out filing a
form al Custom s  entry, or paying US
Custom s dudes and governm ent excis e
taxe s . Dom e stic m e rch andis e  is allow e d

for any auth orized activity. Fore ign and
dom e stic m e rch an-dise adm itted to a
zone  m ay be exh ibited, stored, te sted,
sam pled, relabeled, re  pack aged, m ixed,
m anipulated, ass em bled, proces sed,
m anufactured, destroyed, etc. Som e  of
th e  principal advantage s  of zone  us e  are
as follow s:

Cash  Flow . Custom s dutie s  and
excise  taxe s  are  paid only w h en
im ported m e rch andis e  is sh ipped into
th e  US Custom s  te rritory. Th e  cost of
Custom s dutie s  as a h olding cost is
elim inated.

Custom s Inve rte d Duty Savings. Th e
zone  us er m ay elect to pay dutie s  at th e
duty rate  applicable to e ith e r th e  fore ign
com pone nt adm itted to th e  zone  or th e
finis h ed product produced in th e  zone ,
w h ich ever is  low e r.

Non-dutiability of Labor, Ove rh e ad,
Profit and US M ate rials. Th e  dutiable
value  doe s  not include  US labor, over-
h ead and profit or th e  value  of dom e stic
m ate rials, but rath e r include s  only th e
value  of th e  fore ign non-duty paid com -
ponents. Th is is a significant advantage
over fore ign production.

Z one -to-Z one  Transfe r. Netw ork s of
zone s  th at allow  zone-to-zone  transfe rs
w ith out Custom s duty paym ent can cre -
ate  additional savings. As w ith  an in-
creasing num ber of firm s in zone  status,
supplie rs of m ate rials , parts and subas-
s em blie s  can produce  th e ir product in a
zone  and transfe r it in-bond to th e ir
custom e r or an end-user w ith out paying
Custom s dutie s .

D e fe ct/D a m ag e /W as te /Scrap/
Obsole sce nce . Custom s dutie s  are
significantly reduced or elim inated on
m e rch andis e  subject to th e s e  losse s
w h ile  in th e  zone .

Exports. If th e  final product is ex-
ported from  th e US, no Custom s dutie s
or excis e  taxe s  are  ever paid. Th is
create s  cash  flow  and significant
paperw ork  savings over th e  draw back
program .

Z one - R e s tricte d Status . By declaring
zone-re stricted status (export only) on

im ported m e rch andis e  adm itted to th e
zone , th e  zone  us er is  able to im m edi-
ately file  for draw back  and excis e  tax
rebate s .

M e rch andise  Proce s s ing Fe e . Fee s
are  due  only on m e rch andis e  ente red
into th e  Custom s te rritory on a daily or
w e e k ly basis.

H arbor M ainte nance  Fe e  Fee s  are
paid q uarte rly on m e rch andis e  rece ived
in th e  zone .

Quotas. Quota re strictions do not nor-
m ally apply to m e rch andis e  in a zone
(alth ough  th e  Board m ay re strict activi-
tie s  on public inte re st grounds).

Prope rty Tax. Tangible pe rsonal
prope rty im ported from  outside th e US
and h eld in th e  zone  and tangible
pe rsonal prope rty produced in th e  US
and h eld in th e  zone  for export, are  not
subject to state  and local ad valorem
taxe s . Exem ptions from  state  and local
real prope rty taxe s  also exist unde r
ce rtain circum stance s .

Oth e r Taxe s . Sixte en state s  and
Puerto R ico offe r oth e r tax savings
opportunitie s  for firm s utilizing fore ign-
trade  zone s .

O th er Advantages
In addition to th e  standard zone sav-

ings, NAFTA and th e Uruguay Round
Agre em ents of th e  GATT offer an un-
usual num ber of planning opportunitie s
for com panie s  im porting and
d i s tributing and/or producing
m e rch andis e  in th e  United State s ,
Canada and M e xico. Exam ples include
th e  follow ing:

NAFTA Qualification. Me rch andise
from  a non-NAFTA country can be ad-
m itted to a zone  for production of a
NAFTA q ualified article for subsequent
sh ipm ent to M e xico or Canada.

Exports to M e xico. For zone  s h ip-
m ents to M e xico, by utilizing both  th e
zone  and th e NAFTA fram e w ork , a
com pany is currently able to avoid US
Custom s dutie s  on th e  im ported
com ponents and pay M e xican Custom s
dutie s  at th e  prefe rred NAFTA duty rate .
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Exports to Canada For zone  s h ip-
m e nts  to Canada, alth ough  it is no
longer possible  to com pletely avoid US
dutie s  on th e  non-NAFTA com ponents,
th e re  are  still a num ber of benefits to th e
zone  us er: 1) th e  usual cash  flow  and
inverted tariff savings; 2) avoidance  of
duty on th e  US labor, overh ead and
profit; 3) th e  ability to reduce US duty
liability up to th e  am ount of Custom s
dutie s  paid in Canada; and 4) additional
cash  flow  savings from  defe rring th e
paym ent of US dudes for an additional
sixty days from  th e  date  of im portation
into Canada or th e  date  of adm ission
into a Canadian duty defe rral program .

GATT Tariff Conce s s ions/Ycarly R e -
ductions  in  Duty  R ate s . Th e
im plem entation over tim e  of th e  tariff
conces s ions m ade  unde r th e  Uruguay
Round Agre em ents of GATT continue
to create  ne w  zone  opportunitie s  in
te rm s  of inverted tariff savings, etc. In
som e  instance s , Custom s duty rate s  on
finis h ed

 products reduce yearly w h ile  th e  rate s
on m any parts rem ain constant.
As indicated above, th e re  are  num e rous
w ays w ne s  can be utilized to provide
businesses ope rating in th e  inte rnational
arena significant financial savings. As a
re sult of globalization and increased in-
te rnational trading activitie s , th e
Program  h as grow n rapidly in recent
years and tbe num ber of businesses
utilizing zone s  h as incre as e d
dram atically. Businesses involved in
inte rnational trade  s h ould conduct a
cost/benefit analysis of zone  utilization
as a w ay to reduce  th e ir inte rnational
trading expense s  and th e reby m ak e  th e ir
goods m ore  com petitive  in th e United
State s  and abroad.

M arsh all V. M ille r is a principal in th e
Kansas City, MO, law  firm  of M ille r &
Com pany P.C. H e  is inte rnationally
re cognize d for h is involvcm e nt in th e  dk -
ve lopm cnt of th c US Forcign-Tradc
Z one s  Program  and is a co-founde r and
Ge ne ral Couns el of th e  National
Association of Fore ign-Trade  Z one s .

D. Brook s  Pavilack  an associate  w ith
M ille r &  Com pany P.C. h as practice d
inte rnational busine s s  trade  and
Custom s law  for th e  past five  y e ars . H e
h as a post J.D. Diplom a in Advance d
Inte rnational Le gal Studie s  and an
LL.M . w ith  m e rit in inte rnational
busine s s . Th e y can be  re ach e d at (816)
561-49 9 9 ..


