
CHAPTER 3 

Valuation of goods for customs purposes 

Summary 

When customs  duties  are levied on an ad valorem basis  (e.g. 10  %  of the value  of 
imported goods), the actual incidence of  duty depends  on  how Customs determines 
dutiable value. The  Agreement on Customs Valuation requires Customs to  determine 
the value on the  basis of the price paid or payable by the importer in the transaction 
that is  being valued. As  a  result  of a Decision  adopted in the  Uruguay  Round, 
Customs can reject  transaction  values when it has  reasons  to  doubt the  truth or 
accuracy of the value declared by importers or of the documents submitted by them. In 
order to protect the  interests of  importers in  such situations, Customs is required to 
provide them with  an  opportunity  to  justify their  price. Where  Customs  is  not 
satisfied with the justifications given, it is obliged to give to these importers in writing 
its reasons for not  accepting the transaction value  they have declared. 

When the  transaction value is not accepted by Customs,  the  Agreement lays down five 
methods for establishing  value.  In determining  value on the basis of these methods, 
Customs is required to consult the importers and take their views into  account. 

A number  of  developing  countries  currently  use valuation  systems  based on the 
Brussels Definition  of  Value,  developed  by  the  World  Customs  Organization 
(WCO). These  countries  will have  to  modify  their  systems  to  bring  them  in 
conformity with the  rules  of  the  Agreement on Customs  Valuation  within  the 
transitional period of five years (i.e.  up  to 1 January 2000) that  has been accorded to 
developing countries for changing  over to the system established by the Agreement. 

Types of customs duties 

Customs dutie s ar e levied on an ad valorem basi s (e.g . 20% of the value of the 
imported product ) o r a s specifi c dutie s (e.g . $ 2 pe r kilogra m o r pe r litre) . 
Combined or mixed duties containing both ad valorem and specific rates are also 
levied (10 % of the value +  $ 2 per kilogram) o n some products. 

With a  fe w exceptions , mos t countrie s lev y ad  valorem  duties . Government s 
prefer t o lev y suc h dutie s fo r thre e broa d reasons . First , i t i s easie r fo r th e 
authorities t o estimat e collectabl e revenu e fro m ad  valorem duties , which ar e 
assessed o n th e basi s o f value , tha n revenu e fro m specifi c duties , whic h ar e 
levied o n th e basi s o f volum e o r weight . Second , ad  valorem  dutie s ar e mor e 
equitable tha n specifi c dutie s a s their incidenc e i s lower on cheape r product s 
and higher on more expensive goods. For instance, a specific duty of $2 per litre 
would have an incidence of 50% on a bottle of wine costing $4, and 10 % on a 
higher-priced wine costing $20 a bottle. An ad valorem duty of 10 % woul d have 
an incidenc e o f $0.2 0 o n th e cheape r bottl e an d $ 2 o n th e mor e expensiv e 
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bottle. Third , i n internationa l negotiation s fo r reduction s i n tariff s i t i s fa r 
easier t o compar e th e leve l o f tariff s an d negotiat e reduction s i f the dutie s ar e 
ad valorem. 

However, th e incidenc e o f ad  valorem  duties depend s t o a  larg e exten t o n th e 
methods use d t o determin e dutiabl e value . Thus , i f Custom s determine s th e 
dutiable value at $  1,000, an ad valorem duty of 10 % will result in a duty of $ 100. 
If, o n th e othe r hand , i t determine s valu e a t $1,200 , th e importe r wil l hav e t o 
pay an import duty of $  120 for the same goods. The benefits t o the trade arisin g 
from tarif f binding s coul d fal l considerabl y i f Custom s use s price s othe r tha n 
invoice price s fo r determinin g value s fo r custom s purposes . Th e rule s tha t ar e 
applied fo r th e valuatio n o f good s ar e therefor e o f crucia l importanc e i n 
ensuring tha t th e incidenc e o f duties a s perceived b y the importe r i s not highe r 
than tha t indicated by the nominal rates shown in the importing country's tarif f 
schedules. 

Rules of the Agreement on Customs Valuation 

The detaile d W T O rule s o n th e valuatio n o f good s fo r custom s purpose s ar e 
contained i n th e Agreemen t o n Custom s Valuatio n (ful l title : Agreemen t o n 
Implementation o f Articl e VI I o f GAT T 1994) . Th e Agreement' s valuatio n 
system i s based o n simpl e an d equitabl e criteri a tha t tak e commercia l practice s 

Agreement on Customs int o account . B y requirin g al l membe r countrie s t o harmoniz e thei r nationa l 
Valuation, Preamble legislatio n on the basis of the Agreement's rules , it seeks to ensure uniformity i n 

the applicatio n o f th e rule s s o tha t importer s ca n asses s wit h certaint y i n 
advance th e amount s o f dutie s payabl e o n imports . 

The main standard: transaction value 

Agreement on Customs Th e basi c rul e o f th e Agreement i s that th e valu e fo r custom s purpose s shoul d 
Valuation, Article 1:1 b e base d o n th e pric e actuall y pai d o r payabl e whe n sol d fo r expor t t o th e 

country o f importatio n (e.g . the invoic e price) , adjusted , wher e appropriate , t o 
include certai n payment s mad e b y buyer s suc h a s th e cost s o f packin g an d 

Agreement on Customs containers , assists , royaltie s an d licens e fee s (see  box 10) . Th e rule s exclud e 
Valuation, Article 8:1 buyin g commission s an d specia l discount s obtaine d b y sol e agent s an d sol e 

concessionaires fro m bein g take n int o accoun t i n arrivin g a t dutiabl e value . 

The Toky o Roun d Agreemen t strictl y limite d th e discretio n availabl e t o 
Customs t o rejec t transactio n valu e t o th e smal l numbe r o f case s liste d i n 
box 11 . This was a  matter o f concer n t o numerou s developin g countries . The y 
considered tha t th e rul e undul y inhibite d th e abilit y o f thei r custom s 
administrations t o dea l wit h th e traders ' practic e o f undervaluin g importe d 
goods i n orde r t o reduc e incidenc e o n duties . Thi s wa s on e reaso n fo r th e 
reluctance o f a  larg e numbe r o f developin g countrie s t o acced e t o th e 
Agreement i n th e pre-WT O period . 

The Decisio n Regardin g Case s where Custom s Administration s Hav e Reason s 
to Doub t th e Trut h o r Accurac y o f th e Declare d Valu e (als o know n a s th e 
Decision o n Shiftin g th e Burde n o f Proof) , adopte d a s a  result o f the initiativ e 
taken b y developing countries durin g the Uruguay Round , correct s thi s lacuna . 
The Toky o Roun d Agreemen t place d th e burde n o f proo f o n Custom s i f i t 
rejected th e transactio n valu e declare d b y th e importer . Th e Urugua y Roun d 

Decision on Shifting the decisio n shift s th e burde n o f proo f o n t o th e importer s whe n Customs , o n th e 
Burden of Proof, §1 basi s o f the informatio n o n price s an d othe r dat a availabl e t o it , "ha s reaso n t o 

doubt th e trut h o r accurac y o f th e particular s o r o f document s produce d i n 
support" o f declaration s mad e b y th e importers . 
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Box 10 
Determining customs  value:  permitted  adjustments  to  the  price 
paid for  goods 
(Agreement on Customs Valuation,  Article 8) 

In order  to arrive at the  transaction value, Article 8  of  the Agreement on Customs 
Valuation provides that payments made for the  following elements can be added to the 
price actually paid or payable (i.e. the invoice price) by the importer for the  imported 
goods: 
• Commissions  and brokerage, except  buying commissions; 
• Costs  of, and  charges for, packing  and containers; 
• Assists,  i.e.  goods (materials, components, tools,  dies,  etc.) or services (designs, 

plans, etc.) supplied free or at reduced cost by the buyer for use  in the production of 
the imported goods; 

• Royalties  and license  fees; 
• Subsequent  proceeds of any sale accruing to the seller as a result of the resale or use 

of imported goods; 
• The  cost of transport, insurance  and related charges to the place of importation, if 

the country bases its  valuation on CIF prices. 
The Article further clarifies  that  no  additions other than for the  elements mentioned 
above shall be made to the price paid or payable in order to arrive at the  transaction 
value. The Article, in addition, enumerates charges or costs that should not be added 
to customs value, if they can be distinguished from the  price actually paid or payable. 
These are: 
• Freight  after importation into the customs territory  of the importing country; 
• Cost  of  construction,  erection, assembly, maintenance  or technical  assistance 

occurring after importation; 
• Duties  and  taxes  of the importing country. 

Box 11 
Instances when customs can reject the transaction value declared by 
the importer 
1. When  there  is no sale. 
2. When  there  are restrictions on the disposition or use of the goods by the buyer. The 
transaction value need not be accepted if the sales contract imposes some restrictions on 
the use or disposition of  goods except where: 

- The  restriction is  imposed by law (e.g. packaging  requirements); 
- The  restrictions limit  the  geographical area in which  the goods may  be  sold 

(e.g. distribution  contract which limits sales to  European countries); 
- The  restrictions do not affect the value of goods (e.g.  the  new model imported 

should not be sold before a particular date). 
3. When  the  sale or price is subject to some conditions for which  the  value cannot be 
determined (e.g. the  seller establishes the price of the imported goods on condition that 
the buyer also buys other goods in  specified quantities). 
4. When  part  of  the proceeds of  any subsequent  resale  by the  buyer accrues to  the 
seller. 
5. Where  the  buyer  and  seller  are related  and if  the  price is influenced  by  the 
relationship. 
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Agreement o n Custom s 
Valuation, Articl e 2(a ) 

Agreement o n Custom s 
Valuation, Articl e 2(b ) 

In orde r t o ensur e tha t th e transactio n valu e i s rejecte d b y Custom s i n suc h 
cases o n a n objectiv e basis , th e Agreemen t o n Custom s Valuatio n stipulate s 
that nationa l legislatio n shoul d provid e certain right s to importers . First , wher e 
Customs expresse s doubt s a s t o th e trut h o r accurac y o f a  declare d value , 
importers shoul d hav e a  righ t t o provid e a n explanation , includin g document s 
or othe r evidenc e t o prov e tha t th e valu e declare d b y the m reflect s th e correc t 
value o f th e importe d goods . Second , wher e Custom s i s no t satisfie d wit h th e 
explanations given , importer s shoul d hav e a  righ t t o as k Custom s t o 
communicate t o the m i n writing it s reason s fo r doubtin g th e trut h o r accurac y 
of th e declare d value . Thi s provisio n i s intende d t o safeguar d th e interest s o f 
importers, b y givin g the m th e righ t t o appea l agains t th e decisio n t o highe r 
authorities and , i f necessary , t o a  tribuna l o r othe r independen t body , withi n 
the custom s administration . 

The rul e tha t transactio n value s declare d b y importer s shoul d b e use d fo r 
valuation o f good s applie s no t onl y t o arms-lengt h transaction s bu t als o t o 
transactions betwee n relate d parties . I n th e latte r transactions , whic h generall y 
take plac e amon g transnationa l corporation s an d thei r subsidiarie s o r affiliates , 
prices ar e charge d o n th e basi s o f transfe r pricin g which ma y no t alway s reflec t 
the correc t o r tru e valu e o f th e importe d goods . Eve n i n suc h cases , th e 
Agreement require s Custom s t o ente r int o consultation s wit h th e importer , i n 
order t o ascertai n th e typ e o f relationship , th e circumstance s surroundin g th e 
transaction an d whethe r th e relationshi p ha s influence d th e price . I f Custom s 
after suc h examination find s that the relationship has not influenced th e declare d 
prices, th e transactio n valu e i s t o b e determine d o n th e basi s o f thos e prices . 
Further, i n orde r t o ensur e tha t i n practic e th e transactio n valu e i s not rejecte d 
simply on the grounds that the parties are related, the Agreement gives importer s 
the righ t t o deman d tha t th e valu e shoul d b e accepte d whe n the y demonstrat e 
that th e value approximate s th e tes t values arrive d a t o n th e basi s of : 

• Custom s valu e determine d i n pas t impor t transaction s occurrin g a t abou t 
the sam e tim e betwee n unrelate d buyer s an d seller s o f identica l o r simila r 
goods, o r 

• Deductiv e o r compute d value s calculate d fo r identica l o r simila r good s (se e 
below). 

Agreement o n Custom s 
Valuation, Anne x I: 
General Not e 

Five other standards 

How shoul d Custom s determin e dutiabl e valu e whe n i t decide s t o rejec t th e 
transaction valu e declare d b y the importer ? I n orde r t o protec t th e interest s o f 
importers an d t o ensure tha t th e value i n such case s is determined o n a  fair an d 
neutral basis , the Agreement limit s the discretion availabl e to Customs t o usin g 
the fiv e standard s i t lay s down . Th e Agreemen t furthe r insist s tha t thes e 
standards shoul d b e used i n the sequenc e i n which the y appea r i n the text , an d 
only if Customs find s tha t th e firs t standar d canno t be used should the value b e 
determined o n th e basi s o f th e succeedin g standards . 

The standards , presente d i n th e sequenc e i n whic h the y ar e t o b e used , ar e 
discussed below . 

Agreement o n Custom s 
Valuation, Articl e 2 

The transaction value  of  identical goods 
Where valu e canno t b e determine d o n th e basi s o f th e transactio n value , i t 
should b e establishe d b y usin g a n alread y determine d transactio n valu e fo r 
identical goods . 

Agreement o n Custom s 
Valuation, Articl e 3 

The transaction value  of  similar goods 
Where i t i s not possibl e t o determin e value o n th e basi s o f the abov e method , i t 
should b e determine d o n th e basi s o f the transactio n valu e o f simila r goods . 
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Under bot h thes e methods , th e transaction s selecte d mus t relat e t o importe d 
goods tha t wer e sol d fo r expor t t o th e countr y o f importation an d a t abou t th e 
same tim e a s the good s bein g exported . 

Box 1 2 describes the rules to be followed i n determining whether the goods tha t 
are use d fo r determinin g dutiabl e valu e ar e identica l o r simila r t o importe d 
goods. 

Box 12 
Rules for  determining  whether  goods  are  identical  or  similar 
(Agreement on Customs Valuation,  Article 15:2) 

Whether the  goods  are identical or similar to those in the transaction to  he valued is 
determined by taking into account the characteristics described below. 

Goods are  identical  if  they: 
Are the  same in all respects 
including physical characteristics, 
quality and  reputation. 

Goods are  similar  if  they: 
Closely resemble the goods being valued in 
terms of components, materials and 
characteristics; 

Are capable  of performing the same 
functions and  are  commercially 
interchangeable with the  goods being 
valued. 

In addition,  in order to be treated as identical or similar, the goods  must  have been 
produced: 

- in  the  same country 
- and  by  the  same producer 

as the  goods  being valued. 

Where, however, import  transactions involving  identical or similar goods produced by 
the same producer in the country of production of  the goods  being valued do not exist, 
goods produced by a  different producer in the  same country must be taken into account. 

Agreement o n Custom s 
Valuation, Articl e 5 

Agreement o n Custom s 
Valuation, Articl e 6 

Agreement o n Custom s 
Valuation, Articl e 7 

Deductive value 
The nex t tw o method s ar e th e deductiv e metho d an d th e compute d valu e 
method. 

Deductive valu e i s determine d o n th e basi s o f th e uni t sale s pric e i n th e 
domestic marke t o f th e importe d good s bein g valued o r o f identica l o r simila r 
goods afte r makin g deductions fo r suc h elements a s profits, custom s dutie s an d 
taxes, transpor t an d insurance , an d othe r expense s incurre d i n th e countr y o f 
importation. 

Computed value 

The computed value is determined b y adding to the cost of producing the good s 
being valued "a n amoun t fo r profi t an d genera l expense s equa l t o tha t usuall y 
reflected i n sale s o f good s o f th e sam e clas s o r kin d a s th e good s bein g value d 
which ar e mad e b y producer s i n th e countr y o f exportatio n fo r expor t t o th e 
country o f importation. " 

Fall-back method 

Where custom s valu e canno t b e determine d b y an y o f th e fou r method s 
described above , it can be determined b y using any of the previous methods i n a 
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flexible manner , provide d tha t th e criteri a employed ar e consistent with Articl e 
VII of the General Agreement. The value so fixed shoul d not , however, be base d 
on th e followin g factors , amon g others : 

• Th e pric e o f goods fo r expor t t o a  third countr y market , 

• Minimu m custom s values , 

• Arbitrar y o r fictitiou s values . 

Agreement on Customs A s a general rule , the Agreement visualizes tha t where a  transaction value is no t 
Valuation, Article 6; Note accepted , th e valu e shoul d b e determine d b y usin g the abov e standard s o n th e 
to Article 6 basi s of the informatio n availabl e within th e countr y o f importation. However , 

it recognizes tha t i n orde r t o determin e a  computed value , i t ma y be necessar y 
to examine the costs of producing the goods being valued and other informatio n 
which ha s t o b e obtaine d fro m outsid e th e countr y o f importation . Th e 
Agreement therefor e suggests , i n orde r t o ensur e tha t th e importe r i s no t 
subjected t o unnecessary burdens , that th e compute d valu e standar d shoul d b e 
used onl y whe n buye r an d selle r ar e relate d an d th e produce r i s prepare d t o 
provide t o th e custom s authoritie s i n th e importin g countr y th e necessar y cos t 
data an d facilitie s fo r thei r subsequen t verification . 

Developing countries  and the  Agreement 
Prior t o 1  Januar y 1995 , onl y 1 1 countrie s wer e applyin g th e Agreement' s 
valuation system . When th e Agreement was being negotiated, i t was recognize d 
that th e majorit y o f developing countrie s (whic h base d thei r valuation system s 
on th e Brussel s Definitio n o f Value 7, a  definitio n entirel y differen t fro m tha t 
followed b y the Agreement) woul d nee d som e time t o adop t th e legislativ e an d 
institutional framewor k an d trai n th e official s require d fo r it s implementation . 
The Agreemen t therefor e gav e a  dela y perio d o f fiv e year s t o developin g 
countries which considered tha t a n immediat e chang e to the new system woul d 
be difficul t fo r them . 

A numbe r o f developin g countrie s hav e no w becom e member s o f th e 
Agreement. However , abou t 5 0 countrie s (includin g some LDCs) hav e invoke d 
the provision s o n th e dela y period . Thi s perio d wil l expir e fo r al l countrie s b y 
early o r mi d 2000 . I n orde r t o facilitat e adoptio n o f th e syste m b y th e targe t 
date, th e W T O an d W C O Secretariat s hav e steppe d u p thei r technica l 
assistance i n trainin g official s i n th e method s o f th e Agreement . 

A reques t t o exten d th e dela y perio d o f fiv e year s ma y b e mad e t o th e 
Committee o n Custom s Valuation , whic h ha s bee n establishe d unde r th e 
Agreement. Th e developin g countr y makin g the reques t mus t demonstrat e th e 
difficulties i t i s encounterin g i n adoptin g th e system . An y extensio n mus t b e 
approved b y th e Committee . 

Business implications 

The basi c ai m o f th e Agreement i s to protec t th e interest s o f hones t trader s b y 
requiring tha t Custom s shoul d accep t fo r determinin g dutiabl e valu e th e pric e 
actually pai d b y th e importe r i n a  particula r transaction . Thi s applie s t o bot h 
arms-length an d related-part y transactions . The Agreement recognize s tha t th e 
prices obtaine d b y differen t importer s fo r th e sam e product s ma y vary . Th e 
mere fac t tha t th e pric e obtaine d b y a  particular importe r i s lower tha n tha t a t 
which othe r importer s hav e importe d th e produc t canno t b e use d a s a  groun d 

7 A  syste m develope d b y th e Custom s Co-operatio n Council , no w th e Worl d Custom s 
Organization (WCO) . 

Agreement o n Customs 
Valuation, Article 20: 1 
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for rejectin g th e transactio n value . Custom s ca n rejec t th e transactio n valu e i n 
such situation s onl y i f i t ha s reason s t o doub t th e trut h o r accurac y o f th e 
declared price of the imported goods . Even in such cases, it has to give importer s 
an opportunit y t o justif y thei r pric e an d i f this justificatio n i s not accepted , t o 
give the m i n writin g th e reason s fo r rejectin g th e transactio n valu e an d fo r 
determining th e dutiabl e valu e b y usin g othe r methods . Furthermore , b y 
providing importer s th e righ t t o b e consulte d throughou t al l stage s o f th e 
determination o f value , the Agreemen t ensure s tha t th e discretio n availabl e t o 
Customs fo r scrutinizin g declare d valu e i s used objectively . 

In additio n t o th e righ t o f importer s t o b e consulte d a t al l stage s o f th e 
determination o f dutiable value, the Agreement require s national legislatio n o n 
the valuatio n o f goods t o provid e th e followin g right s t o importers : 

• Th e righ t to withdraw imported goods from Customs , when there i s likely to 
be a  dela y i n th e determinatio n o f custom s value , provide d the y leav e a 

Agreement on Customs sufficien t guarante e i n the for m o f a  surety o r deposi t t o cove r the paymen t 
Valuation, Article 13 o f custom s dutie s fo r whic h good s ma y b e liable . 

Agreement on Customs •  Th e righ t t o expec t tha t an y informatio n o f a  confidentia l natur e tha t i s 
Valuation, Article 10 mad e availabl e t o Custom s shal l b e treate d a s confidential . 

Agreement on Customs •  Th e righ t t o appeal , without fea r o f penalty, t o a n independen t bod y withi n 
Valuation, Article 11 th e custom s administratio n an d t o a  judicia l authorit y agains t decision s 

taken b y Customs . 
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