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MEMORANDUM D13-3-14

QUOTA PAYMENTS

This memorandumprovides guidance on thetreatment
of payments made forexport quotawhen determining the
value for duty of imported goods under sections 48 to 53 of
the Customs Act.

Legislation

Sections 48to 53 of the Customs Act: http://lans-
lois.justice.gc.caleng/acts/C-52.6/indexhtml.

GUIDELINES AND
GENERAL INFORMATION

1. Theterm“quota”,in respect ofimported goods and for
the purposes of this memorandum, refers to a right granted
in an exporting countryto an allocation ofa specified
quantity of certain goods forexport to Canada. The goods
identified in the quota allocation will be under some form of
export restraint negotiated by theappropriateauthorities in
Canadaand thecountry of export. The total quantity of the
goodsthat may be exportedto Canada is usually allocated
by the authority in the country of export, free of charge,
among manufacturers who have a history ofexportingto
Canada. Each manufacturer may then use their quota
allocation to obtain the necessary export licenceauthorizing
the export of a specified quantity of theirgoods to Canada.

2.  Whenthequotaholderis permitted by its domestic
government to transfer part orall of its allocation to another
exporter, the initial quotaholder may receive payment for
the transferred quota allocation. The new quotaholder may
then obtain an export licence in respect of the goods it seeks
to ship to Canada. It is the paymentor charge for the
transfer ofthe quota allocation (the “quota payment”) which
is addressed in this memorandum.

3. Ordinarily,a quotaallocationis obtained in one of the
following four scenarios:

(a) a manufactureris allocated quota by its domestic
government and manufactures goods forexport sale;

(b) theinitial quota holder sells thequotato a vendor
who intends to sell goods for export;

(c) theinitial quota holdersells thequotato a broker
or to an intermediary who in turn sells the quotato a
vendorwhointends to sellgoods forexport; or

(d) anagentin the country ofexport, actingon behalf
of the purchaser, purchases the quotafroma quota

holderorquotabrokerto effect a sale between a vendor
in the country ofexport andthe purchaser.

Note: In scenario (a) above, the vendor in the sale of
goods forexport to Canadais the manufacturer. In
scenarios (b), (c)and (d)above, the vendor can either
manufacture the goods subject to quotaallocation, or
can acquire themin the domestic market of the country
of export.

Quota Payments and the Transaction Value
Method

4. In the scenario provided in paragraph 3(a) of this
memorandum, any amountinvoiced by the exporter for the
quotawhether ornot invoiced separately fromthe goods,
will be considered to be a paymentmade orto be made, in
respect of thegoods, directly to the vendor in accordance
with subsection 48(1) of the Customs Act (the Act), and will
form part of the price paid or payable for determining the
value for duty of the imported goods.

5. Where the vendor ofthe goods has purchased the quota,
as described in paragraphs 3(b) and 3(c) above, andeither
invoices the purchaser in Canadaforan amount which
includes thecostincurred by thevendor forthe quota, or
invoices the purchaser separately for the two charges, the
totalamount to be paid by the purchaser is to be included in
the price paid or payable forthe goods. The payment for
the quotais made in respectofthe goods, directly to the
vendorin accordance with subsection48(1) of the Act, and
is included in the price regardless of whether or not the
vendor was aware thatthere was a purchaser for the goods
when the quotawas obtained.

6. Inthescenario provided in paragraph 3(d) ofthis
memorandumthe purchaser through theiragent, acquires
and pays forthe quotaand provides it to the vendor, who
exports the goods fromthe country of manufacture. The
payment made forthe quotaby theagent onbehalf of the
purchaseris not to be included in the price paid or payable
of the goods importedto Canada. Thefact that the payment
for the quota was necessary to effect the export of the goods
does notofitself constitute a benefit to thevendor, as
required by section45(1) of the Act.

7. Ifavendor/exporter derives a financial benefit fromthe
payment for quota made to a third party quota holder by or
on behalfofapurchaser, then any portionofthe quota
payment made to the vendor may be consideredto be for
the vendor’s benefit and included as part ofthe payment
made in respect ofthegoods by the purchaser to thevendor.

Canadd


http://laws-lois.justice.gc.ca/eng/acts/C-52.6/index.html
http://laws-lois.justice.gc.ca/eng/acts/C-52.6/index.html

8. Thetreatment of quotapayments under the transaction
value method is addressed in the situations and policy
interpretations included in the Appendixto this
memorandum.

9. MemorandumD13-4-3, Customs Valuation: Price Paid
or Payableoutlines and explains thetypes of payments
included as partofthe price paid or payable forthe purpose
of determining transaction value.

Quota Payments and the Transaction Value of
Identical Goods and Similar Goods Methods

10. Goods that are deemed “identical” to the goods for
which a quota has been obtained will ordinarily have been
subject toquotaas well. Goods thatare deemed “similar”
may ormay not have beenexportedsubject to quota. If
eitherthe transactionvalue of identical or similar goods
methods is usedto value goods subject toquota, the
transactionvalue ofthe identical or similar goods is an
acceptable basis for the calculation of value for duty,
regardless of whether ornot an amount paid for quota is
required to be included in their price paid or payable (as
indicated in paragraphs 4 to 6 of this memorandum).

11. MemorandumD13-5-1, Applicationof Sections 49

and 50 ofthe Customs Act explains the methods for
determining value for duty based on thetransactionvalue of
identical or similar goods.

Quota Payments and the Deductive Value
Method

12. If the deductive value methodis used to value imported
goodssubject toquota, any amountthat an importer has
paid to obtain a quotaallocation is an expense related to the
purchase ofthegoods abroad. As such, this expenseis not
consideredto be “in connection with sales in Canada” and
cannotbe included in the amountof deduction for profit and
general expenses in the calculation of value for duty under
this method.

13. MemorandumD13-7-3, Deductive Value Method -
Deductions FromthePrice per Unit explains the deductions
to be made fromthe price perunit in determining the
deductive value.

Quota Payments and the Computed Value
Method

14. If the computedvaluemethodis used todetermine the
value for duty ofimported goods which are subject to quota,
the amount to be included in the value for duty calculation
for profit and general expenses shall reflect the profit and
generalexpenses of producers in the country of export who
manufacture and sell for export to Canada the narrowest
group orrange of goods of the same class orkind as the
goods beingappraised. “Ofthe same class orkind” in this
context, refers to goods which are subject to a quota
allocation of the same category, group or class as the goods
being appraised.

15.
Memorandum D13-3-14

MemorandumD13-8-1, Computed Value Method explains
the requirements for the calculation of value for duty under
this method. MemorandumD13-1-1, Value for Duty of
Imported Goods present the Regulations respecting the
determination of value for duty under the Customs Act and
provides information on establishing an amount for profit
and general expenses under the computed value method.

Application of Residual Basis of Appraisal
Method

16. Iftheresidual methodis used to determine the value for
duty ofimported goods which are subject to quota
allocation, the flexible application of a previously rejected
method cannot exclude an amount paid for quota that would
have beenincluded ifthe provisions of that method were
used to determine valuefor duty.

17. MemorandumD13-9-1, Residual Basis of Appraisal
Method outlinesandexplains theapplication of this method.

Additional Information

18. The Appendixto this memorandumincludes examples
that illustrate the treatmentof quota payments in the
determination of value for duty under thetransaction value
method.
19. Formore information, call contact the
CBSA Border Information Service (BIS):
Calks within Canada & the United States (toll free):
1-800-461-9999
Calls outside Canada & the United States (long distance
chargesapply):
1-204-983-3550 or 1-506-636-5064
TTY: 1-866-335-3237
Contact Us online (webform)
Contact Us at the CBSA website
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APPENDIX

EXAMPLES OF QUOTAPAYMENTS AND THEIR TREATMENT
UNDER THE TRANSACTION VALUE METHOD

This appendixincludes two situations involving payments for quota. Two examples, eachwith a corresponding solution
that illustrates the interpretation of policy included in this memorandum, are provided for each situation.

In situation 1, quota may have beenobtained by thevendor (exporter) in the circumstances outlined in scenarios (a), (b)
and (c) of paragraph three of this memorandum. In situation 2, quotais obtained by the vendor (exporter) in the circumstances
outlined in scenario (d) of paragraphthree of this memorandum.

SITUATION 1

Where apurchaserin Canadabuys goods fromavendorwho is eithera manufacturer orare-sellerand the vendor has paid an
amount to obtain a quota, the amount paid for the quotawill usually be included in the price paid or payable forthe goods. If
the amount paid forthe quotais notalreadyincluded in the price paid or payable for the goods and is separately invoiced by
the vendor, the amount paid for the quota mustbe added to the price paid or payable forthe goods by the purchaser. The quota
payment is made directly for the benefit ofthe vendor.

Example #1 to Situation1

ABC Co. of Toronto, Ontario enters into a contract of sale with a foreign manufacturer for the sale forexport to Canadaof
goods forwhich an export licenseis required. The manufacturer has the necessary quota neededto obtainthe export
license. ABCCo. is charged by the manufacturer a price for the goods which includes the manufacturer’s costincurred in
the purchase ofthe quota.

Solutionto Example #1 of Situation 1
The manufacturer’s expense in purchasing the quota is a costand is factored into the price ofthe goods. The total
price paid for the goods, inclusive of the quota cost, forms the basis for the determination of the transaction value.

Example #2 to Situation 1

ABC Co. enters intoa contract of sale with a foreign manufacturer for the sale forexport to Canadaofgoods forwhich an
export license is required. The manufacturer does not ownthe necessary quotaand must purchase it from an independent
quota broker. Instead of factoring the costofthe quotainto the manufacturing costofthe goods, the manufacturer
generates separateinvoices to ABC Co. for the quota charge and for the price ofthe goods.

Solutionto Example #2 of Situation 1

The payment made forthe quota by ABC Co. to the manufacturer forms part of the price paid or payable
notwithstanding the fact that it was invoiced separately fromthe invoice forthe imported goods. The paymentmade
by the purchaser forthe quota is consideredto be a payment made in respect of the goods directly to the benefit of the
vendor.

SITUATION 2

Where apurchaserin Canadabuys goods fromavendorwho is eithera manufacturer orare-sellerand the purchaser in
Canada had to purchase quota froma third-party quota holder, thenthe price paid for the quota will not usually be included in
the price paid or payable in a calculation of the transaction value. A payment for quotathatis not made for the benefit of the
vendor is notan element ofthe price paid or payable for the goods.

If a vendor benefits directly or indirectly fromthe payment for quota made to a third-party quotaholder, thenany portion of
the quotapaymentidentified as “forthe vendor’s benefit” mustbe included as part oftheprice paid or payable forthe goods.

Example #1 to Situation2

ABC Co. enters intoa contract of sale with a foreign manufacturer for the sale forexport to Canadaofgoods for which an
export license is required. However, ABC Co., believing that they can negotiate a better price for the required quota on
theirown, purchases quota froman independent quota broker and supplies the quota they have purchasedto the
manufacturer free of charge in order to expedite the manufacture andsale forexport of the goods.

Solutionto Example #1 of Situation 2

The amount paid forthe quota by purchaser ABC Co. does not formpart of price paid or payable forthe imported
goods. Althoughthe quotawas acquired onbehalf of, and supplied to the vendor, the payment is notconsidered to
form part of the price paid or payable for the imported goods. The contract of sale between ABC Co. and the
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manufacturer was forthe manufacture andsale of goods. The quota was purchased on theaccountof ABC Co. and
was not an element ofthe contract of sale between the purchaser ABC Co. and the vendor (the manufacturer).

Example #2 to Situation 2

ABC Co. engages an overseas agentto enter into a contract of sale with a foreign manufacturer for the sale forexport to
Canada of goods for which an export licenseis required. Acting on ABC Co.’s instructions, the agentpurchases quota in
the foreign manufacturer’s country and provides it without charge to the manufacturerto expeditethe manufacture and
sale forexport of the goods. The agentthen invoices ABC Co. forthe quotaat the agent’s costofacquisition.

Solutionto Example #2 to Situation2

The quotaobtained by the agent was purchased on theaccountof ABC Co. and was not an element of the contract of
sale betweenthe purchaser (ABC Co.) and the vendor (the manufacturer). The contractof sale between the purchaser
and vendorwas forthe sale ofthe goods, and the payment made for the quotadoes notformpart of the price paid or
payable forthosegoods.

If the buying agent was related tothe vendor of the goods, or had earned a profit on thecharge to their principal (the
purchaser) forthe quota acquired on the principal’s behalf, the “bonafides” ofthe buying agent/purchaser
relationship may be examined to determine ifany commission paidto the agent should be included in the value for
duty ofthe imported goods. MemorandumD13-4-12, Commissions and Brokerage provides additional information
on the treatmentof commissions in calculating value for duty under thetransaction value method.
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