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INTRODUCTION

This Manual has been compiled by the United States Customs Service, as a joint effort
with The Foreign-Trade Zones Board, the Bureau of Census and the National Association
of Foreign-Trade Zones, for the use of existing and prospective foreign-trade zone
grantees, operators and users in addition to Customs personnel responsible for
supervising zone operations. It may also be useful to customhouse brokers, freight
forwarders, bonded and international carriers and other members of the import-export
community.

The purpose of the Manual is to place together the various laws, regulations, policies and
procedures, scattered among numerous documents, that grantees, operators and users
need to know in their daily operations.

Many laws and regulations are paraphrased for the sake of simplicity and easier reading.
Existing and prospective zone grantees, operators, users and other readers are therefore
urged to study the actual text of the cited laws and/or regulations before making any costly
investment decisions initially based on information in this manual. The Manual is not itself
law, it is intended as a guide, and readers may seek rulings from Customs concerning
matters covered by the Manual under procedures of 19 Code of Federal Regulations Part
177 (Customs Regulations).

This Manual is also designed for the use of Customs officers and it supersedes the
previous FTZ Manual issued in October, 1996. Customs internal instructions not intended
for public disclosure are not included in this manual, but are still in effect.

Any new measures taken by Customs affecting the Zone Program, after issuance of this
Manual will be announced through various methods, e.g.: electronic bulletin board, e-mail
and facsimile transmission, directives and rulings. These issuances will be provided as



supplements for inclusion in the Manual upon release. This Manual is intended to be
maintained with current information to better serve all parties.

Customs welcomes any suggestions from readers as to any additions, corrections, or
deletions to improve this Manual. Please forward any correspondence concerning the
Manual to: Commissioner of Customs, U.S. Customs Service, 1300 Pennsylvania Avenue
NW, Washington, D.C. 20229.



Chapter 1

INTRODUCTION, PURPOSE, AND INTERPRETATIONS

1.1 Introduction - A Foreign-trade zone (FTZ) is a restricted access site in or adjacent to a
Customs port of entry. Authority for establishing these facilities is found in the Foreign-
Trade Zones Act of 1934, as amended 19 USC 81a-81u (Act or FTZA). The purpose
of foreign-trade zones as stated in the Act is to “expedite and encourage foreign
commerce and other purposes.” The act is administered in a context of evolving U.S.
economic and trade policy and economic factors relating to international competition.
The Act authorizes the Foreign-Trade Zones Board, consisting of the Secretaries of
Commerce and Treasury, to grant corporations the privilege of establishing, operating
and maintaining foreign-trade zones. The Secretary of the Treasury assigns customs
officers to FTZ's to protect the revenue and provide for admission of foreign
merchandise into the Customs territory from FTZ’'s. It is operated pursuant to public
utility principles under the sponsorship of a corporation granted authority by the
Foreign-Trade Zones Board, (the Board), located in the Department of Commerce, and
under the supervision of the U.S. Customs Service. Zones are treated for purposes of
the tariff laws and Customs entry procedures as being outside the Customs territory of
the United States. That is, merchandise is admitted into a zone and is not subject to
Customs entry procedures. Under zone procedures, foreign and domestic
merchandise may be admitted into zones for operations such as storage, exhibition,
manipulation, destruction, assembly, manufacture and processing, without being
subject to formal Customs entry procedures and payment of duties, unless and until
the foreign merchandise enters the Customs territory for domestic consumption. The
importer ordinarily has a choice of paying duties either at the rate applicable to the
foreign material in its condition as admitted into a zone, or, if used in manufacturing or
processing, at the rate applicable to the emerging product. Quota restrictions do not
normally apply to foreign goods in zones. The Board can, however, deny or limit the
use of zone procedures in specific cases on public interest grounds. Merchandise
moved into zones for export (zone-restricted status) may be considered exported for
purposes such as federal excise tax rebates and Customs drawback. Foreign
merchandise (tangible personal property) admitted to a zone and domestic
merchandise held in a zone for exportation are exempt from certain state and local ad
valorem taxes (19 U.S.C. 810(e)). Articles admitted into zones for purposes not
specified in the Act shall be subject to the tariff laws and regular entry procedures,
including the payment of applicable duties, taxes, and fees. 15 CFR 400.1(c).

1.2 Purpose - The purpose of this Manual is to set forth in one document all the
instructions, guidelines, and other information that Customs Officers and existing and
prospective foreign-trade zone grantees, operators and users, need to know for
effective operation, supervision, and use of zones and zone procedures, as set forth in
the Customs regulations. This Manual itself does not have the force of law, and is



intended only as a convenient compilation of the reference material cited in Section 1.3
of this manual, and of Customs policies and procedures included, or previously
included, in the Customs Issuance System.

1.3 Referenced Material - Some portions of this Manual are taken directly from the
Foreign-Trade Zones Act, the Foreign-Trade Zone Regulations, the Tariff Act, the
Customs Regulations, and other sources. In other cases, the Manual
paraphrases the appropriate regulation for clearer understanding. However, in
all cases, the applicable reference will be cited accordingly. The reader may
wish to review the referenced citation before taking any definitive action on a
particular matter. The references contain abbreviations as follows:

Abbr. Reference

CD Customs Directive

CFR Code of Federal Regulations

CR Customs Regulations (Title 19 CFR)

CSD Customs Legal Decision published in Customs Bulletin

FR Federal Register

FTZA Foreign-Trade Zones Act of 1934, as amended (19 USC 81a-81u)

FTZM Foreign-Trade Zone Manual

FTZO Foreign-Trade Zone Board Order

FTZR Foreign-Trade Zone Regulations (15 CFR Part 400)

HQ. Ltr. Unpublished Customs Headquarters Letter

HTS Harmonized Tariff Schedule of the U.S.

HQR Published Headquarters Rulings

LD Unpublished Customs Legal Determination

MS Customs Manual Supplement

OCOD Office of Commercial Operations Decision published in Customs
Bulletin

PL Public Law

Slip Op Slip Opinion of the Court

TA Tariff Act of 1930, as amended (Title 19 USC and 18 USC 541-552)

TD Treasury Decision published in Customs Bulletin

uscC United States Code

UST United States Treaties in Force



1.4 Instructions vs. Guidelines - As previously stated in Section 1.2 herein, this Manual
does not have the force of law and is intended only as a convenient compilation of cited
reference materials. Generally, mandatory instructions for Customs officers or zone
grantees or operators are conveyed through use of the word "shall" and are based on
requirements of law, regulation, or in the case of Customs officers, direction from Customs
Headquarters. Guidelines are also provided in this manual. Guidelines do not have the
force of law; however, they do express Customs preference, or an area in which Customs
management may exercise some discretion or judgement. These guidelines are conveyed
through use of the word "may" or "should," the wording of section headings, or the context
of the section or paragraph. While every effort was made to carefully choose the correct
words for this manual, it must be understood that distinctions between instructions and
guidelines may not be easy to determine. All questions concerning what is or is not legally
required should be referred to the Office of Field Operations at U.S. Customs Service
Headquarters at 202-927-0300.

1.5 Port Director Authority - Whenever the term "Port Director" appears in this Manual, it
refers not only to Customs Port Directors themselves, but also to any Customs officer to
whom a Port Director delegates authority to carry out a task. Thus, the term may refer to
Port Directors, Customs inspectors, import specialists, entry specialists, or any other
Customs officer.

1.6 Customs Issuances - The Customs Issuance System is used to provide instructions,
guidelines, and other information to Customs officers as to interpretations and procedures
for carrying out U.S. laws and regulations. Most of the issuances are Customs Directives
(CD's) which superseded, in 1983, an older format known as Manual Supplements (MS's).

1.7 Rulings and Disagreements - Anyone who desires an interpretation or explanation of
any law or regulation administered by Customs may request a ruling on the matter under
the procedures in Part 177 of the Customs Regulations, 19 CFR Pt. 177. A ruling issued
under this procedure represents the official position of the Customs Service in the matter.
Any question or disagreement concerning a Customs issuance should be directed to the
issuing office. Any disagreement or question concerning a matter involving the judgement
or discretion of the Port Director should be directed to Customs Headquarters after the
matter has been fully discussed with the Port Director.

1.8 Disclosure of Information - Information in Customs possession affecting foreign-trade
zone grantees, operators, and users is subject to the Freedom of Information Act (FOIA)
(5 USC 552). Information exempt from disclosure is listed in section 103.12 of the
Customs Regulations, 19 CFR 103.12, which includes trade secrets, confidential financial
and business information and material involving personal privacy.

1.9 Local Customs Procedures - This Manual contains and describes instructions,
guidelines, and procedures authorized by Customs Headquarters for use throughout the
U.S. Customs territory. Customs ports may adopt additional service-wide procedures
which are within the confines of the regulations and are not covered by the Manual. If local
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procedures conflict with service-wide procedures and/or this Manual, operators and users
are invited to identify the conflict to Customs Headquarters, Office of Field Operations, for
resolution, or request that the port resolve the matter through an Internal Advice procedure
under 19 CFR 177.11. Zone users are also encouraged to confer with their grantees
and/or operators to ensure that issues of conflict are not simple misunderstandings.

1.10 Automated Procedures - Certain activity involving zones utilize federal agency
automated procedures. The U.S. Census Bureau maintains automated procedures for the
monthly direct transmittal of CF 214 data. If they are approved for direct transmission of
data to the Census Bureau zone operators may be eligible for blanket CF 214 (19 CFR
146.32(d)) procedures or for cumulative CF 214 (19 CFR 146.40(c)(1)) if approved for
direct delivery. If these procedures are utilized notification to Customs is required by
marking Box 14 of the CF 214 document. Customs entries for merchandise transferred to
the Customs territory may utilize the Customs ABI/ACH System. The CF 7501 may be
utilized for Customs entry with the entry being treated as a live entry. (Entry summary filed
at the time of entry with estimated duties attached or electronic payment). Customs
continues to encourage zone operators and users to develop and implement automated
systems which are effective in reducing unnecessary paperwork, simplifying procedures,
and reducing the need for direct Customs supervision, consistent with maintaining the
integrity of audit-inspection supervision and which are within the confines of the Customs
regulations. However, users and operators must understand that those procedures may
be superseded by future automation efforts developed by Customs. The use of such
automated systems permits, in some cases, greater exercise of Port Director discretion to
supplement and amplify service-wide procedures.



Chapter 2

LAWS, REGULATIONS, ORGANIZATION, DUTIES, AND GENERAL
INFORMATION CONCERNING FOREIGN-TRADE ZONES

2.1 Laws and Regulations - Foreign-trade zones operate under the Foreign-Trade Zones
Act and two sets of regulations; the Foreign-Trade Zones Regulations (15 CFR Part 400)
and the Customs Regulations (19 CFR Part 146). They are also affected by other laws
and regulations. This section deals with the interplay among the various laws and
regulations and how they are applied in zones. Whenever the term “zone” or “FTZ” is used
in this manual, it is understood to include subzones, unless the context indicates
otherwise.

(a) Foreign-Trade Zones Act - The principal statute governing foreign-trade zones is
the Foreign-Trade Zones Act of 1934 (FTZA), which has been codified in the United
States Code as Title 19, Sections 81a through 81u. The FTZA has been
periodically amended. The FTZA generally covers how and where zones are
established, how they are administered, and what may and may not be done in
them. Every zone grantee and operator, and most zone users, should have a copy
of the FTZA, updated with recent amendments.

(b) Foreign-Trade Zone Regulations - The Foreign-Trade Zones Regulations
provide regulations and procedures on how zones are established and modified;
how they are to be managed and administered by zone grantees and operators;
and how the Foreign-Trade Zones Board conducts its business.

(c) Customs Laws and Regulations - Merchandise of every description, except such
as is prohibited by law, may be brought into a foreign-trade zone and stored or
processed there under certain circumstances without being subject to the Customs
laws of the United States. (19 USC 81c(a)). "Customs laws" means, generally, the
laws codified in Title 19 of the U.S. Code, including the Harmonized Tariff Schedule
of the United States. The Foreign-Trade Zones Act itself is a Customs law, since it
is codified in Title 19. "Customs laws" also includes Sections 541 through 552 of
Title 18, U.S. Code, since they were included in the original Tariff Act of 1930, most
of which was codified in Title 19.

(1) Applicability of Customs Laws - Except as otherwise provided, Customs
laws are not usually applicable in zones. However, they are applicable to
merchandise passing through U.S. Custom’s territory before admission to, or
after transfer from, foreign-trade zones. Customs laws are also applicable to
prohibited merchandise in a zone (see Section 6.2 FTZM), vessels and
aircraft entering or leaving a zone (see Section 2.5 FTZM), and merchandise
which has been brought into a zone for purposes not specified in the Act.
(Section 15 CFR 400.1(c)).



(2) Significance of Customs Regulations - The Secretary of the Treasury has
authority to prescribe rules and regulations for zones concerning protection
of the revenue. (19 USC 81c, 81a and 810(b)). This authority has been
carried out through the Customs Regulations (19 CFR Part 146).

(d) Other Federal Laws - Since the FTZA specifically excludes, under certain
circumstances, only the application of Customs laws, most other federal laws are
applicable in zones, such as those affecting public health, immigration, labor,
welfare, and income tax. Many laws and regulations governing exportation which
are enforced by Customs are applicable in zones, such as those in 15 CFR Parts
772 and 773 and in 22 CFR Parts 121 through 130 (see Section 9.12(2)(b) FTZM).
Furthermore, various Federal regulations may be applicable to zones, many of them
dealing with specific kinds of merchandise or activities concerning merchandise in
zones. The Board shall cooperate with Customs and such other Federal agencies
that have jurisdiction in ports of entry. (19 USC 81i and 15 CFR 400.12(e)). All FTZ
participants should carefully consider the impact of Federal Agency laws. Federal
agencies with the most direct involvement with zones include Bureau of Alcohol,
Tobacco and Firearms (BATF); Federal Communications Commission (FCC);
Environmental Protection Agency (EPA); Food and Drug Administration (FDA);
Department of Agriculture (USDA); and Fish and Wildlife Service (USF&W). All
such agencies normally have specific regulations, guidelines, etc. that directly relate
to zone activity.

(e) State and Local Laws and Regulations - Generally, state and local laws are
applicable in zones, except to the extent they are preempted by Federal laws or the
constitution. The Board is directed to cooperate with the state, subdivision, and
municipality in which a zone is located in the exercise of their police, sanitary, and
other powers in connection with the zone. (19 USC 81i and 15 CFR 400.41).

(1) Commerce Clause of the Constitution - The Constitution reserves to
Congress the power to regulate commerce with foreign nations (Article I,
Section 8, Clause 3, U.S. Constitution) and prohibits states from levying
duties on imports and exports (Article 1, Section 10, Clause 2, U.S.
Constitution). State laws and regulations are not applicable in foreign-trade
zones to the extent that they would contravene the Constitution and federal
laws under the Constitution. Federal law may implicitly preempt state law to
the extent that state law conflicts with federal regulations. To the extent that
a state law would encumber ease of legal transshipment through a
foreign-trade zone by requiring unnecessary regulation of goods in which the
state has no interest, the law frustrates the goal of the FTZA to facilitate use
of United States ports for the legal transshipment of goods in foreign
commerce. [3M Health Care, Ltd. v. Grant, 908 F.2d 918 (11th Cir. 1990)].



(2) State and Local Ad Valorem Taxes - The FTZA specifically prohibits state
and local ad valorem taxation of imported tangible personal property stored
or processed in a zone, or of tangible personal property produced in the U.S.
and held in a zone for exportation in either its original or its processed form.
(19 USC 810(e); Deer Park Independent School District v. Harris County
Appraisal Dist., 132 F. 3d 1095 (5" cir. 1998) cert denied, 118 S. Ct. 2343,
141 L. Ed 2d 714).

(3) State Tax Laws - Some states have specific legislation conferring certain
benefits on zone users.

(4) Ad Valorem Personal Property Taxes - The FTZ Act provides an
exemption for certain merchandise held in a foreign-trade zone. Some states
have other laws that may apply to the merchandise.

(5) Enabling Legislation - Foreign-Trade Zones Board Regulations requires
that all states have specific legislation conferring authority to submit
applications to the Foreign-Trade Zones Board. This legislation should be
analyzed for specific requirements on a state-by-state basis. (15 CFR
400.22(b)).

(f) Zone Grantee Schedules - A foreign-trade zone shall be operated, maintained,
and administered by the grantee in accordance with the schedule fixed by the
grantee and reviewed and accepted by the Foreign-Trade Zones Board prior to the
start of operations. The schedule shall be available for review at the offices of the
zone grantee and operator with a copy submitted to the Port Director. All persons
entering the zone for any reason whatsoever are bound by the schedule in addition
to applicable government regulations. Specifications for zone grantee schedules
are set forth in 15 CFR 400.42(b).

2.2 Foreign-Trade Zones Board - The Board is responsible for the establishment,
maintenance, and administration of foreign-trade zones under the FTZA. In addition, any
questions regarding the specific scope of authority (in terms of products, components and
activities allowed) are determined by the FTZB. The U.S. Customs Service is responsible
for carrying out the Tariff Act and various other laws and regulations in respect to
foreign-trade zones. This section identifies the duties and responsibilities of the members
of the Board and the role of the Customs Service in zones.

(a) Makeup and Authority of the Board - The Foreign-Trade Zones Board consists of
the Secretary of Commerce, who is chairman and executive officer of the Board and
the Secretary of the Treasury. (19 USC 81a(b)). As set forth in Section 15 CFR
400.11 the Board has authority to:

(1)  Prescribe rules and regulations concerning zones;



(2) Issue grants of authority for zones and subzones, and approve
modifications to the original zone project;

(3)  Approve manufacturing and processing activity in zones and subzones
as described in subpart D of 15 CFR Pt. 400;

(4)  Make determinations on matters requiring Board decisions under 15
CFR Pt. 400;

(5) Decide appeals in regard to certain decisions of the Commerce
Department's Assistant Secretary for Import Administration or the
Executive Secretary;

(6) Inspect the premises, operations and accounts of zone grantees and
zone operators;

(7)  Require zone grantees to report on zone operations;
(8) Report annually to the Congress on zone operations;
(9)  Restrict or prohibit zone operations;

(10) Impose fines for violations of the Foreign-Trade Zones Act and this
part;

(11)  Revoke grants of authority for cause; and,

(12) Determine, as appropriate, whether zone activity is or would be in the
public interest or detrimental to the public interest.

(b) Presidential Direction to Furnish Records - The President may direct Federal
agencies to cooperate with the Board to facilitate Board investigations and duties in
the establishment, operation, and maintenance of zones. (19 USC 81j). Through
Executive Order 7104, the President did direct that Federal agencies furnish
records and detail officers as may be required by the Board.

(c) Committee of Alternates - The Secretaries of Commerce and Treasury have
rarely, if ever, convened in person to conduct Board business. Instead, they are
authorized to appoint alternates authorized to act in an official capacity for them.
(15 CFR 400.11(c)). The secretaries or their alternates meet periodically as
necessary to consider policy issues involving the Board. However, routine official
Board business is conducted by memoranda and other correspondence circulated
among the alternates.



(d) Executive Secretary - The Executive Secretary of the Board is appointed by the
Secretary of Commerce, as chairman of the Board, to be the chief operating official
of the Board. The principal duties of the Executive Secretary, are set forth in 15
CFR 400.12.

The Executive Secretary has a staff in the International Trade Administration,
Department of Commerce headquarters office, which assists in carrying out these
duties.

(e) Customs Service Role - The U.S. Customs Service carries out most of the duties
and responsibilities of the Secretary of the Treasury, under the FTZA. This includes
the preparation and implementation of the rules and regulations approved by the
Secretary of the Treasury under Sections 81 c, e, and o (b) of the FTZA and the
assignment of the necessary Customs officers to perform zone related work under
19 USC 81d. However, the Customs Service does not represent the Secretary of
the Treasury in any matter pertaining to zones which is (1) of a policy-making
nature; or (2) within the authority of another agency of the Department of the
Treasury, for which authority has not been delegated to the Commissioner of
Customs, such as the Bureau of Alcohol, Tobacco and Firearms or the Internal
Revenue Service.

(1) Principal Customs Concern - The principal interest and concern of
Customs in zones is control of merchandise moving to and from the zone, to
see that all revenue is collected properly and that all zone procedures are in
compliance with the FTZA and all laws and regulations pertaining to zone
use.

(2) Port Director as Representative of the Board - The Port Director who has
jurisdiction over a port containing a zone is, in addition to his or her other
duties as an officer of the Customs Service, is the local representative of the
Board. He or she may call upon local representatives of other government
agencies for advice in matters pertaining to the operation, maintenance, and
administration of zones. (15 CFR 400.41 and 19 CFR 146.2).

(a) Duties as Representative - In his or her role as local representative
of the Board, the Port Director acts as the "eyes and ears" of the
Executive Secretary and the Board. The duties include, conducting
general oversight of the activities of the grantee, operator, and zone
users, and reporting exceptions to the Executive Secretary. The Port
Director will consult with and make recommendations to the Executive
Secretary on any zone boundary modification upon request of the
grantee or the FTZB staff. (15 CFR 400.26(a)(2) and Section 4.4(a)
FTZM) Custom’s approval is always subject to activation conditions,
and shall be so stated in the Port Director's comments. The Port
Director has no enforcement authority as local representative of the
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Board beyond that conferred by the FTZR or Board Order. However,
the Executive Secretary usually relies on the Port Director's advice on
local zone matters. C.D. 089-3210-025.

(3) Customs Neutrality Policy - Consistent with its role as a law enforcement
agency, it is the policy of the Customs Service to neither encourage nor
discourage the establishment or the use of foreign-trade zones. Customs
officers are not authorized to advise any party whether to use one zone in
preference to another, or to use a zone at all instead of another facility or
administrative mechanism in the Customs territory.

(f) Other Agencies - Since the Board and other Federal agencies are directed to
cooperate with one another (19 USC 81i and 81j), zone operators and users may
expect to deal with a number of agencies, other than Customs, concerning
merchandise or activities in the zone falling within their jurisdiction.

2.3 Grantee, Operator, and User Duties and Responsibilities - The Foreign-Trade Zones
Board does not own or operate any zones. Rather, it provides grants of authority to
applicants to establish, operate, and maintain zones. The grantee may execute a contract
with another party, usually in the private sector, for the operational management of the
zone. Various tenants may lease space or construct buildings in the zone and physically
manage their operations in the buildings, while others may pay a zone operator a fee for
handling their merchandise and performing related services.

(a) Grantees - A grantee is a public or private corporation, as defined in section
400.2, Title 15, Code of Federal Regulations, to which the privilege of establishing,
operating, or maintaining a foreign-trade zone project has been given. The principal
responsibilities of a grantee are to:

(1) provide and maintain facilities in connection with a zone according to the
provisions of 19 USC 81I:

(2) operate the zone as a public utility with fair and reasonable rates and
charges for all zone services and privileges, and afford to all who apply for
the use of the zone and its facilities and provide uniform treatment under like
conditions, in accordance with 19 USC 81n and 15 CFR 400.42(b);

(3) make to the Board annually, and at such other times as it may prescribe,
reports containing such information as the Board may require (19 USC 81p
(b) and 15 CFR 400.46(d));

(4) maintain books, records, and accounts in accordance with the provisions
of 15 CFR 400.46(a), (b);
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(5) apply to the Board for a grant of authority to establish a subzone or to
expand or otherwise modify its zone project (15 CFR 400.22(d),
400.26(a)(1));

(6) to permit the erection of buildings necessary to carry out the approved
zone project in accordance with 19 USC 81m and15 CFR 400.28(a)(6);

(7) operate, maintain, and administer the zone project under the FTZA,
FTZR, CR, applicable laws and regulations administered by Customs for
other agencies or administered directly by other agencies, and the schedules
of rates and charges made and fixed by the grantee, in accordance with 15
CFR 400.41, 400.42(b)(1);

(8) make written application to the Port Director for approval of a new zone
operator, pursuant to 19 CFR146.7(e), (f);

(9) the grantee may make application if acting as the operator or must
provide concurrence to a request for activation, de-activation or reactivation.

(b) Operators - An operator is a corporation, partnership, or person that operates a
zone or subzone under the terms of an agreement with the zone grantee. (19 CFR
400.2(q). For Customs purpose, the term “operator” includes a zone grantee that
operates its own zone. (19 CFR 146.1(b). Activation of a zone requires the
execution of a Foreign-Trade Zone operator’'s bond on Customs Form 301, which
contains the bond conditions required by 19 CFR 113.73. (19 CFR 146.6(d), (c).
The bond insures the principals’ agreement to comply with the pertinent laws and
Customs regulations, and section 146.4, Customs regulations and delineates the
particular responsibilities of the operator. The grantee may also be considered the
operator for Customs Regulation purposes.

(c) Zone Users - A zone user is a corporation, partnership, or person that uses a
zone under agreement with the zone grantee or operator for storage, handling,
processing, or manufacturing of merchandise in zone status, whether foreign or
domestic. (15 CFR 400.2(t) and 19 CFR 146.1(b)). Usually, the zone user is the
entity which requests a Customs permit to admit, process, or remove zone status
merchandise. In subzones, the operator and user are usually the same entity. They
may be permitted by the grantee to construct their own buildings or structures in
which they conduct their own business, according to the provisions of 19 USC 81m
and 15 CFR 400.28(a)(6). They are sometimes referred to as "tenants", but the
more inclusive term "users" is used in this Manual.

2.4 Subzones - A subzone is a special-purpose zone established as part of a zone project
for a limited purpose that cannot be accommodated within an existing zone. (19 CFR
146.1(b)(17) and 15 CFR 400.2(n)). A subzone may be authorized if the Board finds that
the operation cannot be served in the existing zone project and meets the required public
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interest test in 15 CFR 400.23(b). Subzones were originally authorized in 1952 under
FTZO 29, and the courts have approved subzone designations. See,e.g., Armco Steel v.
Stans, 431 F2d 779 (2d Cir. 1970).

2.5 Vessels and Other Carriers - Vessels and carriers entering and leaving a zone are
subject to the laws of the United States, except as otherwise provided in the FTZA.
Vessels leaving a zone and arriving in the Customs territory are subject to regulation under
Title 19 CFR Part 4 to protect the revenue and carry out laws concerning navigation.
Foreign-flag vessels are not permitted to carry goods shipped from one zone to another
zone or port or points within the zone in the protected U.S. coastwise trade. (19 USC 81e
and 19 CFR 146.12(b)). Through the operation of 19 USC 1644a, the foregoing vessel
provisions are applicable also to aircraft entering and leaving a zone. The docking,
loading, and unloading facilities of a zone are intended primarily for the use of vessels,
aircraft, and vehicles loading or unloading zone merchandise. Their use for other
purposes may be terminated if found to endanger the revenue or impede the primary use
of the facility. (19 CFR 146.12(a)).

(@) Movement of Zone Merchandise - Imported merchandise, including that
imported in mail shipments, being transported to and from foreign-trade zones
through the Customs territory must be transported in bond under the provisions of
19 CFR Parts 18, 112, and 125. (19 CFR 146.11and 144.37(g)). Domestic goods
transported to a zone or goods removed from a zone comprised wholly of domestic
status products need not be transported in bond.

2.6 Supplies Used in Zone - Supplies brought into a zone for use in a manner other than
those uses enumerated in 19 USC 81c(a) are not entitled to exemption from applicable
duties, taxes and fees under the FTZA, and therefore do not have zone status. Such
supplies may include, but are not limited to, office furniture, office machines, and office
equipment, food to be eaten in the zone; and water and fuel which do not become part of a
zone product (except certain fuel noted in Section 2.6(a) FTZM which is exempt under the
FTZA).

(a) Receipt of Supplies - If such supplies are imported, they cannot be brought into
a zone without first being entered for consumption. Supplies which are produced in
a zone from imported material and consumed in the zone are considered by
Customs to have lost their exemption from duty under the FTZA, and must be
entered for consumption, except for certain petroleum refinery fuels covered by the
fact situation cited in Hawaiian Independent Refinery v. United States, 460 F. Supp.
1249 (Cust. Ct. 1978). (See CSD 79-418 and Section 11.6(j) FTZM).
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(b) Use - If imported merchandise in stock is withdrawn from stock for a use which
causes it to lose its exemption from duty under the FTZA, the article must be
entered for consumption. An example of use would be: a zone wholesaler dealing
in office furniture takes an office desk from stock and uses it in its own office
operation in the zone. What uses in a zone cause merchandise to be subject to, or
exempt from, duty under the FTZA are determined from the particular facts in a
situation. Borderline issues that may be raised concerning zone use should be
referred to Customs Headquarters, Office of Regulations and Rulings, for a ruling
under the procedures in Title 19 CFR Part 177.

2.7 Production Equipment — Section 81c(e), Title 19, US Code, allows zone users to defer
duty on production equipment that is intended for use in zone FTZ Board authorized
activity. It allows a zone user to admit equipment into the zone and assemble the
equipment prior to entry for consumption. Payment of duty would be deferred until such
equipment goes into use as production equipment as part of FTZ activity, at which time the
equipment is entered for consumption as equipment. Alternatively, production equipment
that is not for use within a zone may continue to be treated as normal merchandise.
Questions regarding the definition of production equipment shall be directed to the
Foreign-Trade Zone Board staff.

2.8 Customs Forms - Customs forms unique to zones are Customs Forms 214 and 216.
Their uses are described in Parts 6 and 8 and the Appendix to the FTZM. These forms are
authorized to be printed by foreign-trade zone grantees and operators, customhouse
brokers, importers, and other parties using foreign-trade zones, in a format which complies
with the forms as approved by the Office of Management and Budget and on a quality of
paper commensurate with that used by Customs. The letterhead of the foreign-trade zone
grantee or operator, in its own design, may appear in the space designated in these forms
for zone location and address. The forms may be printed in color-coded copies, in multiple
carbon copies, or as continuous forms for automated use, so long as they conform to the
format of the approved forms. Continuation sheets are also authorized to be printed, so
long as the header information and the format of the sheet clearly identify the continued
information. Operators and users are authorized to use computer-generated forms, as
long as the forms comply with the provisions listed above. Additional authorization must
be obtained from the Bureau of the Census to ensure that any computer-generated
information meets the requirements of that agency. The Customs Service prints and
maintains a small stock of FTZ forms for occasional use by the public at its port offices and
as a starter supply for newly-established foreign-trade zones for copying and reproduction
purposes. A camera ready copy of Customs Forms, e.g., Customs Forms 214, 214A, 216,
etc., may be obtained upon request from the following by mail or telephone:
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U.S. Customs Service
Paperwork Management Branch
1300 Pennsylvania Avenue, NW
Washington, D.C. 20229

(202) 927-0674
http://www.customs.gov

Note: The camera copy will provide the user with the current version of the requested
Customs Form and ensure clarity in reproduction and copying.

2.9 Place of Filing and Merchandise Examination - It is Customs policy that all admission
and entry documentation, and all other applications for permits, for merchandise destined
to, in, or being transferred from, a foreign-trade zone will be presented to Customs at a
location within a port of entry, even if the zone is outside the port of entry. Such
documentation may be delivered to Customs by customhouse brokers, messengers,
couriers, electronic transmission, facsimile or any other means that is administratively
acceptable and within the law and regulations. (See, e.g., CSD 87-2). It is also Customs
policy that, if merchandise is to be physically examined or inspected before admission to a
zone or upon transfer from a zone, the examination or inspection, with the exceptions
noted below, will be conducted only within a port of entry. Customs may choose to
examine zone merchandise within the zone. (See Sections 6.7(d), 9.6(a), and 9.7(f)
FTZM) Otherwise, a bonded carrier or cartman will be required to deliver the merchandise
to a location designated by Customs for the examination of the merchandise. Section
112.2, Customs Regulations, governs procedures by which FTZ operators can move
merchandise without utilizing a carrier or cartman.

The port of entry covered by this policy will normally be the port of entry having supervisory
responsibility for the zone where the merchandise is destined or located. However, at the
discretion of the affected Port Directors, the documentation or merchandise may be
delivered to a different port of entry for processing or examination.

(a) Exceptions - Foreign-trade zone merchandise may be examined or inspected
outside a port of entry when:

(1) itis in the interest of Customs;
(2) proper examination or inspection requires the use of special facilities or
equipment which the Port Director is satisfied cannot be made available

within a port of entry;

(3) the merchandise is incapable of being delivered to the port of entry, e.g.,
oversized article or component; or,
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(4) there is a concurrence, under unusual and isolated circumstances, by
Customs Headquarters, Assistant Commissioner, Office of Field Operations,
in such an examination or inspection.

(b) Delivery Procedures - Merchandise covered by this policy will be delivered to
and from the examination or inspection site by a bonded carrier or licensed cartman
under the procedures specified in 19 CFR Parts 18 and 125. Foreign-trade zone
operators who carry their own merchandise may be designated as private carriers
under the procedures of 19 CFR Part 112, Subpart B. Any qualifying operator may
be licensed as a cartman under the procedures of 19 CFR Part 112, Subparts C
and D. Pursuant to 19 CFR 112.2 b, any FTZ operator is authorized to transfer
merchandise to their zone from within the geographic boundaries of its former
Customs district without the necessity of obtaining a cartmans license.
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Chapter 3

SUPERVISION OF FOREIGN-TRADE ZONES, GRANTEE AND
OPERATOR RESPONSIBILITIES, AND CUSTOMS FEES

3.1 General - All regulations concerning protection of the revenue are approved by the
Secretary of the Treasury. (19 USC 810(b)). The Commissioner of Customs, through
authority delegated from the Secretary of the Treasury, assigns the necessary Customs
Officers to protect the revenue and to provide for the entry of foreign merchandise into
Customs territory. (See 19 USC 81d). The cost of maintaining the additional Customs
service required under the FTZA will be paid by the operator of the zone. (19 USC 81n).
However, see Section 3.11(a) FTZM concerning the suspension of foreign-trade zone fees
and charges. For many years, Customs protected the revenue in zones through physical
supervision of all merchandise receipts and deliveries to and from the zone, and of all zone
processing operations. Zones and subzones are now managed by Customs under an
audit-inspection method which means that Customs does not maintain inventory records
and Customs officers are not routinely physically assigned to the premises. TD 86-16.

3.2 Audit-Inspection Supervision - The 1986 amendments did not change the law, and the
Secretary of the Treasury, through the U.S. Customs Service, is still charged with
protecting the revenue in zones. However, the operator now exercises physical
supervision of zones, while Customs exercises general supervision through the
audit-inspection program. Audit-inspection is a comprehensive program based on the
following 6 principles:

(a) determination by Customs of the identity and nature of merchandise before or
upon its deposit in the zone so that the initial responsibility of the operator for the
merchandise can be reliably determined;

(b) issuance of a prior permit by Customs to the operator for receipt, delivery from
the zone, and any processing in the zone;
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(c) assumption of responsibility by the operator for the merchandise in the zone,
including physical supervision, security, recordkeeping, storage conditions, and
processing (quantities of merchandise received or delivered are determined jointly
by the operator and the delivering or receiving carrier);

(d) performance by Customs of audits and compliance reviews (formerly spot
checks) to verify whether the operator is properly supervising the zone and
maintaining the records in compliance with the laws and regulations;

(e) adequate bonding of the operator and assessment of liquidated damages by
Customs to assure compliance with the requirements for proper supervision by the
operator; and

(f) authority for Customs to suspend activated status for a period not to exceed 90
days, or by Board order, to continue suspension of activated status of any zone
operation that cannot or does not comply with the laws and regulations for zones.
(19 CFR 146.82). The Port Director may at any time recommend to the Board that
the grant of authority be revoked for willful and repeated violations of the Act. (19
CFR 146.83).

3.3 Customs Supervision- The extent and character of Customs supervision of zones and
zone transactions shall be in accordance with 19 USC 81a-u, 1646a, 19 CFR 161.2, and
19 CFR Part 146. The Port Director may detail, assign or request a Customs officer to
supervise any transaction or procedure at a foreign-trade zone. Customs supervision may
be exercised through but not limited to audits of records, quantity counts of merchandise in
inventory, compliance reviews (formerly spot checks) of selected transactions or
procedures, or reviews of record-keeping, security, or storage conditions. (19 CFR 146.3)

(a) Physical Supervision - The Port Director may order the physical supervision by a
Customs officer of any merchandise transaction in a zone regarding zone status
merchandise for which a Customs permit is required, (19 CFR 146.3(b)), in the
same manner as such supervision was performed prior to the inception of the
audit-inspection program under TD 86-16 (see Section 3.1 FTZM). However,
supervision is usually conducted through the audit-inspection method. (See
Sections 10.4(e) and 13.6 FTZM)

(b) Security Service - Although the operator may contract for guard service to
provide the necessary security service at zones (19 CFR 146.4(c)) this does not
limit the authority of the Port Director to assign Customs Officers to the zone to
protect the revenue as provided in Section 81d, Title 19. (19 CFR 146.4(g) and
Section 8.7(b) FTZM).

(c) Access to Zones - The zone operator must permit Customs officers access to
the zone. (19 CFR 146.4(b)). Customs officers will properly identify themselves to
company security personnel at the company's initial security point. To permit
proper access, the operator must furnish to Customs officers special equipment
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(and, where applicable, the personnel to properly use the equipment) for conducting
compliance reviews (formerly spot checks) or audits, such as weighing, gauging,
and measuring equipment; protective clothing (for cold storage, hazardous
substances, safety hardhat, etc.); and provide access to available computers and
peripheral equipment. Providing proper access also includes the explanation by the
operator of procedures and transactions in the operator's or user's inventory and
recordkeeping system. The operator should cooperate in any compliance review
(formerly spot checks), audit, or other lawful Customs action, including the location
of records and merchandise, so as to achieve its prompt completion and assure a
rapid return to normal zone operation. Customs officers should respect operator
and zone user security, health, safety, and union work rule procedures, to the extent
that they do not interfere with a proper audit or compliance review (formerly spot
checks) of the zone. At the discretion of the Customs officer zone personnel may
accompany the Customs officer during a compliance review (formerly spot check).

3.4 Audits - An audit is a systematic and thorough check of the operator's (and sometimes
a user's) inventory and financial records against zone lot numbers (see Section 6.7(a)(4)
FTZM) or unique identification number (UIN's) and against the actual quantity of
merchandise in the zone. Audits are conducted by non-uniformed Customs regulatory
auditors. Audits are conducted much less frequently than Compliance Reviews (formerly
spot checks) (See Section 3.5 FTZM). Their frequency is closely held information, which
is not disclosed by Customs. Audits are much more intense and of longer duration than
compliance reviews, (formerly spot checks) and may generally be expected to last from a
week to several months, depending on the size of the inventory, initial problems disclosed,
kinds of merchandise in the zone, and many other factors. Auditors may be expected to
look at all kinds of zone transactions, conditions, and requirements, for not only the current
year but also for past years. For companies using lot systems, auditors may request
access to closed as well as open lot files.

(a) Notification and Arrival - Auditors, in contrast to inspectional compliance review
(formerly spot check) officers, provide advance notification of an audit, except when
it is in Customs interest to conduct an unannounced audit. Upon arrival, auditors
shall announce themselves to the appointed representative of the operator or users.
The operator or users may request appropriate government identification of the
auditors. (19 USC 1509(b)).

(b) Closeout - Auditors shall provide a closeout interview with the operator and
users to discuss their findings. Their findings are tentative, since they must be
reviewed by Field Regulatory Audit management before presentation to the Port
Director. The Port Director, not the auditor, takes management action on the audit
findings.

3.5 Compliance Reviews (Formerly Spot Checks) - Port Directors are required to conduct
compliance reviews (formerly spot checks) based on the port's risk assessment of the
individual zone, as outlined in the Compliance Review Handbook (formerly Customs
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Directive 3210-27 dated July 6, 1989). (19 CFR 146.3(b) and 161.1). A compliance
review (formerly spot check) is a visit by one or more Customs officers usually uniformed
Inspectors, from a port office to physically observe or examine transactions, records,
procedures, or conditions in the zone. The purposes of compliance reviews (formerly spot
checks) are to (1) determine whether the operator and users are in compliance with
applicable laws, regulations, and Customs procedures: (2) provide Customs auditors with
information in planning and conducting audits of the zone records, and (3) to determine the
risk associated with each zone within the ports’ jurisdiction. Customs officers shall not
conduct audits or compliance reviews (formerly spot checks) under unsafe conditions, e.g.,
where there are tottering stacks of merchandise or damaged and exposed containers of
hazardous substances, until the deficiency has been corrected (19 CFR 146.4 (f)).

(a) Notification and Arrival - Compliance reviews (formerly spot checks) are made
without advance notification to the operator or user except when prior notification is
in the interest of Customs. However, the officers shall announce their arrival to the
manager or person in charge at the zone and at the user's premises before the
compliance review (formerly spot check) is started. Operators and users may
request identification by badge number from uniformed officers and by U.S.
Government identification card from non-uniformed officers. The officers may invite
the manager or person in charge to have a representative present during the
compliance review (formerly spot check), but they will not be required to have a
representative present, except as needed to locate records or merchandise, move
merchandise, operate special equipment, or otherwise provide access to the
merchandise and records. Customs officers should seek to minimize disruption of
the day-to-day operations of the zone.

(b) Duration, Frequency, and Conduct - A compliance review (formerly spot check)
will generally be limited to a day or two, to allow the widest possible Customs
presence at zones. However, a compliance review (formerly spot check) may be
extended in duration, at the discretion of the Port Director, for a further check on the
basis of initial findings. The frequency of compliance reviews (formerly spot checks)
will depend on Customs assessment of the risk represented by the zone. Risk is
the degree of exposure to the chance of non-compliance that would result in loss or
injury to trade, industry or the public.

The following four steps should be applied to the risk management process:

Step 1: Collect Data and Information
Step 2: Analyze and Assess Risk
Step 3: Prescribe Action

Step 4: Track and Report

Based on the port’s risk assessment, the annual minimum frequency is: High - not
fewer than three compliance reviews (formerly spot checks) per year; Medium - not
fewer than two compliance reviews (formerly spot checks) per year; and Low — for
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low risk manufacturing subzones, schedule at least one compliance reviews
(formerly spot checks) per year. Customs officers will usually conduct a quantity
count of selected zone lots or inventory categories of merchandise (UIN's), and
reconcile the quantity count with the quantity reported in records in the zone
admission file and/or the operator's inventory and recordkeeping system. However,
they may at times focus compliance review (formerly spot check) efforts on security,
safety, housekeeping, receipt or delivery procedures, deletion of merchandise from
zone inventories, or other conditions or transactions considered significant in their
assessment of the zone's risk. Compliance reviews (formerly spot checks) in
manufacturing subzones generally focus on the operator's records and
de-emphasizes quantity counts of physical inventory.

(c) Completion and Closeout - If Customs officers are unable to reconcile a
discrepancy between their quantity count, and the balance in the operator's
inventory recordkeeping system, they shall give the operator (and user, if
applicable) an opportunity to resolve the discrepancy before the compliance review
(formerly spot check) is completed. At the end of the compliance review (formerly
spot check), the officers shall conduct a closeout interview with the person in charge
at the zone facility to relate their findings. In some cases, the officers may issue an
oral warning to correct a minor violation. Their findings are tentative, since they
must be reviewed by port management before any specific action is taken.
However, any action subsequently taken should come as no surprise to the
operator or user. The person in charge may provide comment to port management
during the closeout interview or later to explain apparent violations or to seek to
avoid a claim for liquidated damages. Customs officers shall make follow-up visits
to the zone to determine whether minor violations have been corrected or to verify
assertions made by the operator.

3.6 Coordination of Audits and Compliance Reviews (FORMERLY SPOT CHECKS) -
Audits and compliance reviews (formerly spot checks) are separate and independent, but
mutually supporting, methods of verifying compliance by the operators with the laws,
regulations, and procedures.

3.7 Monitoring Foreign-Trade Zone Regulations - The Port Director, as resident
representative of the Board, may inspect zone operations for the purpose of informing the
Board whether the provisions of the FTZA and are being met. (See 15 CFR 400.41). The
operator shall comply with the Port Director's requirements, and make available such
records and reports as are necessary for a thorough and proper inspection of zone
activities. (15 CFR 400.46(a), (b)). The grantee shall act in compliance with the
Foreign-Trade Zones Board Regulations. (15 CFR 400.41).

3.8 Supervision by Operator - Under audit-inspection, the operator is responsible for all
aspects of physical supervision of the zone, except to the extent that the Port Director
chooses to conduct physical supervision. Generally, the operator is responsible for
supervising all receipts, deliveries, sampling, recordkeeping, manipulation, destruction,
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manufacturing, security, and storage conditions, in compliance with the laws and
regulations. The degree of supervision is that expected of a prudent manager of a
storage, manipulation, or manufacturing facility, and may take into account the degree of
supervision exercised by the zone user having physical possession of zone merchandise.
(19 CFR 146.4(a)).

3.9 Operator Responsibilities - The operator's responsibilities are set out in a number of
provisions of 19 CFR Parts 146 and 113. These responsibilities are significant in that
failure to carry them out may result in claims of liquidated damages against the operator,
or fines against the operator, as an agent of the grantee. (See Section 13.4 FTZM).

(a) Enforcement of Operator's Requirements - To assist in overall zone supervision,
all applications for permits to admit, manipulate, manufacture, exhibit, or destroy
merchandise in a zone must include the written concurrence of the operator. (19
CFR 146.9). Provision is made in Customs Forms 214 and 216 for the operator's
signature for concurrence. However, concurrence may be indicated by a separate
specific or blanket concurrence which states clearly what the concurrence covers.
No concurrence is required when the operator is the owner or purchaser of the
merchandise for which the permit is requested. No operator concurrence is
required for transfers of merchandise from a zone because, under 19 CFR
146.71(a), the merchandise is released by Customs to the operator, not to the
person making entry. The operator may subsequently release the merchandise to
the appropriate party. (19 CFR 146.9, 146.71 see; Section 8.6 FTZM). An operator
may, in its discretion, refuse to release merchandise to any person unwilling to be
bound by the FTZR or the grantee's regulations, or in violation of those regulations.
The Port Director shall deny any application for a permit which does not have the
concurrence of the operator, when required.

3.10 Grantee Liability - A grantee is a corporation to which the privilege of establishing,
operating, and maintaining a foreign-trade zone has been granted. (15 CFR 400.2(h), (r)).
The grant shall not be sold, conveyed, transferred, set over, or assigned. (15 CFR
400.28(a)(8)) Customs holds the operator and surety responsible for compliance in the
conditions of the Foreign-Trade Zone Operator’'s Bond. (19 CFR 113.73). However, the
execution of the bond by the operator does not lessen the liability of the grantee to comply
with the FTZA and the implementing regulations, in Titles 15 and 19 of the Code of Federal
Regulations. (19 CFR 146.6(e)). The grantee is not automatically liable for violations by
operators, users, or other parties when it delegates its authority to operate and maintain a
zone to another person and does not itself operate the zone. (15 CFR 400.28(a)(9)).

3.11 Customs Reimbursement and Fees - Section 81n, Title 19, USC, (19 USC 81n),
requires the operator to reimburse Customs for the additional service required to carry out
the FTZA. An annual fee was established under the regulation changes of TD 86-16 and
Section 19 CFR 146.5 to collect this reimbursement. However, collection of the fee was
suspended under the Omnibus Budget Reconciliation Act of 1987 (now codified as 19
USC 58c(e)(6)(C)(l)), during any period when fees are authorized under 19 USC 58c(a)).
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Since such fees are now authorized (such as the merchandise processing fee described
below), operators shall not pay the annual fee and Customs officers shall not collect it. In
effect, the cost of additional service is considered by Congress to be covered by the
merchandise processing fee.

(a) Activation and Alteration Fees - Operators were also subject under 19 CFR
146.6(b), and 146.7(a) to fees for applications to activate a zone, or to alter or
relocate the activated area of the zone. (See Sections 4.7(a) and 4.8(a) FTZM).
The purpose of these fees was to reimburse Customs for the cost of reviewing the
applications, including the cost of conducting security surveys and background
investigations. These fees were authorized under the Independent Offices
Appropriation Act (31 USC 9701), which requires Federal agencies to be as
self-sustaining as possible. However, the fees were suspended by the Omnibus
Budget Reconciliation Act, along with the annual fee, and shall not be paid by the
applicants.

(b) Merchandise Processing Fee (MPF) - Importers of record are responsible for
paying the merchandise processing fee as authorized under 19 USC 58c¢(a)(9) and
(b)(8). The amount of the MPF is 0.21 percent of the value of the merchandise for a
formal entry or release; however, the amount of the MPF may not exceed $485 or
be less than $25. A $3 surcharge is added for any manual entry or release. (19
CFR 24.23(b)(B)). The amount of the MPF for an informal entry is $2 for an
automated entry or release, and $6 for a manual entry or release not prepared by
Customs, or $9 for any automated or manual release fif it is prepared by Customs
officers. Except as noted in Section 3.11(b)(2) FTZM, the value of merchandise
subject to the MPF is determined according to the provisions of 19 USC 1401a (i.e.
dutiable value of the foreign non-duty paid merchandise, in the case of foreign-trade
zones). The MPF shall be deposited at the same time as the applicable duties as
provided in 19 CFR 141.101 (formal entries) or 19 CFR143.28 (informal entries),
and reported on Customs Form 7501 under Code 499 (formal entry), 311 (informal
entry), or 500 (manual surcharge), as applicable. (See sample in the Appendix to
the FTZM)

(1) Exemptions: See 19 CFR 24.23(c). The merchandise processing fee
may not be charged for the entry or release of any article that is:

(i) provided for under any item in Chapter 98 HTS, except subheading
9802.00.60 or 9802.00.80 (see Section 3.11(b)(2)(iii) and (iv) FTZM);

(i) a product of an insular possession of the United States;

(iif) products of least-developed beneficiary developing countries
(General Note 4(b)(i), HTS) and of beneficiary countries under the
Caribbean Basin Economic Recovery Act (General Note 7, HTS); 19
U.S.C. 58c (b) (8) (B);
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(iv) a product of Israel if an exemption with respect to the fee is
implemented under Section 112 of the Customs and Trade Act of
1990 (i.e., through negotiation of U.S.-Israel Free Trade Agreement);
19 USC 58c(b)(11) or

(v) covered by an entry for consumption filed to document shortages
reported to Customs under the provisions of Sections 19 CFR 146.53,
since these are not considered to be true entries or releases as
envisioned in 19 USC 58c.

(vi) merchandise described in General Note 19 HTSUS, merchandise
released under 19 USC 1321, and merchandise imported by mail.

(2) Partial Exemptions - A reduced merchandise processing fee is paid as
provided in this subsection

(i) Domestic Agricultural Products in Zone - In the case of agricultural
products of the U.S. which have been processed and packed in a
foreign-trade zone, the fee will be applied only to the value of the
foreign non-duty paid material used to make the containers for such
merchandise. (19 USC 58c¢(b)(8)(D)(v)).

(i) North American Free Trade Agreement — If PF status was attained
prior to June 30, 1999, the Merchandise Processing Fee is owed for
entries made after June 30, 1999. If PF status was attained on or
after June 30, 1999, no Merchandise Processing Fee is owed. For
NPF status merchandise, no Merchandise Processing Fee is owed.
Since January 1, 1994, goods originating in Canada, within the
meaning of General Note 12 of the HTS, and where such goods
qualify to be marked as goods of Canada, have not been subject to
the Merchandise Processing Fee.

(iif) Metal Articles Exported and Returned - In the case of merchandise
classifiable under subheading 9802.00.40 (metal articles which were
exported for repairs or alterations and have been reimported for
further processing), the fee will be applied only to the value of the
foreign repairs or alterations.

(iv) Articles Exported for Assembly and Returned - In the case of
merchandise classifiable under subheading 9802.00.80 (articles which
were exported for assembly and have been reimported), the fee will
be applied to the full value of the product less the cost or value of the
component U.S. products.
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(3) Weekly Entries - In the case of weekly entries under Section 19 CFR
146.63(c), the $485 maximum and $25 minimum fees are applicable to the
total amount covered by the entry summary, and not to the individual zone
transfers under 19 CFR 146.63(c), since there is only one entry or release.
However, a separate fee will be applied to any supplemental entries filed if
actual removals from the zone will exceed the amount estimated for the
weekly entry. (Section 9.8 FTZM).

(c) Harbor Maintenance Fee (HMF) - When imported cargo is unloaded from a
commercial vessel at a qualifying U.S. port and admitted into a foreign-trade zone,
the applicant for admission of that cargo into the zone may be subject to the harbor
maintenance fee as set forth in 19 CFR 24.24. (19 CFR 146.22(e)). It is important
to note that the zone status of the merchandise is irrelevant to the application of the
HMF. Commercial cargo loaded or unloaded from a commercial vessel is subject
to a port use fee, of .125 percent of its value. (26 USC 4461 and 19 CFR 24.24(a)).
The fee applies only if the cargo is loaded or unloaded at certain ports listed in
Section 19 CFR 24.24(b)(1). Foreign-trade zone users, not zone operators (unless,
they are also the applicant for admission, i.e., subzone operator), are subject to the
fee, although operators are encouraged to see that users are aware of their
responsibility to pay the fee. Users may also be subject to the fee for domestic
shipment(s) (19 CFR 24.24(e)(1)).

(1) Exemptions and Special Rules - The harbor maintenance fee is
applicable only to cargo loaded or unloaded from a commercial vessel in
qualifying ports. Therefore, cargo first unloaded from aircraft, land vehicles,
or otherwise not from a commercial vessel is exempt from the fee. Cargo
first unloaded from a vessel at a port not listed in 19 CFR 24.24(b)(1) is also
exempt from the fee. Other exemptions are set forth in 19 CFR 24.24(c).
Special rules applicable to intraport activities are set forth in 19 CFR
24.24(d)(1), (2).

(2) Import Vessel Movements - In cases where imported cargo is first
unloaded from a commercial vessel at a port within the definition of 19 CFR
24 24(b)(1) and admitted into a foreign-trade zone, the applicant for
admission (the person or corporation responsible for bringing the
merchandise into the zone) becomes responsible for the fee at the time of
unlading. The fee shall be paid on a quarterly basis by mailing a check or
money order payable to the U.S. Customs Service for all fees for the quarter,
and Customs Form 349 (see sample in the Appendix to the FTZM) covering
those fees, to U.S. Customs Service, P.O. Box 70915, Chicago, lllinois
60673-0915. An amended quarterly summary report, if applicable, shall be
filed on Customs Form 350 (see sample in the Appendix to the FTZM). Fees
shall be paid for all shipments unloaded and admitted to the zone during the
quarter or in the case of direct deliveries under 19 CFR 146.39 and 146.40,
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unloaded and received in the zone under the bond of the zone operator. (19
CFR 24.24(e)(3)(iii)) A properly filled-out sample of Customs Form 349 is
shown in the Appendix to the FTZM. The fee will not be assessed on any
shipment entitled to be entered under the informal entry procedures of 19
CFR 143.21, nor collected in the quarterly payment if the total value of all
shipments for which a fee was assessed during the quarter does not exceed
$10,000. (19 CFR 24.24(d)(3)(1), (4)).

(3) Domestic Vessel Movements - If merchandise is transferred from a zone
for transport on a commercial vessel to another U.S. port, the fee is payable
by the shipper (the person who pays the freight) on a quarterly basis in the
manner specified in 19 CFR 24.24(e)(1), and reported on Customs Form 349
(see sample in the Appendix to the FTZM), or on Customs Form 350 (see
sample in the Appendix to the FTZM), if applicable. Special intraport rules
apply to domestic movements as specified in 19 CFR 24.24(d)(1), (2). The
fee is not assessed on any domestic shipment whose value does not exceed
$1,000, nor collected if the total value of all shipments for which a fee was
assessed for the quarter does not exceed $10,000. (19 CFR 24.24(d)(3)(iii),

(4)).

(4) Administration of Harbor Fee - Quarterly payments are due no later than
31 days after the close of the quarterly period ending on the last day of
March, June, September, and December. (19 CFR 24.24(f)). Each applicant
for admission responsible for payment of the fee must maintain records
necessary for Customs to verify the accuracy of the fee computations and to
otherwise determine compliance with the law. These records must be
maintained for five years from the date of the fee calculation, and must be
made available for inspection or other official use by Customs. The applicant
for admission to the zone must advise the Director, Accounting Services,
Accounts Receivable, the name, address, EIN/IRS number, and telephone
number of a responsible officer of the payer who will verify records required
to be maintained as well as any changes to this information. The address is:
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P.O. Box 68903
Indianapolis, IN 46268

The penalty for failure to pay the harbor maintenance fee and file the
summary sheet at the time specified is an amount equal to the liquidated
damages assessable for late filing of an entry summary under 19 CFR
24 .24(h).
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Chapter 4

ESTABLISHMENT, ACTIVATION, ALTERATION, AND OTHER CHANGES

4.1 General - Putting a foreign-trade zone into operation is a two-stage process. The first
stage is gaining approval by the Board for a grant to establish, operate, and maintain the
zone. The FTZB issues guidelines for all types of applications. The guidelines can be
found on the FTZB website. The second stage is gaining approval by Customs for
activation to allow merchandise to be admitted to the zone in zone status. Only after the
approval of activation will users gain the benefits conferred under the FTZA. The same
two-stage process applies to changes in the approved area of the zone.

4.2 Application and Approval of Foreign-Trade Zone - Zone applications are approved
under the authority and procedures of the FTZA (19 USC 81), and the FTZR. (15 CFR
400.21 through 400.33). Zone economic, financial, and physical requirements are set forth
in 15 CFR 400.21 through 400.33. However, Board policy may call for other requirements,
and applicants are advised to consult with the Executive Secretary during the early stages
of interest in a zone to determine the specific filing and exhibit requirements for their zone
or subzone.

(a) Location Requirements - Foreign-trade zones are located in or adjacent to a port
of entry. (19 USC 81b). Ports of entry are listed in 19 CFR 101.3. Zones may be
located in communities that have Customs stations. The Board considers a
general-purpose location "adjacent" to a port of entry if it is within 60 statute miles or
90 minutes driving time from the outer limits of a port of entry as determined by the
Port Director. This mileage and driving time limitation is specific to general-purpose
zones, and not subzones. (15 CFR 400.21(b)(2)(i)). Subzones may be approved at
more distant locations. A subzone meets the adjacency requirement if; (a) proper
Customs oversight can be accomplished with physical and electronic means; (b) all
electronically produced records are maintained in a format compatible with the U.S.
Customs Service for the duration of the record period; and (c) the grantee/operator
agrees to present merchandise for examination at a Customs site selected by
Customs when requested, and further agrees to present all necessary documents
directly to the Customs oversight office. (15 CFR 400.21(b)(2)(ii)).

Each port of entry is entitled to at least one zone project. Additional zones may be
approved if the port of entry is located within more than one state, if two cities
separated by a body of water are embraced in one port of entry, or if the Board finds
that existing zones will not adequately serve the convenience of commerce. (19
USC 81(b) and 15 CFR 400.21(a)).
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(1) User Fee Airports - User fee airports established under 19 USC 58b may
be accepted by the Board as the equivalent of ports of entry for the purposes
of the location requirements of Section 81b, Title 19 (19 USC 81b).
Operators of such airports must reimburse Customs for the cost of Customs.
services to the airport, including any service to a zone established at or in the
vicinity of the airport. (19 USC 58b(f); 15 CFR 400.2(i)). This is an exception
to the general prohibition against charging any Customs costs to zones. (19
USC 58c(e)(2), (6) and see Section 3.11 FTZM).

(b) Grantee Sponsorship - The Foreign-Trade Zones Board Regulations define
eligible grantees when there is more than one zone project for a subzone project.
Normally, the closest grantee would be the sponsor of a subzone. However,
section 15 CFR 400.22(d)(ii) specifically provides that the zone grantee of another
zone in the same state is eligible to apply for a grant of authority if the Board, or the
Executive Secretary, finds that such sponsorship better serves the public interest.

(c) Qualifications of Applicant - Grants to public and private corporations will not be
approved unless the applicant has been authorized by an act of the state
legislature. (15 CFR 400.22(b)(c)). The applicant must demonstrate its ability to
adequately finance and conduct the undertaking. (15 CFR 400.23(a)(2)).

(d) Subzones - Applications for subzones must be submitted by a grantee of an
existing general-purpose zone within the same state, or a state agency specifically
authorized to submit such an application by an act of the state legislature. (15 CFR
400.22(d)(i)(iii)). A subzone may be authorized by the Board if the Board finds that
the operation cannot be accommodated in the existing multi-purpose zone facilities
within the zone project and meets the required public interest test in Sections 15
CFR 400.31 (c) and 400.23(b). In practice, the Board requires additional
information from the applicant zone to describe the particular zone benefit(s) sought
for the subzone and why such benefits are in the public interest.

(e) Application Fees - In certain circumstances, a fee may be required with the
submission of the application to the FTZB. Information regarding the fees may be
found in Section 15 CFR 400.29.

(f) Criteria for Grants - When determining whether to issue a grant, the board will
consider the need for zone services in the port area, adequacy of operational and
financial plans, suitability of site and facilities, extent of state and local support, and
views of persons or firms likely to be affected by the project when determining
whether to issue a grant. Any zone project that involves manufacturing will have to
be evaluated against the criteria in Section 15 CFR 400.3.

(g) Initiation of Procedure - The application procedures and requirements are set
out in detail at 15 CFR 400.24 through 400.26. All applications will be filed with the

28



Secretary of Commerce, Attention: Executive Secretary, Foreign-Trade Zones
Board.

(1) Zone applications will consist of a letter of transmittal, executive
summary, and five exhibits. (15 CFR 400.24).

(2) Subzone applications will be the same as above except Exhibit #4 will
show the specific activity proposed for the subzone and its net economic
effect. (15 CFR 400.25).

(3) Modifications of existing zone projects fall into two categories, major and
minor. A grantee may submit requests for modifications to the Executive
Secretary with sufficient information and documentation to determine
whether the change is major or minor. The Executive Secretary, in
consultation with the Port Director, will make that determination. (15 CFR
400.26 and see Section 4.4).

(h) Application Review - The examiner, appointed by the Executive Secretary,
thoroughly reviews the application and the comments presented orally or in writing.
If there are public interest issues involved, the examiner may solicit the views of
Federal or State government agencies or trade associations. The Executive
Secretary will ask that the Customs representative submit his/her written views on
the application. Customs Headquarters may ask its representative to include in his
or her views special information it considers relevant to approval of the application.
When these letters are received and the application has been fully reviewed, the
examiner submits a recommendation in writing to the Board.

(1) Procedures for Review - Board procedures for review of applications set
forth standard time frames for each step of procedural review. Applications
involving manufacturing or processing may be completed within 1 year.
Those applications not involving such activity may be completed within 10
months. The Executive Secretary will determine if all applications satisfy the
requirements of 15 CFR Part 400.

(i) The Executive Secretary will provide notice to the applicant within
20 days of receipt of the application should any deficiencies need
correcting. The applicant will make any necessary corrections and
return the application within 30 days (15 CFR 400.27(b)(1)).

(i) If the application needs no corrections, the Executive Secretary will
formally file the application, assign a case docket number and notify
the applicant within 45 days. (15 CFR 400.27(b)(2)).
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(2) Comment Period - The Executive Secretary will designate an examiner,
and publish a notice of the application in the Federal Register for public
comments.

(a) The comment period will normally close 60 days after the date the
notice appears. In the event a hearing is scheduled, the general
comment period does not close until 15 days after the hearing. (15
CFR 400.27(c)(2)).

(b) An additional 15 days will be allowed for rebuttal comments after
the closing date of the public comment period. (15 CFR 400.27(c)(2)).

(c) Customs field representative will review the application and submit
a technical report to the Executive Secretary within 45 days of the
close of the public comment period. (15 CFR 400.27(d))

(1) Customs Special Requirement - The Customs Service
requires for its review a statement of commitment to
electronic interface with Customs in the following form:

"(Name of applicant) hereby commits itself to the establishment
of an electronic interface with the U.S. Customs Service
through its electronic data interchange system, when the
specifications and requirements of that interface have been
developed and implemented by Customs. We understand that
this commitment is applicable to our agents and any operator of
the zone. It is also understood that, if we have not established
that interface, Customs will not activate any portion of the
approved zone covered by this application."

This statement should be submitted with the application, but will
be accepted later during the review. If submitted later, it shall
be provided to the examiner for transmittal to the Executive
Secretary.

(2) Customs will conduct a background investigation of the
foreign-trade zone applicant, their officers, and their key
employees, as a routine part of the review of the zone
application. If the investigation discloses derogatory
information, e.g. a criminal record involving theft or smuggling,
the Executive Secretary will be advised of the facts, to the
extent permitted under the Freedom of Information and Privacy
Acts, as amended. (5 USC 552 and 552a). Derogatory
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information is an important factor in Customs decision whether
to support the application. (CD 3210-07).

(3) Examiners Review - The examiner will prepare a report with
recommendations to the Board and submit it to the Executive Secretary
within 120 to 150 days of the close of the period for public comment.

(a) Report unfavorable to applicant:
(1) Applicant notified within 5 days;

(2) Applicant has 30 to 45 days from notification date to present
new evidence.

(b) Applicant presents new evidence:

(1) New evidence may be published in Federal Register for a
30-day comment period followed by a 15-day period for
rebuttals.

(c) The Customs Service shall submit any additional comments within
45 days after notification by the Executive Secretary if there are
additional Customs issues. (15 CFR 400.27(d)(2)(i)).

(d) The examiners report shall be submitted to the Executive
Secretary within 30 days after receipt of additional evidence.

(4) Special Conditions - Public interest issues are normally resolved before
they get to the final approval stage. The Board may require special
conditions be placed in the grant for a zone to protect the public interest,
health or safety. (15 CFR 400.33(a)). Reviews of these special conditions
can be instituted by the Executive Secretary to ensure that they continue to
be in the public interest. (15 CFR 400.12u, 400.43)).

(5) Amendment or Withdrawal - The Board may permit the amendment or
withdrawal of the application during the review period. (15 CFR 400.24(f))

(6) Completion of Review - A copy of the examiners report is sent for review
to the Headquarters offices of the U.S. Customs Service. Customs provides
its findings on the report and application to the Deputy Assistant Secretary
(Enforcement) of the Treasury. If the findings are accepted, resolution to
approve the application is signed by Treasury and forwarded to the Executive
Secretary of the Board. The time period for Customs and Treasury review is
thirty (30) days. (15 CFR 400.27(e)).
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(7) Final Action - When the Treasury resolution is received, the Executive
Secretary prepares final action papers for review by the Secretary of
Commerce or its designee. After final action, a copy of the Board Order is
sent to the applicant. A public notice of the decision on the application is
published in the Federal Register notifying the public of the decision on the
application. The total period from the date of filing until receipt of the grant is
normally from 10 to 12 months.

4.3 Grant Limits Lapse and Termination - Foreign-trade zone grants are limited by the
provisions of the FTZA and FTZR, and by any special conditions which were inserted in

the grant.

Grants may not be sold, conveyed, transferred, set over, or assigned by the

grantee. (19 USC81 q, 15 CFR 400.28(a)(8)). However, the Board may reissue a grant
from one grantee to another upon approval of a zone application by the intended recipient
of the grant. Grants are issued for an indefinite period of time, unless a special time limit
has been placed in the grant. Grants may lapse, terminate or be limited in any one of the
following ways:

1.

revocation by the Board for willful and repeated violations of the FTZA by the
grantee or subzone operator, under 19 USC 81r and Section 15 CFR
400.28(c);

effective 11/7/91, a grant will lapse unless the zone or subzone is activated
and in operation not later than 5 years after the Board order establishing a
zone. “In operation” has been defined by the Board as open for operations
and does not require the admission of foreign status merchandise. (61 FR
53305, “Rule Related Notice,” dated 10/11/96.)

voluntary relinquishment of a grant by the grantee (there is no mention of this
method in the FTZA or FTZR, but it has been accepted by the Board on
several occasions); or

expiration without renewal of a special time limit placed in the grant. (see
Section 11.5(g) FTZM).

restrict or prohibit activity for a zone site or subzone for public interest
reasons (15 CFR 400.43).

4.4 Expansion or Boundary Modification - An expansion of the area of an established zone
shall be made and approved in the same manner as an original application. (19 USC 81f
(b) and procedures are noted in Section 15 CFR 400.26).

(a) Minor Boundary Modification - Grantees may submit requests to the Executive
Secretary for minor modifications of zone boundaries. Because this is an expedited
procedure, grantees normally discuss such proposals with the Customs Port
Director and seek comments prior to submission to the FTZ Board. The Customs
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Port Director comments normally accompany the grantee’s request. Customs
approval is always subject to activation conditions, and shall be so stated in the Port
Director's comments. The Executive Secretary is authorized to determine the
requirements for exhibits for such applications. These exhibits will include a report
from the Port Director of Customs. If the Port Director recommends approval, the
Executive Secretary is authorized to approve the application. (15 CFR 400.26(c)).
If the proposed boundary change is not a minor modification, the procedure in
Section 15 CFR 400.24 will be generally followed. (15 CFR 400.26(b)).

(b) Description of Approved Zone Area - Copies of maps, charts, layouts, and legal
descriptions of metes and bounds of the approved zone area, including any
expansions or boundary modifications shall be retained in a permanent file by the
Port Director and shall be retained also by the operator or grantee, so it is clear at
all times what the approved area covers. (15 CFR 400.46(c)). Any application for
activation should be compared with the approved zone area to assure that the
activated area will be within with the approved zone area.

4.5 Other Changes To the Zone Project — There are other changes which affect the zone
project which are not considered boundary modifications or expansions.

(@) Change to Grantee Organizations - Foreign-Trade Zone Board Regulations
allow a grantee of a subzone project to be replaced with another grantee
subject to Foreign-Trade Zones Board approval. A request with necessary
documents must be submitted in writing to the Foreign-Trade Zones Board
explaining the circumstances, with a copy to the Customs Port Director (15
CFR 400.26.

4.6 Commencement of Operations - A zone may commence operations after approval by
the Port Director of an application to activate (19 CFR 146.6(a)). Any proposed
manufacturing or processing activity must be approved in advance by the FTZB. The
definition of manufacturing by the FTZB is any activity involving the substantial
transformation of a foreign article resulting in a new and different article having a different
name, character, and use (15 CFR 400.2(g)). The definition of processing by the FTZB is
any activity involving a change in condition of merchandise, other than manufacturing,
which results in a change in the Customs classification of an article or in its eligibility for
entry for consumption (15 CFR 400.2(k)). Prior to commencement of operations in a zone,
the grantee must have available a zone schedule (See Section 2.1 (f) FTZM).

4.7 Application for Activation - The FTZB regulations require approval from the grantee
and the Port Director pursuant to 19 CFR Part 146, prior to the activation of any portion of
a zone project. (15 CFR 400.28(a)(1)). Customs regulations define activation as approval
by the grantee and the Port Director for operations and for the admission and handling of
merchandise in zone status. (19 CFR 146.1(b)(2)). The term activation also includes the
resumption of operations of a previously deactivated zone under a new operator. (CFR
146.1(b)(17)).
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(9) Extension of Suspension by Board - Suspensions shall be for a
specified period of time up to 90 days. Any suspension beyond 90 days,
or any revocation of activation, may be carried out only upon order of the
Foreign-Trade Zones Board. The 90-day limit is based on a presumption
that continued operation of the foreign-trade zone serves the convenience
of commerce, and that only the Board can affirm a conclusion that a
longer suspension, or revocation of activation, is in the public interest.

If the Port Director believes the grounds for the suspension cannot or will
not be corrected within 90 days from the beginning of the suspension, he
or she should seek an extension by sending a written request to the
Executive Secretary, Foreign-Trade Zones Board, to exclude the affected
goods or operation from the zone under the authority of Section 810(c),
Title 19 for a specified period of time recommended by the Port Director.
This request may be made without any further administrative hearing, but
shall be sent only through the Assistant Commissioner at Customs
Headquarters, Office of Field Operations. Such a request should be made
as soon as the Port Director is aware of the need for an extension, to
allow the Board order to be issued upon the expiration of the initial
suspension without any break.

13.9 Suspension of Privilege - As specified in 19 CFR 146.82(a), the Port
Director may suspend any FTZ privileges. Such a suspension may cover all or
part of the merchandise in a zone, or all or part of the transactions for which a
privilege was granted. It may be limited to one or a few zone users, or to
particular activities, or kinds of merchandise.

(a) Notice to Show Cause - The notice to show cause why the suspension
should not be carried out will contain, in addition to the information cited in
19 CFR 146.82(a) and Section 13.8(b) FTZM, specific information
concerning which privileges are to be suspended. The specific privileges
to be suspended should be (1) relevant to the grounds for suspension,
and (2) of a type whose suspension would bring about compliance. For
example, if the season is finished for seasonal goods to be admitted to a
zone, it would be more appropriate to suspend privileges to transfer
merchandise than suspend to privilege to admit merchandise. (19 CFR
148.82(b)(1)).

(b) Effect of Suspension of Privilege - When privileges are suspended,
there is no requirement that the merchandise in the zone be transferred to
Customs territory or to another zone. After termination of the suspension,
privileges may be granted upon application in proper form. The privilege
will be restored without an additional qualification requirement of the
operator.
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13.10 Suspension of Activation - The Port Director may suspend the activation of
a foreign-trade zone on any of the grounds specified in 19 CFR 146.82(a).
Suspensions are generally applicable to grounds directly attributed to the
operator, or grounds which are applicable to more than one or a few users,
activities, or kinds of merchandise. The show-cause notice shall contain a clear
statement that the notice is for suspension of activated status. The suspension
shall be for a specified period of time up to 90 days.

(a) Effect of Suspension of Activated Status - When activation has been
suspended, the merchandise must be either duty paid or removed from
the zone without expense to the Government, as specified in 19 CFR
146.7(c) and 113.73(c)(1) and Section 13.13 FTZM. Upon termination of
the suspension, activation of the zone will be restored without application
by the operator.

13.11 Revocation of Activated Status or Privilege - If a Port Director has reason
to believe that the grounds for suspension under 19 CFR 146.82(a) cannot or will
not be corrected within at least six months after a suspension has been put into
effect, or when less severe sanctions have been or would be ineffective in
obtaining compliance by the operator or permittee with the laws and regulations,
he or she may seek revocation of privileges or of activation by sending a written
request to the Executive Secretary, Foreign-Trade Zones Board, to exclude
permanently or indefinitely the affected goods or operation(s) from the zone.
This request shall be made in the same manner as a request to extend a
suspension under Section 13.8(g) FTZM. When activation has been revoked,
the merchandise must be either duty paid or removed from the zone without
expense to the Government, as specified in 19 CFR 146.7(c), 19 CFR
113.73(c)(1) and Section 13.13 FTZM.

(a) Restoration of Approval - If activation is suspended or revoked it may
be restored to the zone only upon Board order and be reactivated by
reapplication under 19 CFR 146.6. Generally, Customs will not
recommend approval of a Board order to reinstate activated status or
permits if (1) the order would be issued less than a year after revocation,
(2) any charges due under the Foreign-Trade Zone Operator’s bond have
not yet been paid, or (3) application is made under another company or
corporate name involving principals of the operator whose activated status
or privilege was revoked, and the Port Director has reason to believe that
the grounds for suspension or revocation still exist.

13.12 Revocation of Grant - In the event of willful violations of any of the
provisions of the FTZA by the grantee, the Board may revoke the grant after four
months' notice to the grantee and affording it an opportunity to be heard. The
testimony taken before the Board shall be reduced to writing and filed in the
records of the Board together with the decision reached thereon. (19 USC
81r(a)).
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(a) Recommendation of Port Director for Revocation - The Port Director
may at any time recommend to the Board that the privilege of establishing,
operating, and maintaining a zone or subzone under Customs jurisdiction
be revoked for willful and repeated violations of the FTZA. If the Port
Director believes that a substantial question of law exists as to whether
willful and repeated violations of the Act have occurred, that officer may
request internal advice under the provisions of 19 CFR Part 177 from the
Director, Office of Regulations and Rulings, International Trade
Compliance Division, Customs Headquarters. A recommendation to the
Board that a zone or subzone grant be revoked does not preclude, and
may be in addition to, any liquidated damages, fine, or suspension for
cause. (19 CFR 146.83(a)).

This is the most serious civil enforcement action that may be taken for
foreign-trade zone violations. If a Port Director believes such a
recommendation is advisable, it shall be made without any further
Customs administrative proceedings, since the necessary administrative
actions will be carried out by the Board. However, such a
recommendation shall be made to the Board through the Office of Field
Operations, Assistant Commissioner, Customs Headquarters.

(b) Procedure and Decision - The procedure for revocation of a grant, the
decision of the Board, and appeal is covered by the provisions of Section
81r, Title 19, and 15 CFR 400.28(c). If a zone grant is revoked, any and
all zone status merchandise (except domestic status merchandise for
which no permit is required under 19 CFR 146.43(b)) in any activated area
of that zone shall be either duty paid or removed therefrom without
expense to the Government, as specified in 19 CFR 146.7(c), 19 CFR
113.73(a)(1) and Section 13.13 FTZM.

13.13 Removal of Merchandise - When approval of activated status has been
suspended under 19 CFR 146.82(b) and Section 13.8 FTZM, or the zone grant is
revoked under Section 13.12 FTZM, the Port Director shall require all goods in
that area in zone status (other than domestic status for which no permit is
required) to be transferred to another zone, a bonded warehouse, or other
location where they may lawfully be stored, or transferred to Customs territory, if
the Port Director considers it advisable to protect the revenue or administer any
Federal law or regulation. (19 CFR 146.7(c)).

(a) Procedure - Activated status is suspended or, zone grant is revoked
when the final administrative action for suspension or revocation has been
completed. Port Directors shall notify all users having merchandise in the
zone of the action, and advise them that they shall transfer their
merchandise to Customs territory or to another zone within 30 days after
notification. If the merchandise is not so transferred within that time, the
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Port Director shall order it to be transferred to a location as specified by
the Port Director. (19 CFR 146.7(c)). Transfer at the order of the Port
Director shall be at the risk and expense of the operator, as specified in 19
CFR 113.73(c)(1). The operator shall remain responsible for the
merchandise until the cartman, carrier, or other responsible party signs for
the merchandise acknowledging its receipt for removal from the zone.
(See Sections 9.16(e) and 10.6(c) FTZM).

13.14 Responsibility of Operator After Removal - The liability of the operator
under its bond is not cancelled by reason of zone grant revocation or suspension
of zone status. The operator remains liable for payment of liquidated damages
assessed under the bond, reimbursement of costs incurred by the Government in
connection with the suspension or revocation, and other responsibilities under
the bond, as applicable.

13.15 Penalties for Fraud, Gross Negligence, or Negligence - Without regard to
whether the United States is or may be deprived of all or a portion of any lawful
duty thereby, no person, by fraud, gross negligence, or negligence--

(A) may enter, introduce, or attempt to enter or introduce, any
merchandise into the commerce of the United States by means of--

(i) any document or electronically transmitted data or information,
written or oral statement, or act which is material and false, or

(i) any omissions which is material, or

(B) may aid or abet any other person to violate subparagraph (A). (19
USC 1592(a)).

The maximum penalties for such violations range from the domestic value of the
merchandise to 20 percent of the dutiable value, depending on whether fraud,
gross negligence, or negligence is involved. (19 USC 1592(c)). These are civil
penalties. Section 1592 is a civil penalty statute and thus penalties do not
require a criminal conviction. The criminal provision that covers similar fraud is
18 USC 542, a felony statute. Customs procedures for handling these civil
penalties are found in 19 CFR Part 162. Procedures for petitioning for relief from
the penalties are found in Appendix B to 19 CFR Part 171.

(a) Application to Zones - Section 1592, Title 19, is a Customs law, which
is not applicable to merchandise in foreign-trade zone status, according to
19 USC 81c(a). However, it is applicable to merchandise and articles in a
zone which do not have zone status, such as prohibited articles,
constructively transferred merchandise, and other merchandise and
articles described in Sections 2.6 and 5.2 FTZM. Furthermore, in respect
to merchandise and articles in zone status, Section 1592 is applicable to
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transactions, practices, documentation, acts, and omissions which occur
or occurred in the zone, even while the merchandise was in zone status, if
it is later transferred to Customs territory. Section 1592 penalties
connected with a zone would usually involve a zone user, rather than an
operator, unless the operator is also the importer or has aided or abetted a
Section 1592 violation by an importer or other party.

(b) Procedural Protections - Persons accused of violations of Section 1592
have some important procedural safeguards to assure fairness in
administration of penalties by Customs:

(1) Customs must provide a pre-penalty notice to the person
concerned, and time for a response, as prescribed in Sections
1592(b)(1) and 19 CFR 162.77 and 162.78;

(2) After considering any presentations made in response to the
pre-penalty notice, Customs must determine whether any violation
has occurred and promptly notify the person concerned, in writing,
of its final determination as provided in Sections 1592(b)(2) and 19
CFR 162.79, and Appendix B to 19 CFR Part 171.

(3) Lower penalties are assessed when the person concerned has
disclosed the circumstances of a violation before, or without
knowledge of, a formal investigation of the violation, as provided for
in Sections 1592(c)(4) 19 CFR 162.74, and Appendix B to 19 CFR
Part 171.

(4) Limitations are placed on seizure the of merchandise involved in
the violation, as prescribed in Sections 1592(c)(6) and 19 CFR
162.75; and,

(5) Customs must meet certain proof requirements in any action to
recover monetary penalties before the Court of International Trade,
as prescribed in Section 1592(e).

(c) Payment of Duties - Notwithstanding the assessment or non-
assessment of a monetary penalty, Customs shall demand payment of
any loss of duties, taxes and fees resulting from a Section 1592(b)
violation, even if the entry covering the merchandise has already been
liquidated. (See Section 1592(d), 19 CFR 162.79(b) and 19 CFR 162.80).

13.16 Criminal Violation - Criminal violations are those for which an individual,
including an officer or agent of a violating corporation, may be criminally fined
and/or imprisoned. In light of the constitutional safeguards against improper
prosecutions and convictions, criminal violations are usually investigated by
trained Customs special agents, and sometimes in conjunction with special
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investigators of other Federal agencies. The principal criminal violations of
relevance to foreign-trade zone operators and users are shown below:

Authority

18 USC 111

18 USC 201

18 USC 371

18 USC 1341

18 USC 1343

Nature of violation

Assaulting, resisting, or
impeding officers in
performance of their duties

Bribery of public official

Conspiracy to commit offense
or fraud against the United
States

Mail fraud

Wire, radio, or television fraud

Penalty

Fine under Title 18 USC
($250,000 or less) or not more
than 3 years prison (if with deadly
weapon, not more than 10 years)
or both

Whichever is greater, fine under
Title 18 USC ($250,000 or less)
or not more than 3 times amount
of bribe, or not more than 15
years prison, or both; and
disqualified from any office of
honor, trust, or profit with U.S.

Fine under Title 18 USC
($250,000) or less or not more
than 5 years prison or both. If
the underlying offense is a
misdemeanor, punishment not to
exceed offense maximum.

Fine under Title 18 USC
($250,000 or less), not more than
5 years prison, or both. If violation
affects a financial institution, not
more than $1,000,000, not more
than 30 yrs. in prison, or both.

Fine under Title 18 USC
($250,000 or less), not more than
5 years prison, or both. If
violation affects a financial
institution, not more than
$1,000,000 fine, not more than
30 yrs. prison, or both.

The following criminal violations are contained in Customs law. These laws
apply to merchandise in a zone which is not in zone status, and cover acts and
omissions that occur in a zone involving merchandise which was either
introduced, or attempted to be introduced, into Customs territory. These laws do
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not apply to zone status merchandise which has never been introduced, or
attempted to be introduced into Customs territory.

Authority

18 USC 541

18 USC 542

18 USC 544

18 USC 545

18 USC 549

18 USC 550

18 USC 551

19 USC 1304

Nature of Violation

Entry of falsely classified goods

Entry of goods by false
statement

Relanding of goods without
payment of duty

Smuggling, including through
use of false documents

Removal from Customs custody
or tampering with Customs seal
without permission

False claim or refund of duties

or duty exemption upon
exportation of goods

Concealing or destroying
invoices or other papers

Improper alterations of country
of origin marking
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Penalty

Fine under Title 18 USC
($250,000 or less), not more than
2 years prison, or both.

Fine under Title 18 USC
($250,000 or less), not more than
2 years prison, or both.

Fine under Title 18 USC
($250,000 or less), not more than
2 years prison, or both; plus
forfeiture of goods or its value.

Fine under Title 18 USC
($250,000 or less), not more than
5 years prison or both; plus
forfeiture of goods or its value.

Fine under Title 18 USC
($250,000 or less), not more than
2 years prison or both.

Fine under Title 18 USC
($250,000 or less), not more than
2 years prison, or both; plus
forfeiture of goods or its value.

Fine under 18 USC ($250,000 or
less), not more than 2 years
prison, or both.

Fine under Title 18 USC not
more than $100,000 fine for the
first conviction for violation and
fine not more than $250,000 for
second or subsequent conviction
for violation, not more than 1 year
prison, or both.



OTHER RELEVANT CRIMINAL PROVISIONS

18 USC 496 Forgery, counterfeiting, or
falsely altering entry or
withdrawal documents

18 USC 659 Theft in international or
interstate commerce

18 USC 1001 Falsifying, concealing, or
covering up material within
jurisdiction of U.S. Government
by any trick, scheme, or device

18 USC 1341 Mail fraud

Fine under Title 18 USC
($250,000 or less), not more than
3 years prison, or both.

Fine under Title 18 USC
($250,000 or less), not more than
10 years prison, or both, if theft
value is $1000 or more. If less
than $1000, imprisoned up to 1
yr., and fined, or both.

Fine under 18 USC ($250,000 or
less), not more than 5 years
prison, or both.

Fine under 18 USC ($250,000 or
less). Not more than 5 years
prison, or both. If violation affects
a financial institution, not more
than $1,000,000, not more than
30 yrs. In prison, or both.

Statutes administered by agencies other than Customs may be applicable for
violations involving particular kinds of merchandise, such as arms and munitions,
endangered plants and animals, toxic substances, and other prohibited or
controlled articles or substances.

13.17 Search, Arrest, and Seizure - The supervision authority of 19 USC 81d and
810(b) and 19 CFR 146.3 is sufficient to conduct compliance reviews (formerly
spot checks) and audits by Customs officers. However, in regard to more
serious law enforcement violations, zone operators and users may come into
contact with Customs Special Agents, Contraband Enforcement Teams, Detector
Dog Teams, and other Customs enforcement officers conducting searches or
investigations. To properly enforce the laws and regulations, Customs officers
are given considerable authority to conduct searches, arrest suspected violators,
and seize merchandise and articles.

(a) Search Authority - The principal authority for Customs searches in
zones is through the authority of the Board and the Secretary of the
Treasury to issue regulations to carry out the FTZA and to protect the
revenue. (19 USC 810(b)). Under that authority, the Port Director may
cause any merchandise to be examined before or at the time of admission
to a zone, or at any time thereafter, if the examination is considered

197



necessary to facilitate the proper administration of any law, regulation, or
instruction which Customs is authorized to enforce. (19 CFR 146.10).
Also, Customs officers representing the Board are authorized to inspect
and examine at such times as the Board may deem advisable the
premises, operations, or accounts of the grantee. (15 CFR 400.11(a)(6)).

Finally, in the case of any merchandise which has been constructively
transferred to Customs territory, or is otherwise not in zone status, but is in
Customs custody, Customs officers may stop, search, and examine any
vehicle or person on which they suspect there is merchandise which is
subject to duty or was introduced into the United States in any manner
contrary to law. (19 USC 482).

(b) Arrest Authority - Section 81c(a), Title 19, exempts certain
merchandise in zones from the Customs laws, but does not exempt
persons from the Customs laws. A Customs officer may be authorized to
make an arrest without a warrant for any offense against the United States
committed in the officer's presence, or for any felony against the United
States committed outside the officer's presence if the officer has
reasonable grounds to believe the person to be arrested has committed a
felony. (19 USC 1589a(3)). Also, incident to a border search (noting
Section 13.17(a) FTZM above), Customs officers are authorized to arrest
any person who is liable to arrest, by virtue of any law respecting revenue,
without, as well as within their respective port, and to use all necessary
force to make the arrest. (19 USC 1581(f)).

(c) Seizure Authority - Merchandise whose importation is prohibited may
be seized by Customs officers in a foreign-trade zone. (CSD 82-16).
Merchandise may be seized by any Customs officer who has reasonable
cause to believe that any law or regulation enforced by Customs has been
violated, by reason of which the merchandise has become subject to
seizure or forfeiture. The officer must provide a receipt for the seizure to
the person from whom the merchandise was seized. (19 CFR 162.21(a)).
Customs procedures for handling seizures are set forth in 19 USC 1602
through 1616 and 19 CFR Part 162. The most frequent authorities for
seizures that may be encountered by zone operators and users, aside
from those mentioned in Sections 13.15 and 13.16 FTZM, are shown

below:
Authority Nature of Seizure
19 USC 1305 Pornographic, immoral, treasonous material and lottery
tickets
19 USC 1526 Merchandise imported without consent of trademark holder,

or with counterfeit trademark

198



19 USC 1527

19 USC 1594

19 USC 1595a(a)

19 USC 1595a(c)

19 CFR 162.45 and
162.45a and cited
statutes of Title 21 USC

Importation of wild mammals, birds, or parts of same in
violation of foreign laws

Conveyance with prohibited merchandise, or seized for
payment of penalty for violation in which conveyance or
owner or operator thereof was involved

Any conveyance or other property used to effectuate an
importation contrary to law

Merchandise introduced into the U.S. contrary to law.

Narcotics and other controlled substances
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Glossary of Foreign-Trade Zone Terminology

Activation

Approval by the grantee and U.S. Customs Service Port Director
permitting operations to begin which allow the admission and handling of
merchandise in zone status.

Admission

The physical arrival of goods into a zone in a specified zone status with
the appropriate approvals of the zone grantee and the U.S. Customs
Service. The word “admission” is used instead of “entry” to avoid
confusion with Customs entry processes under Parts 141-144 of the
Customs Regulations.

Alteration

a) A change in the boundaries of an activated zone or subzone.

b) Activation of a separate site of an already activated zone or subzone
with the same operator at the same port.

c) The relocation of an already activated site with the same operator.

Compliance Assessment

Is @ mechanism by which a team evaluates a company to ensure its
Customs transactions are in compliance with the laws and regulations.
The objective of a compliance assessment is to access the compliance
level in specific trade areas; to determine if the importer had documented
Customs related internal controls; and, to evaluate the risk to Customs of
the importer’s noncompliance.

Customs Territory
The Customs territory is the territory of the U.S. in which the general tariff
laws of the U.S. apply. Customs territory of the United States includes
only the States, the District of Columbia and Puerto Rico. (General Note 2,
Harmonized Tariff Schedule of the United States (19 U.S.C. 1202)
Deactivation
Voluntary discontinuation of the activation of an entire zone or subzone

by the grantee or operator. (Discontinuance of the activated status of only
part of a zone is an alteration.)
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Direct Delivery

A procedure for delivery of merchandise to a zone without prior application
and approval on Customs Form 214; designed for low-risk, repetitive
shipments whose ordering and timing are under the control of the
operator. Approval to utilize direct delivery must be obtained from the Port
Director.

Domestic Status (D)

Status of zone merchandise grown, produced or manufactured in the U.S.
on which all internal revenue taxes have been paid or the status of zone
merchandise previously imported on which all applicable duties and
internal revenue taxes have been paid.

Drawback

Drawback means the refund or remission, in whole or in part, of a customs
duty, fee or internal revenue tax which was imposed on imported
merchandise under Federal law because of its importation, and the refund
of internal revenue taxes paid on domestic alcohol as prescribed in 19
USC 1313(d).

Enforced Evaluation Team

Entry

Is a group which evaluates the discrepancy or possible violation of a
company to determine if it is an isolated instance of noncompliance or part
of a larger pattern or history of violations. The EET considers input from
the discovering officer, the Account Manager/Port Account Team,
Compliance @ Assessment Team Leader, as well as the
significance/materiality of the violation. Based upon the nature, extent and
impact of the discrepancy/possible violation, the EET selects the
appropriate response to the problem.

Notification to Customs of the arrival of imported goods in the Customs
territory of the U.S. Merchandise withdrawn from a zone for consumption
in the U.S. is entered when it is removed from the zone. Goods brought
into a zone are admitted.

Foreign-First (FOFI)
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An accounting method based on the assumption that foreign-status
merchandise is deposed of first. Permission to use FOFI must be
obtained from Customs and is granted on a case-by-case basis.

General-Purpose Zone

A general-purpose zone is established for multiple activities by multiple
users. Storage, distribution, testing, repackaging and repair are some of
the possible activities in a GPZ. Processing or manufacturing in a GPZ
requires the permission of the Foreign-Trade Zones Board.

Grantee

A corporation to which the privilege of establishing, operating and
maintaining a foreign-trade zone has been granted by the Foreign-Trade
Zones Board. Grantee corporations must be either public corporations or
private corporations organized for the purpose of establishing a zone
project. Examples of public entities that might receive an FTZ grant
include: a political subdivision (including a municipality), a public agency,
or a corporate municipal instrumentality of one or more states. Qualified
private corporations must be chartered for this purpose under a law of the
state in which the zone is located.

Harmonized Tariff Schedule of the United States (HTSUS)
Published by the U.S. International Trade Commission, the TSUS is used
in the classification of imported merchandise for rates of duty and
statistical purposes.

Inverted Tariff Structure

Where imported parts are dutiable at higher rates than the finished
product into which they are incorporated.

Manipulation
As defined in Section 562 of the Tariff Act, processing wherein
merchandise is packed, unpacked, repacked, cleaned, sorted, graded or
otherwise changed in condition. The precise distinction between
manipulation and manufacturing is subject to interpretation and enjoys a
long history of case law.

Manufacturing

The U.S. Customs Service determines what constitutes manufacturing on
a case-by-case basis, distinguishing it from other operations such as
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manipulation, processing, production and blending. The FTZ Board has
defined it as any process that results in a change in Customs classification
of the merchandise, and therefore, requires prior clearance from the Board
pursuant to the manufacturing conditions in specific foreign-trade zone
grants.

Merchandise

FTZ merchandise includes goods, wares, and chattels of every
description. Not included are prohibited merchandise, building material
and supplies for use in the operation of a zone.

Nonprivileged Foreign Status (NPF)

Status of zone merchandise not previously cleared by Customs which is
appraised in the condition of the merchandise at the time it enters the
Customs territory upon exiting the zone. NPF status may be changed
upon approval from Customs, provided the merchandise is still in the
same condition as when admitted to the zone. While in the zone, NPF
status merchandise can be manipulated or manufactured into another
commercial item with a different tariff classification. NPF status allows
zone users to pay duty at the rate of the finished product produced in the
zone.

Operator
A corporation, partnership or person that operates a zone or subzone
under the terms of an agreement with the grantee. A grantee may act as
its own operator.

Operator’s Bond

A bond submitted to Customs, on Customs Form 301, to assure
compliance with the Customs Regulations as set forth at 19 CFR 113.73.

Port of Entry
A place designated by the U.S. Government at which a Customs officer is
assigned with authority to accept entries of merchandise, collect duties
and enforce the various provisions of the Customs laws.

Privileged Foreign Status (PF)
Zone status whereby merchandise is classified and appraised, with duties

and taxes determined, at the time the status is elected. Once chosen, the
privileged foreign status cannot be changed.
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Processing

Risk

Any zone activity (other than manufacturing) requiring a change in
condition of merchandise which results in a change in the Customs
classification of an article or in its eligibility for entry for consumption.

The degree of exposure to the chance of noncompliance which would
result in the loss or injury to the trade, industry or the public.

Subzone

User

A special-purpose zone established as part of a zone project for a limited
purpose that cannot be accommodated within an existing general-purpose
zone. Subzones must be sponsored by the grantee of a general-purpose
zone.

A person or company using a zone for storage, handling or processing of
merchandise. An operator may authorize a user to maintain its own
inventory system and procedures manual. However, the operator remains
responsible to Customs for inventory control unless the user posts its own
operator’s bond.

Weekly Entry Procedures

A customs procedure that permits selected qualified zones and subzones
to file a weekly entry on Customs Form 3461 for the estimated removals of
merchandise destined for domestic consumption during the following
business week. Once the Port Director has approved the entry, the
operator may ship the products all week up to the quantity estimated.
Weekly entry may be approved for zone operations of a repetitive nature
in order to allow for expedited removal of merchandise from the zone.

Zone Lot

A collection of merchandise maintained under an inventory control method
based on specific identification of merchandise admitted into a zone by lot
and lot number (ZLN).
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Zone Restricted Status
Status of zone merchandise transferred to a zone for the sole purpose of
exportation or destruction. Zone restricted merchandise cannot be
changed or brought into the Customs Territory without the specific
permission of the Foreign-Trade Zones Board on a case-by-case review.
Zone Status

The status of merchandise admitted to a zone, i.e. domestic (D), non-
privileged (NPF), privileged foreign (PF) or zone restricted (ZR).
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