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Foreword

. Current emphasis on international trade has focused considerable
itention on United States Foreign-Trade Zones where foreign and
Homestic merchandise may be brought without the payment of cus-
foms duties and without other restrictions applying to the movement
bf foreion materials to U.S. shores.

- The foreign-trade zone is a unique business facility designed to
kerve many and varied needs of the international business commu-
ity—exporters, importers, and producers alike. In a zone, goods
ind materials may be used for manufacturing and processing; they
ms.y be displayed, marketed, handled, stored, or staged for subsequent
kxport or import.

The Foreign-Trade Zones Act (Public Law 397, 78d Congress,
kpproved June 18, 1934) provided for the establishment of these
pones to “expedite and encourage foreign commerce”. In 1950, leg-
lative amendment (Public Law 566, 81st Congress) expanded the
et to include manufacturing and exhibiting along with the many
pther business services authorized in the basic legislation. Zones are
bn operation in New York City, New Orleans, San Francisco, Seattle,
loledo, and Mayaguez, Puerto Rico.

b This booklet is provided as a basic reference on the utilization,
pperation, and administration of the zones. Inquiries concerning
pone facilities, services, and opportunities should be directed to the
management of existing zones or to the Executive Secretary, Foreign-
[rade Zones Board, Washington 25, D.C.
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Introduction

Advantages to Zone Users

I The usefulness of zones in foreign trade promotion should be more
fridely known and understood by busihess. Foreign traders and
ciher prospective zone users are wrged, therefore, to consult their
nearby sone operator as they would the operator of any other trade

enierprises.  Especially significant and worth mentioning are the
privileges authorizing manufacturing and exhibiting.

Manufacturing

' Under the original Foreigh-Trade Zones Act, activities within for-
eion trade zones were limited to so-called manipulation, e.g., sorting,

processing; but there was an express prohibition against manufac-
uring.  This distinetion between manipulation and manufacturing
ave rise to considerable uncertainty and was a handicap to full
pitilization of the zones. Under the subsequent law and regulations,
bhowever, manufacturing is now permitted, with certain exceptions,
ko that this troublesome administrative problem is eliminated and at
ha same time the usefulness of zones is substantially enlarged.

t: Production of articles in zones by the combined use of domestlc and
Foreign materials makes unnecessary either sending the domestic ma-
terials abroad for manufacture or the duty-paid or bonded importa-
tion of the foreign materials into this country. Duties on the foreign
Beoods involved in such processing or manufacture are payable only on
jihe actual quantity of such foreign goods incorporated in merchandise
ransferred from a zone for entry nto the commerce of the United
States.  1f there is waste resulting from manufacture or manipula-
tion, allowances are made for it. “This eliminates payment of duty
except on the amount of foreign material which is actually entered;
pnd if there Is any recoverable Wa,ste it is dutiable only in its condition
as such and in the quantity when entered.

or transportation facility as to its possible wiility to their particular

grading, cleaning, repacking, re-marking, or other assembly or minor
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E‘ Exhibiting

gs of duties and taxes on moisture taken from content or on dirt
od and culls thrown out. From incoming shipments of pack-
or bottled goods, damaged packages or broken bottles can be
. : L ! ed. Where evaporation results during shipment or while goods
utilized for the full exhibition of foreign merchandise without b ®-tored in the zone, the contents of barrels or other containers can
for an unlimited length of time, and with no requirement of expord fegaged and savings obtained, as no duties are payable on the
tion or duty payment. Thus, the owner of goods in a zone may B ons lost or removed. In other words, barrels or other containers
display his goods where they are stored, establish showrooms of gaged at the time of transfer to customs territory to insurs that
own, or join with other importers in displaying his merchandise. will not be charged on any portion of their contents which has
permanent exhibition established in the zone. And, since he may ost owing to evaporation, leakage, breakage, or otherwise.
store and process merchandise in a zone, he is not limited to the Bonsiderable savings can be made in ocean freight, and sometimes in
display of samples or sale for later delivery, but he may sell froms ¥ros and taxes, by shipping unassembled or disassembled furniture,
_ in wholesale quantities. Furthermore, his ability to get advance & ®hinery, etc., to the zone and assembling or reassembling them
termination of duties and taxes helps him to guote firm delive ’ ’ = =
3 prices, and consequently the hazards of uncertainty as to the am
of the customs assessment, as well as the possibility of a larger as
ment due to a rise in tariff rates while the merchandise is in:
zone, are eliminated. !
To render the greatest possible service to foreign trade in the u
this right of eshibition, and other privileges granted to the zoneg
Board regulation (sec. 400.304 of Order No. 20) was promulgi
authorizing the establishment of zones or subzones for one or moreg
the specialized purposes of storing, manipulating, manufacturing,
. exhibiting goods, if the Board affirmatively determines that the sy
ices of existing zones are not adequate for the needs of commerce. T
reason is to permit their establishment in the most suitable locatig
for the speclalized purpose, and with the best facilities availa
Insofar as exhibiting 1s concerned, this regulation authorizes
establishment of a new type of foreign trade mart in the busi
centers of the port area, readily accessible to exhibitors and by
alike. 3

A_second notable feature under the amended zone act is the auth'q
to exhibit merchandise within a zone. Zone facilities may n

rchandise may be re-marked or relabeled in the zone fo conform to
ements for entry into the commerce of the United States if
rwise up to standard.

Cubstandard foods and drugs may, in certain cases, be reconditioned
Bheet the requirements of the ¥ood, Drug, and Cosmetic Act.

B There is no time limit as to how long foreign merchandise may
red in a zone, or when it must be entered into customs territory,
¢vorted, or destroyed. 'When commodities are not affected by long
ge (or when storage for aging is necessary) and prices fluctuate
over periods of years, this is an obvious advantage.

: Foreign merchandise in bonded warehouses may be transferred
zone at any time before the limitation on its retention in the
Bided warehonse expires. This may result in substantial savings
fhe final disposition of merchandise is to be long delayed for one
n or another, but such a transfer to the zone may be made only
¢ purpose of eventual exportation or destruction.

When foreign merchandise is taken into the zone from customs
ded warehouses for the sole purpose of exportation or destruction,
ond is canceled and all obligations in regard to duty payment,
to the time when the merchandise is to be reexported, are termi-
Similarly, the owner of domestic merchandise stored in cus-
or internal revenue bonded warehouses may transfer his goods to
¢ for the sole purpose of exportation, and obtain cancellation of
. If such products are subject to taxes, such taxes may be
ed or refunds obtained for taxes already paid. Consequently,
wner’s funds that otherwise would be tied up in taxes are at hand
vestment in the business proper. A manufacturer, operating in
ms territory and using dutiable imported materials in his prod-
ay also obtain drawback of duties paid or cancellation of bond
transferring the product to the zone and complying with the
priate regulations. Thus, he need not wait until he finds a
en customer, or until his customer is ready for delivery, to obtain
benefits. '

twithetanding these advantages, it is apparent that the trade is
king full advantage of the many benefits to be derived from zone
Hovwever, it is gratifying to note that operations in the zones are
ning to reflect their potentials for carrying out the intent of the
¢ss in providing for such means to encourage and expedite for-
trade.

Related Zone Privileges

1. Foreign merchandise may be brought into a zone without custe
entry, and without the payment of duties or furnishing of bond theg
for.” This makes it unnecessary to tie up operating capital in th
i items. If merchandise is reexported, there 1s no drawback prob

i and it merchandise ultimately is transferred into customs ter
‘ duties are paid only on the merchandise actually transferred.

Generally speaking, the costs of harbor transportation, handlif
and storage of zone merchandise are comparable with those involyd
in the use of corresponding types of facilities in customs territoryg
that the aforesaid savings are not offset by any additional costs. §
L 2. Domestic merchandise may be taken into a zone and, provigd
N its identity is maintaived in accordance with prescribed regulatiog

i may be returned to customs territory free of quotas and duty. Tg
is permitted so that domestic merchandise may be used in manipij
_ tions, manufactures, or exhibits, and also, for example, used for pil
; ing material.

3. There are a variety of possibilities for savings through manig
lations and manufacture in a zone. k-

For example, many products shipped to the zone in bulk can§
dried, sorted, graded, or cleaned, and bagged or packed, permitin
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Perhaps the most interesting activily, because One 01 TRE OLUEEL AL LU BYE=

¥ ihe handling of Brazil nuts. The principal user of the zone’s facilities stated

Biot the zone had been a most useful asset to the organization for drying and

ing Brazil nuts, and he doubted that the development which had taken place

treating these nuts could have oceurred were it pot for the space and the

pipwenl provided by the zone.

(10 begin with, many dollars are saved by the firm—and by others similarly

sing the piers—Dby uuloading in bulk direct from shipside into permanent stor-

e, In former years, it wias Lecessary to bag the Brazil nuts and transpork

b to a warchouse, thereby adding unnecessary costs tor bagging and trans-

borlation and fur the value of the bags nsed.

FOriginally, treatment at the xone was limited to drying and trenching the nuts.

he company Lias designed and built automatic machines which piek out, by air-
ow, lightweight nues (the hearts of which are almost always decayed), broken
huts, and other discards. With these culls rejected and destroyed, the customs
iuty evenutally collected by the Government is figured only on the sound, first-
jss nuts. A further advantuge, and a very important one, is that this duty, paid
In the weight ascertained at the moment of import into customs territory, is not
by the weight landed from the steaxmer. The curing and drying processes at the
e usually shrink the nuats by as much as 20 percent in weighi, thereby ef-
e ing o gubstantial savieg.

CThe foreign-trade zolle management has made available to this firm addi-
Fonal rovms where machinery automatically packs Brazil nuts intended for
e retail trade, They are aiso mixed with domestic nuts (almonds, walnuts,
bte.) and put ap in 1-pound salable packages and trays. At the peak of this
reration as many as 200 pecple are employed, and because of the efticiency of
bneration 4 saving in costs is achieved which permits a lower price to customers.
 snother interesting operation in the New York mone, because of the many
oved advantages, is that of sorting, inspecting, and bagging cocoa beans. About
a1t & dozen hirms dealing in cocoa bring large shipments of cocoa beans, cocoa
Eowder, and cocoa press cake into the zone. Because the beans are not a dutiable
irticle the question arises, “Why use the zone?’ The importers favor bringing
fem to the zone because they may be inspected there for gquality and condition
Fnd before an otticiul entry is made. Unce a custombouse entry has been effected,
Enspection 18 made promptly by the Food and Lrug Administration, which bears
Eown Leavily on arvivals ibhat fail to qualify under its standards. Qne importer,
By purticular, values highly the opporiunity to make, in advance, his own private
fuspection and to recondition his beans and bags, if required, pefore an official

EXAMPLES OF ZONE OPERATIONS ]

Té}cer];a are countless opportunities for imaginative, convenient o
profitable business operations in foreign-trade zones. The followir}

are examples of activities that have been, or a: i
zones around the country : » o are being conducted

New York

For many years an importer has been renti '
ng the heated area of seve
%and square feet of_space on an anpual basisaat the New York Forei;i}’l‘t?ao
tonte_:i This ﬁrr_n .hnngs to _the zone new designs and weaves of British wools
exti ei'{s and suiting materials in bolts and rolls packed in cases. These ar
ggfac' 1t;‘ffl_upon arrival and the contents are stored away on shelves for resd
g gsm ility. Samples and swgtches are entered through customs, displayed i
1:: e tishowas, or sh_own to leading stylists, Larger samples of those attracting
attention .and megtmg favorable approval are made up (not in the zone) into :
se%stcgn sm{.s for display to the clothing trade. ' "
er clothes, designed expressly for South American we
( ] ( ar, are Y ;
g?lprilent to Latin American ‘countries. Use of the zone permits ;m;)ﬁcéfgmﬁ
befa ar%e ];Jumber of irial shlpqnents to be brought into this country for displ .
f0r03e1§ ylisis. Larger quant1§1gg of the zoods chosen are immediately availah
broke% ggrgl.ld gﬁluthg zo_[l)le facilities were not available case lots could not ig
im;)lved. y s cumbersome guantities and excessive duty payments would 2
perfumery company is developing the Latin A i i
. 1soal:ns, powder, makeup preparations, and toilet w?g:.e ali:ﬁ;aoi?: féﬁﬁﬁi It):xazrft‘llnil
uxury items are so severe, bo_th il‘l this country and South America, that stoc
igt_conm,_g:cnmept cannot_ be maintained for every potential South American mj
o mé:l_m ¥ without tying up considerable sums of the firm’s capital. Yet deliv
salgs ngci: from B‘rance_agamst orders received are so slow as to engender 1oss of
i ss.t d{ousequeutly, this company has for some time maintained an ever-ineres
g stock of wares unpacked on shelves in a privately rented stockroom at f
NeIY‘V Yél(;rk Foreign-Trade Zone. ‘
urthermore, certain other of this company’s i :
] products, that is, face ]
ﬁx::délng;’egktg Ez.s‘]:ag%si:dare madg nél 11211 the United States and kept availlj:mge ]
X ers reeceived from Latin America for i Tiat ]
are filled at the New York zone, packed, and shi air express. Bo
) y ked, shipped out by air expres )
g%gtsl?a St];tis: gil;ggr% gglgi?t);mes c(;)}'ﬂ?r smtall replacement quantiis:ries. of hg{fe ;s'dnf i
tle any different types, they could not be handled i
facilities where case lots may not be broken. Ab i od States oo
; ) . n. Absorption of United St ¥
pa%r;nlentglm the Latin American sales price would raise the cost prnhihﬁ?seg:l'
i uable metal ores are brought to the zone for analysig of eontent hefore d
' é?goﬁsmfaoiefze’%guggr%hasiflr% %f the l?re conent should fall slightly below spe
X Wou e a_ced‘ ¥ the supplier and an adjuétmént wonld
giav]';a 1_:0 be made by him. If the imported ore shounld turn ‘ont to be fractinnaTil
b bl 1{11 confent, then an unnecesgary delivery of overly high grade ore swould
normally be made. BY‘bl‘iD.f.'.'lnlﬂ it to the zone for analysis and possibly for mix'
ing imth ores of oppqsute specifications, an exact delivery can be made. Therg
;vﬂc;u.dlbe no opportl_:lmty other than in 2 zone to mix and average the m—a&es afre
cial entry exammat_lgn has occurred. Considerable amonnts of the ores
foro Gow;r&ment stockpiling account. :
ne of the more important metal corporation users of the zon i 1
e mention ol
;ia&sogs for nuse of the zone for temporary storage of imported a‘luminur?]diﬁ};];
o erftipperfwue barg, ete. The company purchases these metals abroad with the
inten L:Iiti g ﬁ:ﬂlcgg t%eymbaj: a-ver{ hsmall profit in the United States, in Canads
. ringing them to the zone the traders have all of
markets at their immediate option, without belng i ' with b th?s
tr?ll‘ll?lesl?llzld gflaying-aetion drawbacks. b belng involved later with bonding
ey like the harhorside storage facilities, where the :
{ : ¥ fies, v have arrvanged dire
i{l?d very inexpensive discharge and delivery right out of steamers ﬁ:rth(yﬂ ot
. e zone piers. These traders operate at exceedingly small profite. They often
g:ire %largins in very gmall fractions and eagerly seek any savings. 1
zon:%; ;ell"g ;‘1?:250125 ﬁjl:'en fgr p_refegring i}:}he zone is the ease of the transfer out of ol
; age having been in the zone's ' Y
ing berth helps to keep costs down. Open area, nearness to a loaq-

4
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| A]{uther advantage to the cocoa bean importer, and one whico has not been
Rully explored by other members of the trade, is that the eastern railroads
bougider shipments of cargo tendered to them from the foreign-trade zone as
fiaving just arrived In this country, because an official entry has usvally just
ooy wude, Therefore, the railroads accept the cargo, in whatever bags it Is
fheu pucked aud under whatever marks it then bears, at the through import
Eoil rate for this class of cargo. Were cocoa beans to be reconditioned at &
Fareliouse or on a steamship pier and then tendered Lo an eastern railroad for
bland shipment, the local rail rates would be applied. Under the rail tariff,
ehugging, re-marking, or reconditioning in transit is not permitted (exceptions
E1a nude in 4 or § types of cargo), and obviously this prohibition in itself would
e o very valid reasou for inuporters to use the zone facilities.

b The cocoa trade finds the location of the New York Foreign-Trade Zone can-
yenient for rexching the chocolate plants in the eastern and midwestern sections
b the country because of the direct rail connections.

E For a number of years the New York zone's facilities have been used for the im-
Fortation of tale from Italy by regular werchants for the account of important
sstonlers. The reason for using a zone is that tale is imported in shipload
hts and discharged direct from the ship to the zone piers, where it is stored
ntil shipping instructions are received from customers. By having these ear-
s brought in and stored in the zone the importers have eliminated the need
cart bags from steamship pier to inland warehounse for storage until the
fostomers are ready to make the pickup. This, of course, materially reduces
fhe rucking and handling charges.

f Also, of special benefit to the importers and to the enstomers is the fact that no
bstowns duties or bouds are required while cargues are storved in the Zone. The
Buty on imported tale is assessed only on such portions ag are actually brought
Kt the United States for domestic consumption. Any portion lost in handling,
End this is considerable, would not be subject to customs duties. Any lots
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r 16, Staten Island, thereby eliminating sugar lighterage, transfer, and stor-
The final, and perhaps most important, advantage is that, once the sugar
been delivered to the zone and a negotiable warehouse receipt has heen is-
the importer can regain the use of most of his capital investment by ob-
ng a commodity loan from his bank.

'he members of the trade consulted said that their experience with sugar
red in the New York zone was excellent—that it keeps in good condition and
g not calkke or hardemn. They were very complimentary, too, as to the care
en in handling, and mentioned that the namber of bags receipted for as torn
mended was negligible. The statement was made that without the facilities
2 zone the particular operations would not be available and no attempt would
made to earry on a sugar business with Latin American quota countries.

reexported would not be subject to customs duties, with the attendant formalif
or resort to drawbacks.
An ever-increasing operation at the zone is the bottling of a carbon:
beverage. At this plant, all of the ingredients are combined, mized, bottled,
packed for export smpments to all parts of the worid. ]
Imported lemon solution is brought into the zone in metal drums and th il
mixed with domestic ingredients and bottled and packed in domestic cases 3}
cartons ready for shipment.
No customs duty or posting of bonds Is reguired while the foreign solutm
stored or handled in the zone. In addition to this savings the bottlers also he
fit by the fact that the Internal Revenue taxes originally assessed on ti
holic contents of the doinestic solutions are immediately refunded, on proofl
exportation, without drawback formalities. "3
The handling in a zobe of pharmacenticals, vitamins, and other medical pred
rations from many foreign countries, while not a large-volume operamon,
e¢xXtremely Important and makes it possible to market these products in o ;r_
countries with ease and at a minimmn of expense.
The shipments of this type of merchandise arrive in a zone in packages v
ing from a few grams to drums of 60 kilograms each. These are then repa
according to the specific requirements of the customers, The pharmaceuti
are measured out, weighed, and packed into vials, small boitles, and pack
according to the requirements. The weighing is done on special scales to .
accurdate measurements. Shipments are then forwarded to destinations by 38
express, parcel post, or other means as requested by the purchaser.
The special benefit to the trade is from use of the facilities furnished by %
zone for these manipulations, and the faet that no bonds or customs duties c3
required for any merchandise handled through the zone, Duty is assessed off
on such portions as are brought inte customs territory for domestic consumptiy
Among the older operations in the zone is the handling of consigned shipmedd
of fountain pens, cigarette lighters, silk scarves, and watches and movemeriy
all of which are brought into the zone and there repacked for shlpment to varig
destinations. The last-mentioned commedity is among the highest in vulued
foreign merchandise received at a foreign-trade zoue for manipulation.
proximately 80 percent of imported wa.tch movements are reexported in A
can watch cases. ;
Use of the zone’s facilities enables these importers to save on handling g
labor costs and the cost of bonds and other documentation. It also enables
importers to repack their merchandise in small packages to conform to custod
and postal regulations of the country of destination, and to combine varigl
types of merchandise in the same package, thus assuring their customers
assortment of articles.
Ag the majority of these shipments are for immediate delivery, they b
from the foreign-trade zone service for same-day delivery to the post office,
Sugar brokers and dealers find the faecilities of the zone most useful. An off
cial of one of the more active companies stated that his firm’s experience ¥
excellent and that the zone enabled the firm o carry on a small but val
branch of business which otherwise would be impossible.
Facilities in the Port of New York with or without bonded space and on i
waterfront are few and far between. United States imports of sugar from som
of the Latin American countries are restricted by quotas. The firm in guestid
handles these quota sugars because the guality is high and they are in speci
demand by eandy manufacturers. With gquotas as a factor in marlketing and3
quota commodities may be imported into customs territory only according to
guota arrangement, the zones are a good intermediate depository.
The quotas are fixed on an annual basis, and for some countries they are sma
enough to be completely filled within a few days of the annual reopening. T
first shipments to arrive in United States customs territory are the ones tof
admitted and applied against the new quotas. The date of departure fro
country of origin is the basic date establishing priority for entry permit.
part of the cargo has been entered, then the entry permit priority is establ
on the date of receipt of the application of entry.
The use of zones solves this problem. Not only are excess quota commo
freely accepted for indefinite storage in the zone, but the date of departare
the country of origin is established so that an importer is assured that hlE go
will be admitted against subsequent shipments from the country of origi
Furthermore, in the case of this partlcular operation, the firm mentioned ab
has managed great economies by arranging discharge of the steamer direch

w Orleans

or some years a Midwestern importer of hardwood lumber used the New
Bricans Foreign-Trade Zone to grade, sort, and size the lumber and has now
ed in the zone a kiln in which the Iumber is dried. A considerable zaving
made in transportation costs and also in duty, which is mueh less on dried
n on green lumber.
other midwestern company meved its plant to the New Orleans zone and
cted machinery to grind and package casein imported from Argentina and
er producing countries. The casein is mixed with other ingrediemts for
fickaging in various sizes to meet trade requirements and is shipped direct to
Bistomers in the United States. This procedure eliminates considerable double
gight-handling and other costs that were entailed in the operation when the
nt was located in Wisconsin.
mail-order firm occupies some 20,000 gquare feet of space in the zone in
ich to assemble its foreign purchases for distribution to American and Latin
grican countries. This operation furnishes the company with a central mar-
g depot from which to make deliveries to any of its branches, thereby
nating possible back hauling in addition to reducing handling and trans-
priation costs.
fNew Orleans has in operation complete facilities for cleaning and processing
ices and seeds, bringing an increase to the Port of New Orleans of spice and
mports destined to the United States midcontinent.
e zone at New Orleans has a vacuum fumigation plant, the only one in a
ted States foreign-trade zone, which has been of great value and of particular
benefit to importers and exporters of cotton products, seeds, beans, and similar
ducts.
Jon electric storage battery manufacturing company is operating in the mone
@here it is possible for them to use both foreign and domestic materials in the
nufacture of the batteries they make for both the domestic and the export
kets,
hese are but a few examples of the varied operations taking place at the New
eans zone, in addition to the ever-increasing use traders of the area are
faking of the zone when faced with hindrances and delays that might add to
cost of the merchandise.

n Franciseo

ihe zone at San Francisco hag probably made more use of the exhibiting
grivilege than have any of the others. Here, importers have rented space and
ng in merchandise from the Far Hast and other parts of the world, The
ds are opened and samples are put on display, and sales are made to dealers
m these samples. There are a variety of such operations. The distributor
nabled to make available to salesmen new designs or patterns as soon as
y arrive and to make immediate delivery to the buyers 2t 2 minimum cost

it one time, in cooperation with the Burean of Animal Husbandry of the U.K.
Monartment of Agriculture the zone was used as a detention station for imported
pimals and birds. Special facilities were erected for the care of small animals
jid birds. This arrangement relieved the importers from the burden of special
fcuments which were required if the facilities of the zome had not been




substantial use’ is being made of the zone for the manufacture of pharmd
ceuticals and related products. Tinished products are from a combination
forelgn and domestic ingredients most of which are exnorted. 1
Hypodermic needles from abroad are brought to this zone where they g%
combined with domestic made syringes. ‘
Several firms maintain stockpiles of consumer goods in rented areas wherd
they sort, display, and conduct wholesale transactions. These Arme maintaig
their offices in the zone for their convenience. ;
Freguent use of this zone is made for the purpose of displaying and selecting
precious and semiprecious stomes. After selections have been made, ungold
stones are returned to country of origin. 3
Asg in the case of New York and New Orleans there is a diversified traffic, and
it is reasonable to assume that the zone facilities at the Port of San Trancigey
will increase as trade relationships with the Par East expand.

Seattle

Merchandise from the Orient is received and stored at the wone. The zod
then serves as a marketing and distribution point obviating the necessity fof
payment of customs duties prior to actnal transfer of goods to customers in 1§
TUnited States. E

A local clothing mannfacturer finds it convenient and advantageous to stog
holts of fmported woolen cloth in the zone. He periodically removes only 5§
much material as he then requires for processing, paying duty only on the porting
of cloth actually removed from the zone. |

Penuelas, P.R.

purely industrial foreign-trade subzone is operated here by the TUniom
ide Corp. {Union Carbide Caribe, Inc.). . )

'This special purpose facility is an olefing plant using refinery gas, 1.mp01"ted
ight virgin naptha, or any other hydrocarbon suitable for processing into
garious hydrvocarbon products, which, in turn, may be transferred inte the cus-
fins area, reexported, or consumed as fuel within the subzone,

Where Zones May Be Located

. The law authorizing the establishment of foreign-trade zones spe-
pifically permits their location in or adjacent to ports of entry. It is,
however, required that any proposed plan and location for a zone
must be found to be suitable to accomplish the purposes of a zone,
bamely, to facilitate and otherwise serve the foreign commerce of the
iren involved. An inland zome could, therefore, legally be authorized
if otherwise feasible. As a matter of faet, such a zone did operate at
the San Antonio, Tex., airport for a few years, but was terminated
yor reasons unrelated to its inland character.

' The initiative in opening a zone should, of course, come from local
kources, such as municipal or port officials, trade associations, or
pther private trade groups. And, as a first step, there should be a
determination as to the local trade interest and demand for a zone
cility.

Toledo

The Toleds Foreign-Trade Zione, the first and only such zone on the Gragj
Lakes, began operation in August of 1961 on a 5%-acre site on the Toledo harbog
owned by the Toledo-Lucas County Port Authority. The location of the Toledd
Foreign-Trade Zone offers the advantages of lower transportation costs to i
dustries and consumers in Midwestern United States and a large portion of
Canada. On goods received via the 8t, Lawrence Beaway, distribution to th
Port of Toledo’s hinterland can usually be accomplished in a day. 'This is mags
possible by the zone's immediate aceess to major truck lineg, railroads, airlineg
and bighways which serve the city of Toledo. 1

Heavy machinery was imported from Denmark for later sale to a Midwesten
manufacturer. The sale was not completed until several months after 1ha
arrival of the machinery, but the exporter wanted to take advantage of earlg
8t. Lawrence Seaway shipping dates and store the goods in the Toledo Zond
duty-free until the final transaction was completed. ’ 1

A product utilized almost exclusively by beantician and barber schools is beiny
imported from Germany by a Canadian importer and held in the Toledo zong
The shipments are received via water during the shipping season and by rail i3
the winter months, The importer is using the zone as a distribution point fo
the product in the United States and Oanada. By using the zone as a duty-fras
storage ares, the importer iz saving high overhead costs and many serviey
charges normally connected with distribution. In this case the importer had
found use of the zone 2 valuable marketing tool 1

Another Midwestern importer is receiving a German manufactared item sng
is storing it in the Toledo Foreign-Trade Zone warehouse while he sets up 4
sales and distributing program in the United States. An English tool produ i
is being received, In some cases by air freight, illustrating the use of the zone ¢l
a recefving point for low-weight, high-value cargo brought in by air or water. ]

.? Incidence® of Federal Income Tax on Sales
: Profits of Foreign Firms

. This section on Federal taxation was prega.red_ in response to in-
Guiries for information as to the incidence of United States taxation
bn profits made by foreign firms selling from stocks held in their
pwn name in United States foreign-trade zones. In general, it sets
forth the circumstances under which sales by foreign firms from for-
tion-trade zones would be liable to Federal taxation.

: Tnsofar as the United States Federal income tax law is concerned,
nited States foreign-trade zones do not differ from any other lo-
bation or facility within the United States. The United States Fed-
bral income tax law is based on income or profit “derived from sources
prithin the United States” by a foreign firm.

3

Mayaguez, P.R.

A pharmacentical distributor stores imported goods at the zone. From thes
stocks he is able to fill orders for Latin American customers without the gl
lay of capital for payment of customs duties. E

This zone, oriented toward manufacturing operatiions, provides factory spacs
for firms producing a variety of merchandise. Mayaguez has a substantis
labor force possessing a wide range of industrial skills, 1

Manufacturers using the zone are eligible for the tax exemptions and othe
Industrial development incentives offered by the Commonwealth of Puerto Ric

- ) . ' .
nformation and analysis set forth here are necessarily stated in general propos
ntghieniﬂze absence of full details surrounding progosed transactions and the ogher op-
tions, if any, of specific seller-Srms in the United States; and becavse the final determi-
tion of such tax guestions ig, of course, a matter for the U.8. Internal Revenue Service.
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