Terms Used in the ITAC-Textiles Document

Duty drawback: A refund that can be obtained when an import fee has already been paid for a good, but the good is then subsequently exported.  In order to obtain a duty drawback, a business does not have to pay the import duty, nor do they have to perform the product’s exportation; they only need to be assigned the drawback from those to whom it would typically be due.  So, for example, if a US company imports a tariff-eligible fabric from a non-FTA country, but then uses that input to make a dress that is exported to another FTA country, the importer of the fabric can receive a refund for the import tariff paid.
Tariff preference levels (TPLs): North American textile and apparel manufacturers can use non-originating materials (materials not from a FTA country) which do not meet the FTA rules of origin and still have access to a preferential FTA tariff treatment as long as certain processing has taken place in a FTA country.
Fabric forward (yarn forward, fiber forward): Under a yarn-forward rule, the yarn and fabric components of an apparel product must be produced in the United States and/or its FTA partner country in order for the apparel item to be treated for Customs purposes as an originating product under the FTA (and therefore qualify for duty-free treatment under the FTA).  In other words, for a garment to be considered as originating in a FTA country (and therefore subject to no tariffs), its components must come from another FTA country.  Owing in part to the inclusion of such rules and their proximity to the United States, the CAFTA-DR (Central American Free Trade Agreement – Dominican Republic) and NAFTA countries (particularly Mexico) are important markets for certain U.S. yarns and fabrics.  In some cases, over one-half of US-produced yarns and fabrics are exported to the CAFTA-DR and NAFTA countries.  Although NAFTA effectively applies a “yarn-forward” standard, whereby an apparel article must be cut and sewn in a NAFTA country and the fabric and yarn must be made in a NAFTA country, NAFTA established tariff preference levels (TPLs) that permit specified amounts of wool apparel from Canada to enter the United States free of duty even though the garments do not meet the NAFTA rules of origin (e.g., the suits are made of European fabric). 

Tariff shift: A tariff shift rule requires that a non-originating input used in the production of a good undergo a specified change in tariff classification in order for the good to be considered originating. In other words, an input from a country outside the FTA has to be used in the production of another product (considered different enough to change tariff classification; for example, imported fabric can be transformed into an exported shirt) in order for it to be treated as though it came from a FTA country.  For example, the rule for heading 1601 (pork sausage) is “a change to headings 1601 through 1605 from any other chapter.”  This standard means that each non-originating raw material and/or component that goes into making pork sausage (heading 1601) must be classified in another chapter (i.e., not chapter 16) so the end product can qualify as an originating good under FTA.  So, pork sausage (HTS 601) produced in Mexico using imported frozen pork meat from Hungary (HTS 0203) and spices imported from Jamaica (HTS 0907–0910) would meet the requirements of the tariff shift rule and would be considered an originating “good of Mexico” under the FTA.  The goal of this rule is to prevent transshipment: goods from non-FTA countries entering a FTA country without tariffs by first entering another FTA country.  For example, frozen pork from Hungary may be subject to a tariff when entering the United States but not when entering into Mexico.  Hungarian exporters may try to circumvent the US tariff by first shipping their goods to Mexico (which charges no tariff on Hungarian pork) and then re-exporting it to the US, since frozen pork imported to the US from Mexico is not subject to a tariff thanks to the FTA.  The tariff shift rule says that Mexican sausage can enter the US market duty free even if it is made with Hungarian pork, but only if the product undergoes enough of a transformation that it changes tariff classification: that is, it enters Mexico as frozen pork (not yet sausage), is made into sausage in Mexico, and then leaves Mexico (bound for the US) as sausage (not merely frozen pork).
De minimis: This prevents goods from losing their eligibility for FTA preferential treatment when they contain small amounts of non-originating materials.  That is, a good produced with a small amount of material from a non-FTA country can still qualify for preferential tariff treatment within the FTA.
Cumulation: Cumulation allows a producer or exporter to determine the origin using the combined efforts of all producers in the FTA territory. This means that the production of goods which have undergone processing by more than one producer in the FTA territory is treated as though the production had been performed by one producer.  Cumulation considers the entire transformation that has taken place within the territory.  As long as the records can indicate that the combined efforts of all producers in the FTA territory have caused the non-originating material to undergo the required change in tariff classification for the final product, the goods will be considered as originating in the FTA and thus eligible for preferential tariff treatment.  For example, cotton fiber (52.01) is imported and is made into cotton thread (52.05) in Mexico.  This cotton thread is made into cotton fabric (52.08) in the U.S. Through cumulation, the production of the thread and fabric is considered to be performed by one producer and the product would qualify as originating.
