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FOREWORD

The 2006 National Trade Estimate Report on Foreign Trade Barriers (NTE) is the twenty-first in
an annual series that surveys significant foreign barriers to U.S. exports.

In accordance with section 181 of the Trade Act of 1974 (the 1974 Trade Act), as amended by
section 303 of the Trade and Tariff Act of 1984 (the 1984 Trade Act), section 1304 of the
Omnibus Trade and Competitiveness Act of 1988 (the 1988 Trade Act), section 311 of the
Uruguay Round Trade Agreements Act (1994 Trade Act), and section 1202 of the Internet Tax
Freedom Act, the Office of the U.S. Trade Representative is required to submit to the President,
the Senate Finance Committee, and appropriate committees in the House of Representatives, an
annual report on significant foreign trade barriers.

The statute requires an inventory of the most important foreign barriers affecting U.S. exports of
goods and services, foreign direct investment by U.S. persons, and protection of intellectual
property rights. Such an inventory facilitates negotiations aimed at reducing or eliminating these
barriers. The report also provides a valuable tool in enforcing U.S. trade laws, with the goal of
expanding global trade, which benefits all nations, and U.S. producers and consumers in
particular.

The report provides, where feasible, quantitative estimates of the impact of these foreign
practices on the value of U.S. exports. Information is also included on some of the actions taken
to eliminate foreign trade barriers. Opening markets for American goods and services either
through negotiating trade agreements or through results-oriented enforcement actions is this
Administration’s top trade priority. This report is an important tool for identifying such trade
barriers.

SCOPE AND COVERAGE

This report is based upon information compiled within USTR, the U.S. Departments of
Commerce and Agriculture, and other U.S. Government agencies, and supplemented with
information provided in response to a notice in the Federal Register, and by members of the
private sector trade advisory committees and U.S. Embassies abroad.

Trade barriers elude fixed definitions, but may be broadly defined as government laws,
regulations, policies, or practices that either protect domestic products from foreign competition
or artificially stimulate exports of particular domestic products. This report classifies foreign
trade barriers into ten different categories. These categories cover government-imposed measures
and policies that restrict, prevent, or impede the international exchange of goods and services.
They include:

e Import policies (e.g., tariffs and other import charges, quantitative restrictions, import
licensing, customs barriers);

e Standards, testing, labeling and certification (including unnecessarily restrictive



application of sanitary and phytosanitary standards and environmental measures, and
refusal to accept U.S. manufacturers' self-certification of conformance to foreign product
standards);

e Government procurement (e.g., buy national policies and closed bidding);

e Export subsidies (e.g., export financing on preferential terms and agricultural export
subsidies that displace U.S. exports in third country markets);

e Lack of intellectual property protection (e.g., inadequate patent, copyright, and trademark
regimes);

e Services barriers (e.g., limits on the range of financial services offered by foreign
financial institutions,' regulation of international data flows, and restrictions on the use of
foreign data processing);

e Investment barriers (e.g., limitations on foreign equity participation and on access to
foreign government-funded research and development (R&D) programs, local content
and export performance requirements, and restrictions on transferring earnings and
capital);

e Anticompetitive practices with trade effects tolerated by foreign governments (including
anticompetitive activities of both state-owned and private firms that apply to services or
to goods and that restrict the sale of U.S. products to any firm, not just to foreign firms
that perpetuate the practices);

e Trade restrictions affecting electronic commerce (e.g., tariff and nontariff measures,
burdensome and discriminatory regulations and standards, and discriminatory taxation);
and

e Other barriers (barriers that encompass more than one category, e.g., bribery and
corruption,? or that affect a single sector).

The NTE covers significant barriers, whether they are consistent or inconsistent with
international trading rules. Many barriers to U.S. exports are consistent with existing
international trade agreements. Tariffs, for example, are an accepted method of protection under
the General Agreement on Tariffs and Trade (GATT). Even a very high tariff does not violate
international rules unless a country has made a bound commitment not to exceed a specified rate.
On the other hand, where measures are not consistent with international rules, they are actionable
under U.S. trade law and through the World Trade Organization (WTO).

This report discusses the largest export markets for the United States, including: 58 nations, the
European Union, Taiwan, Hong Kong, the Southern African Customs Union and one regional
body. Some countries were excluded from this report due primarily to the relatively small size of
their markets or the absence of major trade complaints from representatives of U.S. goods and
services sectors. However, the omission of particular countries and barriers does not imply that



they are not of concern to the United States. Based on an assessment of the evolving nature of
U.S. trade and investment relationships in the various regions of the world, in particular the
continued movement away from central planning toward a market orientation, Cambodia and
Laos have been added to the report. This recognizes the impact of a number of factors as both
countries rapidly increase their integration into the world trading system. Both countries are
implementing trade agreements with the United States. Cambodia is also implementing its WTO
accession obligations while Laos is negotiating WTO accession.

The merchandise trade data contained in the NTE report are based on total U.S. exports, free
alongside (f.a.s.)® value, and general U.S. imports, customs value, as reported by the Bureau of
the Census, Department of Commerce. (NOTE: These data are ranked according to size of export
market in the Appendix). The services data are from the October 2005 issue of the Survey of
Current Business (collected from the Bureau of Economic Analysis, Department of Commerce).
The direct investment data are from the September 2005 issue of the Survey of Current Business
(collected from the Bureau of Economic Analysis, Department of Commerce).

TRADE IMPACT ESTIMATES AND FOREIGN BARRIERS

Wherever possible, this report presents estimates of the impact on U.S. exports of specific
foreign trade barriers or other trade distorting practices. However, it must be understood that
these estimates are only approximations. Also, where consultations related to specific foreign
practices were proceeding at the time this report was published, estimates were excluded, in
order to avoid prejudice to those consultations.

The estimates included in this report constitute an attempt to assess quantitatively the potential
effect of removing certain foreign trade barriers on particular U.S. exports. However, the
estimates cannot be used to determine the total effect upon U.S. exports to either the country in
which a barrier has been identified or to the world in general. In other words, the estimates
contained in this report cannot be aggregated in order to derive a total estimate of gain in U.S.
exports to a given country or the world.

Trade barriers or other trade distorting practices affect U.S. exports to another country because
these measures effectively impose costs on such exports that are not imposed on goods produced
domestically in the importing country. In theory, estimating the impact of a foreign trade
measure upon U.S. exports of goods requires knowledge of the (extra) cost the measure imposes
upon them, as well as knowledge of market conditions in the United States, in the country
imposing the measure, and in third countries. In practice, such information often is not available.

Where sufficient data exist, an approximate impact of tariffs upon U.S. exports can be derived by
obtaining estimates of supply and demand price elasticities in the importing country and in the
United States. Typically, the U.S. share of imports is assumed to be constant. When no
calculated price elasticities are available, reasonable postulated values are used. The resulting
estimate of lost U.S. exports is approximate, depends upon the assumed elasticities, and does not
necessarily reflect changes in trade patterns with third countries. Similar procedures are followed
to estimate the impact upon our exports of subsidies that displace U.S. exports in third country
markets.



The task of estimating the impact of nontariff measures on U.S. exports is far more difficult,
since there is no readily available estimate of the additional cost these restrictions impose upon
imports. Quantitative restrictions or import licenses limit (or discourage) imports and thus raise
domestic prices, much as a tariff does. However, without detailed information on price
differences between countries and on relevant supply and demand conditions, it is difficult to
derive the estimated effects of these measures upon U.S. exports. Similarly, it is difficult to
quantify the impact upon U.S. exports (or commerce) of other foreign practices such as
government procurement policies, nontransparent standards, or inadequate intellectual property
rights protection.

In some cases, particular U.S. exports are restricted by both foreign tariff and nontariff barriers.
For the reasons stated above, it may be difficult to estimate the impact of such nontariff barriers
on U.S. exports. When the value of actual U.S. exports is reduced to an unknown extent by one
or more than one nontariff measure, it then becomes derivatively difficult to estimate the effect
of even the overlapping tariff barriers on U.S. exports.

The same limitations that affect the ability to estimate the impact of foreign barriers upon U.S.
goods exports apply to U.S. services exports. Furthermore, the trade data on services exports are
extremely limited and of questionable reliability. For these reasons, estimates of the impact of
foreign barriers on trade in services also are difficult to compute.

With respect to investment barriers, there are no accepted techniques for estimating the impact of
such barriers on U.S. investment flows. For this reason, no such estimates are given in this
report. The NTE includes generic government regulations and practices which are not
product-specific. These are among the most difficult types of foreign practices for which to
estimate trade effects.

In the context of trade actions brought under U.S. law, estimations of the impact of foreign
practices on U.S. commerce are substantially more feasible. Trade actions under U.S. law are
generally product-specific and therefore more tractable for estimating trade effects. In addition,
the process used when a specific trade action is brought will frequently make available non-U.S.
Government data (U.S. company or foreign sources) otherwise not available in the preparation of
a broad survey such as this report.

In some cases, industry valuations estimating the financial effects of barriers are contained in the
report. The methods computing these valuations are sometimes uncertain. Hence, their inclusion
in the NTE report should not be construed as a U.S. Government endorsement of the estimates
they reflect.

March 2006



Endnotes

1. The current NTE report covers only those financial services-related market access issues brought to the attention
of USTR by outside sources. For the reader interested in a more comprehensive discussion of financial services
barriers, the Treasury Department publishes quadrennially the National Treatment Study. Prepared in collaboration
with the Secretary of State, the Office of the Comptroller of the Currency, the Federal Reserve Board, the Federal
Deposit Insurance Corporation, the Securities and Exchange Commission, and the Department of Commerce, the
Study analyzes in detail treatment of U.S. commercial banks and securities firms in foreign markets. It is intended as
an authoritative reference for assessing financial services regimes abroad.

2. Corruption is an impediment to trade, a serious barrier to development, and a direct threat to our collective
security. Corruption takes many forms and affects trade and development in different ways. In many countries, it
affects customs practices, licensing decisions, and the awarding of government procurement contracts. If left
unchecked, bribery and corruption can negate market access gained through trade negotiations, undermine the
foundations of the international trading system, and frustrate broader reforms and economic stabilization programs.
Corruption also hinders development and contributes to the cycle of poverty.

Information on specific problems associated with bribery and corruption is difficult to obtain, particularly since
perpetrators go to great lengths to conceal their activities. Nevertheless, a consistent complaint from U.S. firms is
that they have experienced situations that suggest corruption has played a role in the award of billions of dollars of
foreign contracts and delayed or prevented the efficient movement of goods. Since the United States enacted the
Foreign Corrupt Practices Act (FCPA) in 1977, U.S. companies have been prohibited from bribing foreign public
officials, and numerous other domestic laws discipline corruption of public officials at the state and federal levels.
The United States is committed to the active enforcement of the FCPA.

The United States Government has taken a leading role in addressing bribery and corruption in international
business transactions and has made real progress over the past quarter century building international coalitions to
fight bribery and corruption. Bribery and corruption are now being addressed in a number of fora. Some of these
initiatives are now yielding positive results.

The United States Government led efforts to launch the Organization for Economic Cooperation and Develpoment
(OECD) Convention on Combating Bribery of Foreign Public Officials in International Business Transactions
(Antibribery Convention). In November 1997, the United States and 33 other nations adopted the Antibribery
Convention, which currently is in force for 36 countries, including the United States. The Antibribery Convention
obligates its parties to criminalize the bribery of foreign public officials in the conduct of international business. It is
aimed at proscribing the activities of those who offer, promise, or pay a bribe. (For additional information, see
www.export.gov/tcc and www.oecd.org).

The United States played a critical role in the successful conclusion of negotiations that produced the United Nations
Convention Against Corruption, the first global anti-corruption instrument. The Convention was opened for
signature in December 2003, and is pending entry into force. The Convention requires countries to adopt such
measures as may be necessary to criminalize fundamental anticorruption offenses, including bribery of domestic as
well as foreign public officials. As of early March 2006, one hundred forty-one countries, including the United
States, have signed the Convention and forty-nine have ratified it.

In March 1996, countries in the Western Hemisphere concluded negotiation of the Inter-American Convention
Against Corruption (Inter-American Convention). The Inter-American Convention, a direct result of the Summit of
the Americas Plan of Action, requires that parties criminalize bribery throughout the region. The Inter-American
Convention entered into force in March 1997. The United States signed the Inter-American Convention on June 2,
1996 and deposited its instrument of ratification with the Organization of American States (OAS) on September 29,
2000. Twenty-eight of the thirty-three parties to the Inter-American Convention, including the United States,
participate in a Follow-up Mechanism conducted under the auspices of the OAS to monitor implementation of the
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Convention. The Inter-American Convention addresses a broad range of corrupt acts including domestic corruption
and transnational bribery. Signatories agree to enact legislation making it a crime for individuals to offer bribes to
public officials and for public officials to solicit and accept bribes, and to implement various preventive measures.

The United States Government continues to push its anti-corruption agenda forward. Consistent with the Bipartisan
Trade Promotion Authority Act of 2002 (TPA), the United States Government is seeking and obtaining binding
commitments in free trade agreements (FTASs) that promote transparency and that specifically address corruption of
public officials. Also consistent with TPA, the United States Government is seeking to secure a meaningful
agreement on trade facilitation in the World Trade Organization and has been pressing for concrete commitments on
customs operations and transparency of government procurement regimes of our FTA partners. The United States
Government is also playing a leadership role on these issues in the G-8 Forum, the Asia Pacific Economic
Cooperation (APEC) Forum, the Southeastern Europe Stability Pact and other fora.

3. Free alongside (f.a.s.): Under this term, the seller quotes a price, including delivery of the goods alongside and
within the reach of the loading tackle (hoist) of the vessel bound overseas.







ANGOLA

TRADE SUMMARY

The U.S. goods trade deficit with Angola was $7.6 billion in 2005, an increase of $3.6 billion
from $3.9 billion in 2004. U.S. goods exports in 2005 were $928 million, up 56.2 percent from
the previous year. Corresponding U.S. imports from Angola were $8.5 billion, up 87.7 percent.
Angola is currently the 66" largest export market for U.S.  goods.

The stock of U.S. foreign direct investment (FDI) in Angola in 2004 was $1.1 billion, the same
as in 2003.

IMPORT BARRIERS
Tariffs and Non-Tariff Measures

Angola is a member of the WTO, the Common Market for Eastern and Southern Africa
(COMESA), and the Southern African Development Community (SADC). In March 2003,
Angola agreed to adhere to the SADC Protocol on Trade that seeks to facilitate trade by
harmonizing and reducing tariffs and by establishing regional policies on trade, customs, and
methodology. However, Angola is delaying implementation of this protocol until the country
can re-launch internal production of non-petroleum goods, which remains extremely low due to
an infrastructure devastated by 27 years of civil war. The government is concerned that
implementation of the SADC Protocol on Trade would lead to a flood of imports, particularly
from South Africa.

The Angolan government implemented a new customs law with revised duty rates effective in
January 2005. The new program reduced tariff barriers by eliminating duties on basic products
such as rice, wheat flour and beans, and reduced other duties by between 5 percent and 10
percent. Customs duties fall into 6 categories ranging from as low as 2 percent, which applies to
raw materials necessary for the nation’s development, up to 30 percent. Additional fees include
clearing costs (2 percent), VAT (2 percent to 30 percent depending on the good), revenue stamps
(0.5 percent), port charges ($500/20 foot container or $850/40 foot container), and port storage
fees (free for the first 15 days, then $20/20 foot container or $40/40 foot container). In
December 2004, the government announced a new special customs regime for the port of
Cabinda which eliminates import and export duties for Cabinda province. The new regime does
not apply to the petroleum industry, passenger vehicles, alcoholic beverages, tobacco, or jewelry.

Tariff obligations for the oil industry are largely determined by individually negotiated contracts
between international oil companies and the Angolan government. In December 2004, Angola
promulgated a new Petroleum Customs Law, which aimed to standardize tariff and customs
obligations for the petroleum industry while protecting existing oil company rights and
exemptions negotiated under prior contracts. According to customs officials, the new law does
not provide for duty exemptions on imports by oil companies that are not directly used as
equipment in oil production, as had been the case previously. Oil companies are currently
disputing the customs officials’ interpretation of the new law. Because most U.S. exports to
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Angola consist of specialized oil industry equipment which is largely exempt from tariffs, the
impact of tariff barriers on U.S. exports is relatively low, in the range of $10-25 million.

Customs Barriers

Angola is a member of the World Customs Organization (WCQO) and signed the Letter of Intent
to implement the WCO Framework in October 2005. In September 2005, the government
approved a new customs code with the objective of facilitating clearance of commodities and
reducing costs to importers. It replaces an outdated customs code dating back to colonial times
and is harmonized with the Istanbul, Kyoto, and SADC international conventions.

Administration of Angola’s customs service has improved in the last few years but remains a
barrier to economic growth. In 2002, the Angolan government contracted with a British
company to improve its customs clearance practices and, as a result, the average port clearance
time has fallen from several months to less than two weeks. As of October 2005, port clearance
time averaged seven days including weekends. In November 2005, the government approved an
extension of the contract for the customs clearance contractor for another three years.

The government announced in October 2005, that it will not renew the contract with another
contractor responsible for pre-shipment inspections (PSI) of imported commodities into Angola.
The contract will end in March 2006 and importers will no longer need to submit most imports to
pre-shipment inspections. However, the government will soon announce a list of selected
products that will be subject to pre-shipment inspection. These inspections will be supervised by
the customs service under guidelines to be established by the Ministry of Finance.

The importation of certain goods into Angola requires an import license issued by the Ministry
of Trade. The import license is renewable annually and covers any good imported by the
licensed importer. The importation of certain goods also requires specific authorization from
various government ministries, which can delay the customs clearance process. Goods that
require ministerial authorization include: pharmaceutical substances and saccharine and derived
products (Ministry of Health); radios, transmitters, receivers, and other devices (Ministry of Post
and Telecommunications); weapons, ammunitions, fireworks, and explosives (Ministry of
Interior); plants, roots, bulbs, microbial cultures, buds, fruits, seeds, and crates and other
packages containing these products (Ministry of Agriculture); fiscal or postal stamps (Ministry of
Post and Telecommunications); poisonous and toxic substances and drugs (Ministries of
Agriculture, Industry, and Health); and samples or other goods imported to be given away
(Customs). If companies operating in the oil and mining industries present a letter from the
Minister of Petroleum or Mines, they may import, without duty, equipment to be used
exclusively for oil and mineral exploration.

Required customs paperwork includes the “Documento Unico” (single document) for calculation
of customs duties, proof of ownership of the good, bill of lading, commercial invoice, packing
list, and specific shipment documents verifying the right to import or export the product. Any
shipment of goods equal to or exceeding $1000 requires a clearing agent.

FOREIGN TRADE BARRIERS
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Competition among clearing agents is limited as the government has only licensed between 50
and 55 clearing agents. This has resulted in high fees, which often range between one and two
percent of the value of the declaration.

STANDARDS, TESTING, LABELING, AND CERTIFICATION

Angola has adopted SADC guidelines on biotechnology, which effectively prohibit imports of
biotechnology grain or seed until regulatory systems governing biotechnology have been
developed. In January 2005, the government announced the promulgation of a law banning the
importation of biotechnology products based on an earlier ministerial decree issued by the
Ministry of Agriculture in April 2004. The Ministry of Agriculture controls all agricultural
imports, and importers must present documents certifying that their goods do not include
biotechnology products. Biotechnology food aid is permitted, but must be milled or sterilized to
render the grain incapable of germinating upon arrival in the country and before distribution to
beneficiaries. Biotechnology imports for scientific research will be subject to regulations and
controls to be established by the Ministry of Agriculture.

Three agencies in Angola assume responsibility for food safety controls: the National Consumer
Institute (INADEC), Codex Angola, and the Ministry of Agriculture. The Ministry of
Agriculture sets standards and issues regulations for agricultural products produced, imported,
and traded in the country. INADEC works to defend consumers’ rights by conducting laboratory
tests for food safety and quality. Codex Angola coordinates government policy and strategy
regarding food safety controls and is working to promote updated food safety and food quality
legislation and to create a nationwide network of laboratories. Angola has one well-equipped
testing laboratory used to test some imported foods.

Angola does not currently enforce any labeling law. In early 2003, the Ministry of Industry
issued a decree that requires labeling in Portuguese, but the rule has not been implemented. In
practice, many imports are admitted into the country with little reference to health, testing, or
weight standards. Angolan standards, testing, labeling and certification requirements have little
effect on U.S. agricultural exports to Angola.

GOVERNMENT PROCUREMENT

Angola is not a signatory to the WTO Agreement on Government Procurement. The government
advertises tender notices in local and international publications 15 days to 90 days before the
tenders are due. Tender documents are normally obtained from a specific government ministry,
department, or agency for a non-refundable fee. Completed tenders, accompanied by a specified
security deposit, are usually submitted directly to the procuring ministry. The tendering process
often lacks transparency. Information about government projects and tenders is not often readily
available from the appropriate authorities, and the interested parties must spend considerable
time on research. Announcements for government tenders are sometimes published in the
government newspaper “Jornal de Angola.” Under the Promotion of Angolan Private
Entrepreneurs Law, the government gives Angolan companies preferential treatment in tendering
for goods, services and public works contracts.
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The Angolan government has greatly increased spending to rehabilitate infrastructure damaged
by the war and for election preparations. Opportunities for U.S. companies include installation
of Angola’s telecommunications backbone network, air navigation and radar equipment, rail
equipment and communications systems, and power transmission lines.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Although Angola has basic intellectual property rights protection and is working to strengthen
existing legislation and enforcement, current protection is weak due to a lack of enforcement
capacity. Intellectual property rights are regulated by the Ministry of Industry (trademarks,
patents, and designs), and by the Ministry of Culture (authorship, literary, and artistic rights).
Intellectual property is protected by Law 3/92 for industrial property and Law 4/90 for the
attribution and protection of copyrights.

Angola’s legislature approved the Paris Convention for the Protection of Industrial Property in
August 2005, including the 1979 text and the World Intellectual Property Organization (WIPO)
Patent Cooperation Treaty concluded in 1970 and amended in 1979 and 1984. Each petition for
a patent that is accepted is subject to a fee that varies by type of patent requested. No suits
involving U.S. intellectual property are known to have been filed in Angola.

SERVICES BARRIERS

Foreign participation in the services sector is generally not restricted. The banking sector
comprises the bulk of the services sector and has grown substantially over the past two years,
with Portuguese banks and private Angolan banks leading the expansion and with South African
banks not far behind. The underdeveloped banking sector collects most of its profits from
service fees, largely in foreign exchange transactions. The central bank is working with the
government to improve banking sector legislation and supervision, and a new financial sector
law and money laundering law are awaiting promulgation. As a result of increasing competition
and experience, banking services are improving. In addition to banks, Angola’s financial sector
has four licensed insurance companies, but only two are presently operating. A third is expected
to begin operations by the beginning of 2006, partly in response to new laws requiring
automotive, aviation, and worker safety insurance.

INVESTMENT BARRIERS

Angola is officially open to foreign investment, but its regulatory and legal infrastructure is not
adequate to facilitate much direct investment or to provide sufficient protection to foreign
investors. Smaller, non-extractive firms tend to have a more difficult time conducting business
in Angola than larger multinational corporations engaged in extractive industries. Angola
created a National Private Investment Agency (ANIP) in July 2003 to assist investors and
facilitate new investment. In 2003, the Angolan government replaced the 1994 Foreign
Investment Law with the Law on Private Investment (Law 11/03). The new law lays out the
general parameters, benefits, and obligations for foreign investment in Angola. It seeks to
encourage foreign investment by providing equal treatment for domestic and foreign investors,
offering fiscal and customs incentives, and simplifying the investment application process.
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However, it is vague on profit repatriation and includes weak legal safeguards to protect foreign
investors. In addition, many provisions of the law are subordinate to other sectoral legislation,
which allows other government ministries to override some of the protections and incentives
offered by the investment law.

Angolan law does not allow for international arbitration and requires that any investment dispute
be resolved in Angolan courts. Angola has not ratified major international arbitration treaties.
The World Bank’s “Doing Business in 2006 survey estimates that commercial contract
enforcement, measured by the amount of time elapsed between filing of a complaint and receipt
of restitution generally takes more than 1000 days in Angola. A voluntary arbitration law that
provides the legal framework for speedier, non-judicial resolution of disputes has been drafted
but not yet approved.

Angola’s previous foreign investment law expressly prohibited foreign investment in the areas of
defense, internal public order, and state security; in banking activities relating to the operations
of the Central Bank and the Mint; in the administration of ports and airports; and in other areas
of the State’s exclusive responsibility by law. Although Law 11/03 does not explicitly restate
these prohibitions, these areas are assumed to remain off-limits to investors. Investments benefit
from a more standardized set of incentives under the Law on Tax and Customs Incentives for
Private Investment, approved by the National Assembly in July 2003. Companies must apply for
these benefits when negotiating with ANIP.

Although the new investment law is part of an overall effort by the Angolan government to
create a more investor-friendly environment, many laws governing the economy have vague
provisions that permit wide interpretation and inconsistent application by the government across
sectors. Investments in the petroleum, diamond, and financial sectors continue to be governed
by specific legislation. Foreign investors can set up fully-owned subsidiaries in many sectors,
but frequently are strongly encouraged, though not formally required, to take on local partners.

Obtaining the proper permits and business licenses to operate in Angola is time-consuming and
adds to the cost of investment. The World Bank “Doing Business in 2006 report identified
Angola as the most time-consuming country out of 155 countries surveyed to establish a
business, requiring an average of 146 days to register a business compared to a regional average
of 63 days. According to the new investment law, ANIP and the Council of Ministers should
take no more than two months to approve a contract with an investor, but in practice this process
normally takes two to three months. After contract approval, the company must register and file
documentation with the relevant government ministries.

In August 2003, the government established a one-stop shop, or “Guiche Unico,” aimed at
simplifying the process of registering a company by unifying under one roof the procedures
required by various government ministries. However, the “Guiche Unico” lacks authority over
the government ministries that must approve licenses, permits, and other requirements, and thus
has had little success in expediting company registration. The two most time-consuming steps
are obtaining certification from the Notary Public and publication of the company name and
statutes in the Diario da Republica, the national gazette managed by the National Press.
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The government is gradually implementing local content legislation for the petroleum sector,
originally promulgated in November 2003 (Order 127/03 of the Ministry of Petroleum). The
legislation will require many foreign oil services companies currently supplying the petroleum
sector to form joint-venture partnerships with local companies. For the provision of goods and
services not requiring heavy capital investment and with a basic, medium, or higher level of non-
specialized expertise, foreign companies may only participate as a contractor to Angolan
companies. For activities requiring a medium level of capital investment and a higher level of
expertise, not necessarily specialized, foreign companies may only participate in association with
Angolan companies, i.e. through a joint venture.

ELECTRONIC COMMERCE

The country’s basic telecommunications law governs information technology, but includes no
specific regulations regarding electronic commerce.

OTHER BARRIERS
Corruption

Petty corruption is prevalent due to low civil service salaries, dependence on a centralized
bureaucracy and antiquated regulations dating back to the colonial era. Procedures to register a
company are complicated and may involve up to 14 steps with many different government
ministries, thus giving rise to rent-seeking opportunities. Investors are often tempted to seek
quicker service and approval by paying gratuities and other facilitation fees.

Angola’s public and private companies have not traditionally used transparent accounting
systems consistent with international norms, and few companies in Angola adhere to
international audit standards. The government approved an audit law in 2002 that sought to
require audits for all “large” companies, but it has not yet been possible to enforce this rule due
to the lack of a professional accounting institute. The World Bank is pushing for this institute to
be established.

Investors have at times experienced harassment, political interference, and pressure to sell their
investments. In some cases, these practices have involved individuals with powerful positions
within the government who exert pressure directly or through the established bureaucracy. As a
result, some investors have experienced significant delays in payments for government contracts
and delays in obtaining the proper permits or approval of projects. Investors report pressure to
form joint ventures with powerful local interests.
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Recovering from War

Angola’s badly damaged infrastructure substantially increases the cost of doing business.
Transportation of goods and persons is particularly costly due to poor roads, destroyed bridges,
and mined secondary routes. None of the country’s three main railroads is yet functioning in its
entirety. The country is in the process of rebuilding its communications, energy, transportation,
and road infrastructure. Domestic and international communications, while improving, are
difficult and costly. With 500 percent growth in cell phone users over the past three years, the
cell phone network is oversubscribed and is occasionally busy and unavailable, but coverage is
improving and has been available in all provincial capitals since the end of 2004. There are
frequent interruptions in power and water supplies, and power surges can damage electronic
equipment. As a result, investors face additional costs to support their businesses, such as paying
for security services, back-up generators, and water reservoirs. = However, rebuilding
infrastructure is a major objective of Angola. The government announced that public investment
will reach $2.5 billion for 2005, and has proposed a 2006 budget that calls for a 20 percent
increase in capital spending, to be financed from higher oil revenue.
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ARAB LEAGUE

The impact of the Arab League boycott of Israel on U.S. trade and investment in the Middle East
and North Africa varies from country to country. While it remains a serious barrier for U.S.
firms attempting to export from Israel to some countries in the region, the boycott has virtually
no effect on U.S. trade and investment in many other countries in the region. Arab League
members include the Palestinian Authority and the following states: Algeria, Comoros, Djibouti,
Egypt, Iraq, Jordan, Lebanon, Libya, Mauritania, Morocco, Somalia, Sudan, Syria, Tunisia,
Yemen, and the Gulf Cooperation Council (GCC) countries (Bahrain, Kuwait, Oman, Qatar,
Saudi Arabia, and the United Arab Emirates). The United States continues to oppose the
boycott, and U.S. government officials have urged Arab League members to end its enforcement.
Toward that goal, U.S. embassies and government officials raise the boycott with host country
officials, noting the persistence of illegal boycott requests and the impact on both U.S. firms and
on the countries’ ability to expand trade and investment. Under U.S. antiboycott legislation
enacted in 1978, U.S. firms are prohibited from responding to any request for information that is
designed to determine compliance with the boycott and are required to report receipt of any such
request to the U.S. Department of Commerce’s Office of Antiboycott Compliance (OAC).

The primary aspect of the boycott prohibits the importation of Israeli-origin goods and services
into boycotting countries. This prohibition conflicts with the obligation of Arab League member
states that are also members of the World Trade Organization to treat Israeli imports on a Most
Favored Nation (MFN) basis. The secondary and tertiary aspects of the boycott discriminate
against U.S. and other foreign firms that wish to do business with both Israel and boycotting
countries. These constrain U.S. exports to the region. The secondary aspect of the boycott
prohibits individuals — as well as private and public sector firms and organizations — in Arab
League countries from engaging in business with U.S. and other foreign firms that contribute to
Israel’s military or economic development. Such firms are placed on a blacklist maintained by
the Damascus-based Central Boycott Office (CBO), a specialized bureau of the Arab League.
The tertiary aspect of the boycott prohibits business dealings with U.S. and other firms that do
business with blacklisted companies.

While the legal structure of the boycott in the Arab League remains unchanged, enforcement of
the boycott remains the responsibility of individual member states and enforcement efforts vary
widely from country to country. Some member governments of the Arab League have
consistently maintained that only the Arab League as a whole can revoke the boycott. Other
member governments support the view that adherence to the boycott is a matter of national
discretion, and a number of states have taken steps to dismantle some aspects of it.

Egypt has not enforced any aspect of the boycott since 1980, pursuant to its peace treaty with
Israel, although U.S. firms occasionally find some government agencies using outdated forms
containing boycott language. Jordan ended its enforcement of the boycott with the signing of its
peace treaty with Israel in 1994. Algeria, Morocco, Tunisia, and the Palestinian Authority do not
enforce the boycott.
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In September 1994, the GCC countries announced an end to the secondary and tertiary aspects of
the Arab League boycott of Israel, eliminating a significant trade barrier to U.S. firms. In
December 1996, the GCC countries recognized the total dismantling of the boycott as a
necessary step to advance peace and promote regional cooperation in the Middle East and North
Africa. Although all GCC states are complying with these stated plans, some commercial
documentation continues to contain boycott language.

Bahrain does not have any restrictions on trade with U.S. companies that have relations with
Israeli companies. Outdated tender documents in Bahrain have occasionally referred to the
secondary and tertiary aspects of the boycott, but such instances have typically been remedied
quickly. Bahrain’s Ministry of Finance circulated a memorandum to all Bahraini Ministries in
September 2005, reminding them that the secondary and tertiary boycotts are no longer in place
and to remove any boycott language from contracts. The Government of Bahrain has stated
publicly that it recognizes the need to dismantle the primary boycott and is taking steps to do so.
It recently closed down its boycott office, the only entity responsible for enforcing the boycott.
The U.S. government has received assurances from the Government of Bahrain that it is
committed to ending the boycott. Bahrain is fully committed to complying with WTO
requirements on trade relations with other WTO members, and Bahrain has no restrictions on
American companies trading with Bahrain or doing business in Bahrain, regardless of their
ownership or relations with Israeli companies. Bahrain did not attend the November 2005 Arab
League boycott meeting in Damascus. Israeli-labeled products are reported to be found
occasionally in the Bahraini market. There are no entities present in Bahrain for the purpose of
promoting trade with Israel.

In accordance with the 1994 GCC decision, Kuwait no longer applies a secondary or tertiary
boycott of firms doing business with Israel, and has taken steps to eliminate all direct references
to the boycott of Israel in its commercial documents. Although Kuwaiti law does not include
any specific language referring to or mandating a boycott of Israeli goods, Kuwait still applies a
primary boycott of goods and services produced in Israel. Kuwait maintains an open boycott
office in its Customs department and regularly attends Arab League boycott meetings. There is
no direct trade between Kuwait and Israel.

Oman does not apply any aspect of the boycott, whether primary, secondary or tertiary, and has
no laws to that effect. Although outdated boycott language occasionally appears inadvertently in
tender documents, Oman is working to ensure such language is removed from these documents.
In January 1996, Oman and Israel signed an agreement to open trade missions in each country.
However, in October 2000, following the outbreak of the second Intifada, Oman and Israel
suspended these missions. Omani customs processes Israeli-origin shipments entering with
Israeli customs documentation. However, Omani firms have recently reportedly avoided
marketing any identifiably Israeli consumer products. Telecommunications links and mail flow
normally between the two countries.

In April 1996, Qatar and Israel agreed to exchange trade representation offices. The Israeli trade
office opened in May 1996 and remains open. Qatar does not have any boycott laws on the
books, and does not enforce the Arab League boycott. Although Qataris have sometimes visited
Israel to investigate business opportunities, effectively there is no trade between the two states.
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Some Qatari government tender documents still include outdated boycott language. U.S.
embassy officials have discussed this matter with the Central Tenders Committee, who claim that
a final decision regarding the presence of boycott language in government tender documents is
pending with the Ministry of Finance. The U.S. Government is currently working with the
Ministry of Finance on this issue.

In accordance with the 1994 GCC decision, Saudi Arabia terminated the secondary and tertiary
boycotts, and they are no longer enforced in the Kingdom. In light of its accession to the WTO
in 2005, the Saudi government has re-issued the original directive confirming that these two
boycotts are not to be applied in Saudi Arabia. The Ministry of Commerce (MOC) also
established an office to address any reports of boycott violations. The MOC met with the U.S.
Department of Commerce’s Office of Anti-Boycott Compliance (OAC) in September 2005 to
discuss methods for ensuring Saudi commercial documents and tenders are in compliance with
anti-boycott regulations. The OAC’s list of reported boycott violations in Saudi Arabia over the
last few years has decreased dramatically, and the reported violations appear to reflect out-of-
date language in recycled commercial and tender documents. Saudi companies have been
willing to void or revise that language when they are notified of its use. Saudi Arabia is
obligated to apply WTO commitments to all current members, including Israel.

U.S. firms have faced boycott requests in the United Arab Emirates as a result of bureaucratic
and administrative inefficiencies. The UAE continues to have a policy of not implementing the
secondary and tertiary aspects of the boycott. The UAE is taking steps to eliminate these
prohibited boycott requests, and over the last year, the UAE government has issued instructions
reiterating its position on the boycott.

Yemen remains a full participant in annual meetings of the Arab League boycott committee. The
Government of Yemen does not have an official boycott office, but the Ministry of Trade
chooses a representative from its staff to attend the Arab League meetings on an annual basis.
Yemen enforces the primary boycott of goods and services produced in Israel. There are no
specific laws on the books in Yemen regarding the boycott.
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ARGENTINA

TRADE SUMMARY

The U.S. goods trade deficit with Argentina was $472 million in 2005, an increase of $115
million from $357 million in 2004. U.S. goods exports in 2005 were $4.1 billion, up 21 percent
from the previous year. Corresponding U.S. imports from Argentina were $4.6 billion, up 22.1
percent. Argentina is currently the 32™ largest export market for U.S. goods.

U.S. exports of private commercial services (i.e., excluding military and government) to
Argentina were $1.7 billion in 2004, and U.S. imports were $754 million. Sales of services in
Argentina by majority U.S.-owned affiliates were $3.5 billion in 2003 (latest data available),
while sales of services in the United States by majority Australia-owned firms were not available
in 2003 ($5 million in 2001).

The stock of U.S. foreign direct investment (FDI) in Argentina in 2004 was $11.6 billion, up
from $10.9 billion in 2003. U.S. FDI in Argentina is concentrated largely in the manufacturing,
finance, and information sectors.

IMPORT POLICY

With the collapse of the currency board system in January 2002, there was a 70 percent
devaluation of the peso, a 56 percent drop in imports, and a three percent decline in exports the
latter due to general uncertainty and lack of finance. Argentina’s exchange rate policy is based
on a managed float that targets a nominal exchange rate close to ARP 3 per U.S. dollar.
However, the peso appreciated a nominal 7.5 percent between January 2003 and mid-November
2005.

Imports of used clothing are prohibited except for donations to government or religious
organizations. Argentina prohibits the importation and sale of used tires, used or refurbished
medical equipment, such as imaging equipment, and used auto parts. Imports of a long list of
used capital goods are totally prohibited. Some used machinery imports are allowed, but only
after the machinery is rebuilt. Brazil and Argentina’s common automotive policy (Bilateral Auto
Pact) bans the import of used self-propelled agricultural machinery.

The Government of Argentina placed substantial restrictions on natural gas exports to Chile by
ministerial resolutions. Restrictions were imposed during 2004 and 2005, when rapid growth in
demand outstripped the growth of supply, threatening domestic industrial production and
residential use. Supply to Chile was cut completely on several occasions during 2005. Several
U.S. companies were affected by these restrictions resulting in the violation of their export
contracts. In May 2005, the government imposed a 20 percent export tax on gas exports.
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TARIFFS

Argentina’s average applied tariff rate was 13 percent in 2005, and ranges from zero percent to
35 percent. A statistical fee of 0.5 percent is added to most products (90 percent of all
harmonized system tariff lines). The average export tax is 10.2 percent.

Exporters may claim reimbursement for some domestically paid taxes apart from VAT
reimbursements. The average non-VAT reimbursement for exporters is 4.0 percent. In
November 2005, the government issued rebates eliminating tax reimbursements on
approximately 200 food products, as well as instituting price caps in an effort to reduce domestic
prices.

Argentina is a member of MERCOSUR, a customs union comprised of Argentina, Brazil,
Paraguay and Uruguay. Full common external tariff (CET) product coverage schedule for
implementation in 2006 may be delayed. CETs range from zero percent to 20 percent ad
valorem, with a number of country-specific exceptions. Currently Argentina maintains
exceptions on 1,899 products or 7 percent of the total harmonized system.

In 2005, the government imposed new non-automatic licenses on shoes and toys (Resolutions
485/05 and 486/05) and there is an automatic license requirement for most footwear imports. In
2004, Resolution 495/04 established minimum specific import duties on footwear imports to be
in force for 180 days. In 2005, however, the Ministry of the Economy extended the 180-day
period to December 31, 2007. These import duties do not apply to imports from MERCOSUR
countries and cannot exceed 35 percent when calculated as an equivalent ad valorem tariff.
Under Resolution 825/01, toys and textiles from China are taxed with high specific tariffs
affecting U.S. firms established in Argentina that import from China. This resolution includes a
phase-out program for all duties on these products to be equivalent to a maximum 35 percent ad
valorem tariff by January 2007.

CUSTOMS PROCEDURES

Argentina subscribes to the WTO Agreement on Customs Valuation. Argentina has import
monitoring mechanisms, similar to an import-licensing regime, which affect roughly one-fifth of
its imports. Cumbersome requirements exist for certificates of origin, particularly in the
electronics and textile sectors. There is a “Canal Morado” procedure when Customs finds that
the declared price of an import is lower than its reference price. The importer must provide a
guarantee for the duties on the difference that Customs may end up retaining. This customs
verification procedure can take a long time and results in higher financial costs for importers.

In 2005, Federal Administration for Public Revenues (AFIP) Resolution 1811/05 modified the
import-export regime applied to couriers. Previously, a simplified procedure for Customs
clearance that applied to international operations up to $3,000 expedited couriers' activities.
Resolution 1811/05 reduced this maximum to $1,000, resulting in a vast number of courier
operations going through normal customs clearance procedures which take three times longer
than that of the simplified procedure.
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Additionally, couriers must declare the tax identification codes of the sender and addressee,
rendering the process troublesome and costly. This burdensome regulation increases the cost not
only for the courier, but also for users of courier services.

STANDARDS, TESTING, LABELING AND CERTIFICATION

Agricultural Products: The government has banned sweetbreads (from thymus gland) since
2002, due to the perceived risk of BSE transmissibility. Additionally, the government requires
all products related to beef to have a special sanitary certificate which is not required of U.S.
beef under internationally recognized standards. INAL demands traceability and documents
stamped/notarized by the Argentine Consulate for these products. Argentina continues to delay
issuing the final authorization for imports of additional citrus fruit, pears, and cherries from the
United States. Argentina prohibits the import of seed potatoes, claiming phytosanitary concerns.

Non-agricultural Products: Argentina's Standards Institute (IRAM) bases some of its voluntary
standards on international standards. IRAM standards are in some cases compatible with U.S. or
European standards. In general, Argentine buyers accept products that meet U.S. standards.
Argentina began mandating compliance with new safety certifications on a wide range of
products in early 1998, affecting U.S. exports of low voltage electrical products (household
appliances, electronics products and electrical materials), toys, covers for dangerous products,
gas products, construction steel, personal protective equipment, and elevators. Many businesses
often find the procedures for compliance to be inconsistent, redundant, and non-transparent.

Regulations that require product testing can be cumbersome, costly and problematic for small
and medium-sized U.S. companies. Argentina's certificate of origin regulations require separate
certificates for each of the countries involved in manufacturing the various components of a final
product. In the past, Argentina failed to fulfill the notification and comment requirements of the
WTO Agreement on Technical Barriers to Trade (TBT) in its implementation of these measures.

Regulations require strict specifications for textile and footwear labels. Labels must have very
specific characteristics and information, and importers must provide details about products and
composition that result in delays.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Patents: Argentina's lack of adequate and effective patent protection has been a long-standing
irritant in the bilateral trade relationship. Argentina is on the Special 301 Priority Watch List.
The National Intellectual Property Institute (INPI) started to grant pharmaceutical patents in
October 2000. INPI has been slow since that time in issuing pharmaceutical patents to products
with commercial value. INPI, however, has taken a number of steps, including the
implementation of fast-track procedures, to reduce Argentina's large patent application backlog.
In April 2002, negotiations between the governments of the United States and Argentina clarified
aspects of Argentina’s intellectual property system, such as provisions related to the patentability
of microorganisms and its import restriction regime. Those negotiations did not resolve the
dispute concerning the lack of protection for safety and efficacy data developed by
pharmaceutical companies submitted to INPI for the approval of pharmaceutical products.
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Argentina amended its patent law in December 2003, as required by the May 2002 agreement
between the two governments.

The intention of the amendment was to provide protections for process patents and to ensure that
preliminary injunctions were available in intellectual property court proceedings, among other
steps. The United States retained its right to seek resolution on the outstanding issues, including
data protection, under the WTO dispute settlement mechanism.

Copyrights: Argentina's copyright laws provide generally good protection. Argentina ratified
the World Intellectual Property Organization (WIPO) Copyright Treaty and the WIPO
Performances and Phonograms Treaty in 1999, though some implementation issues remain. In
November 1998, Argentina promulgated legislation establishing software piracy as a criminal
offense, but the government has yet to fully comply with an agreement with the private sector to
eliminate unlicensed software used in government offices.

Enforcement of copyrights on recorded music, videos, books, and computer software remains
inconsistent. Argentina customs and other government authorities generally cooperate with
industry efforts to stop shipments of pirated merchandise, but inadequate resources and multiple
and slow court procedures have hampered the effectiveness of enforcement efforts. A court
order issued in 2004 resulted in Argentine customs inspecting all shipments of blank optical
disks coming into the country. The legal framework regarding Internet piracy provides few
incentives to investigate and punish those who post infringing materials. On November 20,
2005, local record companies announced that they had filed 20 civil cases against “upholders”, or
Internet users that share music through the net, violating intellectual property laws. Local record
companies produced a report showing that more than 412 million songs are downloaded from the
Internet in Argentina each year. Inadequate border controls, particularly at the
Paraguayan/Brazilian border, further contribute to the regional circulation of pirated goods. The
U.S. copyright industries are increasingly concerned with widespread offering of “home
delivery” for pirated products. End-user piracy of business software, motion picture piracy, and
book piracy remain widespread.

Trademarks: Argentina’s trademark law, Law on Trademarks and Designations (No. 23,262),
was issued in 1980. Similar to other Latin American countries, Argentina has a somewhat
limited view of eligible subject matter for trademarks, not accepting applications for certification
marks. Argentina does, however, provide protection for sound and scent marks. U.S. companies
report that the process of registering trademarks generally takes over five months. The
registering procedure was improved and made quicker with Presidential Decree 1141/03.

Overall, enforcement of copyrights and trademarks remains a serious concern. Border controls
and the prosecution of intellectual property violations are ineffective, civil damages are non-
deterrent, and in criminal cases, the judiciary is reluctant to impose deterrent penalties, including
jail time.

The United States and Argentina are closely allied in the area of agricultural biotechnology as
co-complainants in challenging the EU moratorium on transgenic crops and implementation of
the Cartagena Protocol of Biosafety (CPB). However, the government needs to adopt and
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enforce intellectual property regimes acceptable to foreign companies, in order to attract
sufficient investment in agricultural biotechnology. Argentina has been attempting to negotiate a
system for royalty payments to accommodate agricultural companies where the Argentine
Supreme Court previously declined to approve patent rights. These negotiations have reached an
impasse, and companies could be forced to seek additional legal recourse if negotiations cannot
be restarted and a reasonable solution achieved. The government opposes a grain-based
collection system, as they believe it would undermine the joint WTO case against the EU.
Argentine soybean exports for marketing year 2005/06 are forecast at 9.7 million metric tons.
About 99 percent are biotechnology U.S. soybeans and large portions are produced without the
necessary royalty payments.

SERVICES BARRIERS

Argentina enacted broad liberalization in the service sector as part of its economic reform
program in the 1990s, but some barriers continue to exist. For example, the Argentina
government obliges cable/pay television operators to register their programming with a
government body. This government body imposed restrictions on the frequency of
advertisements on cable-TV providers. In addition, restrictions regarding the showing, printing
and dubbing of films burden U.S. exports, as does the practice of charging ad valorem customs
duties based on the previously estimated value of the authors' rights, rather than solely on the
value of the physical materials being imported which is the WTO standard.

In the WTO, Argentina has committed to allow foreign suppliers of non-insurance financial
services to establish all forms of commercial presence and has committed to provide
substantially full market access and national treatment to foreign suppliers of non-insurance
financial services. The only significant remaining issue is that lending limits for foreign bank
branches are based on local paid-in capital, not the parent bank’s capital.

In general, commercial presence of insurance firms is permitted under the same conditions
required for local firms. Law 20091, however, establishes that the branches or agencies of
foreign insurance firms will be authorized to perform insurance activities in Argentina if there is
reciprocity in the respective countries' laws. There was a reform of minimum capital
requirements for new insurance firms in 1998, which resulted in new firms having to fulfill
higher minimum capital requirements, whereas older firms could still benefit from lower
requirements. Therefore, firms that establish themselves in the Argentine market through the
acquisition of another firm benefiting from lower standards will be in a better position that those
firms that begin in the Argentine market as new companies and, therefore, are subject to the new
standards. These measures affect both foreign and local firms. The localization of assets
maintained by insurance firms is affected by regulations issued by the government entity that
supervises the sector, the National Insurance Superintendency (SSN). Some 75 percent of
capital and 90 percent of technical reserves are to be invested within the country. There are lists
of authorized investments that become stricter in the case of firms that manage pension funds
(AFJP). These lists apply to both foreign and local firms. Argentine residents cannot acquire
life, medical, or patrimony insurance abroad. Foreign suppliers cannot publicize their services
within Argentina. However, insurance for cargo is permitted and reinsurance engaged abroad is
always permitted, for all types of insurance.
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There is also a restriction on insuring goods owned or used by the National, provincial or
municipal governments, independent agencies and people or firms that were granted
concessions. The insurance for such goods has to be engaged with local firms, as established by
Law 12988.

INVESTMENT BARRIERS

In line with WTO rules, Argentina in 1995 notified measures inconsistent with its obligations
under the WTO Agreement on Trade-Related Investment Measures (TRIMS). The notified
measures dealt with local content and trade balancing in the automotive industry. Proper
notification allowed developing country WTO members to maintain such measures for a five-
year transitional period, ending January 1, 2000. In November 2001, the WTO granted an
extension to the TRIMS transitional period allowing Argentina and several other countries to
maintain TRIMS-inconsistent measures until December 31, 2003. Article 23 of the September
2002 bilateral auto pact between Argentina and Brazil allowed Argentina to maintain minimum
domestic content requirements on vehicles manufactured in Argentina until 2005. Article 13 of
the agreement established trade balancing measures that expire in 2006.

The government implemented an increasing variety of capital and exchange controls throughout
2002. These measures inhibited access to foreign exchange to pay for imports, which has
created difficulties for U.S. investors in Argentina, among others. As of September 2002, the
government retained strict controls on the release of foreign exchange to pay for imports of 2,700
products. During 2003, most of the exchange market controls for imports were relaxed or
abolished. Imports can now be paid in advance regardless of the type of good involved.
Importers, however, must show that imported products entered Argentina within 360 days of
payment. There are no restrictions on payments for services imports (such as freight, insurance,
technical assessment, professional fees, etc.).

Hard currency export earnings, both from goods and services, must be cleared in the local
foreign exchange market (with exceptions) and there are time limits to fulfill this obligation.
Those limits range from approximately 130 to 350 working days for goods (depending on the
goods involved) and 135 working days for services. For certain capital goods and situations
where exports receive long-term financing, exporters face more liberal time limits. The foreign
exchange clearance requirement does not apply to exports of certain minerals or for exports to
Argentine foreign trade zones, and is limited to 30 percent of total revenues for hydrocarbons
exports. Foreign currency earned through exports may be used for some foreign debt payments.

Argentina imposed a registration requirement for the inflows and outflows of capital, and a 180-
day minimum investment period, beginning in June 2003. In May 2005, the government issued
Presidential Decree 616/05 and extended the minimum time period to 365 days. The Decree also
expanded the registration requirement to include "all types of debt operations of residents that
could imply a future foreign currency payment to non-residents" and requires that all foreign
debt of Argentine private sector residents, with the exception of trade finance and initial debt
offerings, that bring foreign exchange into the market must include provisions that the debt need
not be repaid in less than 365 days.
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Decree 616/05 imposed more restrictive controls on three classes of inbound investments:
inflows of foreign funds from private sector debt, excluding foreign trade and primary stock and
bond issues; inflows of non-resident funds that are destined for the holding of Argentine pesos or
the purchase of private sector financial instruments (excluding foreign direct investment and the
primary issuance of stocks and bonds); and investments in public sector securities purchased in
the secondary market. These three types of inflows are subject to three restrictions: (a) they may
not be transferred out of the country for 365 days after their entry; (b) proceeds from foreign
exchange transactions involving these investments must be paid into an account in the local
financial system; and (c) 30 percent of the amount of such transactions must be deposited in a
local financial entity for 365 days. The account must be denominated in dollars and pay no
interest. Violations are subject to criminal prosecution.

Under the bilateral investment treaty (BIT) between Argentina and the United States, which
entered into force in 1994, each country committed to provide investors of the other country
treatment equal to what it offers its own investors or investors from any other country. The BIT
also includes obligations relating to compensation for expropriation, the free movement of
capital and other investment-related transfers, and the right to hire senior managers of any
nationality. Several U.S. investors have submitted to binding investor-state arbitration under the
BIT claims that measures imposed by Argentina during the financial crisis that began in 2001
breached BIT obligations.

ELECTRONIC COMMERCE

Argentina has an advanced legal framework for Digital Signature. The Digital Signature Law
25506 was passed in 2001, followed by the Presidential Decree 2628/02, providing the
implementation procedures for the use of Digital Signature in Argentina. There are, however, a
few pending security and technological issues that the Application Authority needs to define to
complete the regulatory regime for the full implementation of Digital Signature in Argentina.
Argentina does not allow the use of electronically produced air waybills, limiting their ability to
speed up customs processing and the growth of electronic commerce transactions.
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AUSTRALIA

TRADE SUMMARY

The U.S. goods trade surplus with Australia was $8.4 billion in 2005, an increase of $1.7
billion from $6.7 billion in 2004. U.S. goods exports in 2005 were $15.8 billion, up 10.9
percent from the previous year. Corresponding U.S. imports from Australia were $7.3
billion, down 2.7 percent. Australia is currently the 140 largest export market for U.S.
goods.

U.S. exports of private commercial services (i.e., excluding military and government) to
Australia were $6.9 billion in 2004, and U.S. imports were $3.9 billion. Sales of services
in Australia by majority U.S.-owned affiliates were $18.7 billion in 2003 (latest data
available), while sales of services in the United States by majority Australia-owned firms
were $11.0 billion.

The stock of U.S. foreign direct investment (FDI) in Australia in 2004 was not available,
$48.9 billion in 2003. U.S. FDI in Australia is concentrated largely in the manufacturing,
finance, and wholesale sectors.

FREE TRADE AGREEMENT (FTA)

The Governments of the United States and Australia concluded a free trade agreement
(FTA) on February 8, 2004, that entered into force on January 1, 2005. The FTA already
addressed many of the issues raised in the 2005 National Trade Estimate report. Under
the FTA, more than 99 percent of U.S. exports of manufactured goods to Australia are
now duty-free and all U.S. agricultural exports to Australia, totaling nearly $700 million,
receive duty-free access as of January 1, 2005.

IMPORT POLICIES

Tariffs

Eighty-six percent of Australia’s tariffs are between zero percent and five percent, with
more than 99 percent of tariff rates applied on an ad valorem basis. Ninety-seven percent
of Australia’s tariff lines are bound in the World Trade Organization (WTO). Australia's
simple average bound tariff rate is 9.9 percent and its average applied normal trade
relations (NTR), also known as most favored nation (MFN), tariff is 4.2 percent. The
average applied NTR/MFN rate for industrial products is 4.6 percent, with most bound
rates set between zero percent and 55 percent. The average applied NTR/MFN tariff for
agricultural products is less than one percent, with bound rates generally set between zero
percent and 29 percent. Tariff-rate quotas are in place for five cheese items and non-
manufactured tobacco. Australia retains high tariffs peaks on textiles, clothing, and
footwear (TCF) (maximum 25 percent) and passenger motor vehicles (maximum 15
percent).
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With the FTA in effect, 99 percent of U.S. manufactured goods and 100 percent of U.S.
food and agricultural goods exports to Australia are now duty-free. The FTA will also
eliminate tariffs within four years in the automotive sector and within 10 years in the
textiles sector. U.S. industry estimates the removal of tariffs affecting trade in textiles,
automobiles, and automotive components will lead to increases in U.S. exports to
Australia of $100 million to $500 million in textiles, and raise exports of automobiles and
components by $100 million to $500 million.

STANDARDS, TESTING, LABELING AND CERTIFICATION
Sanitary and Phytosanitary Measures

The Australian government maintains an extremely stringent regime for the application
of sanitary and phytosanitary (SPS) measures, resulting in restrictions and prohibitions on
imports of many agricultural products. Key U.S. products currently prohibited under
Australia's SPS regime include Florida citrus, stone fruit, poultry (fresh, cooked, and
frozen), and apples. In 2004, Australia issued new import rules for pork. Under these
new rules, the United States gained access to the Australian market and is now shipping
processed pork to Australia. Australia is deviating from the international standard on
wood packing materials by requiring that they be free of bark as well as treated. The
FTA created a new mechanism for scientific cooperation between U.S. and Australian
SPS authorities to resolve specific bilateral, animal, and plant health matters. This new
mechanism will facilitate engagement at the earliest appropriate point in each country's
regulatory process to cooperate in the development of science-based measures that affect
trade between the two countries.

Biotechnology
Commercial Release

The Gene Technology Act 2000 is the Commonwealth government component of a
national regulatory scheme for gene technology and products produced through modern
agricultural biotechnology. The Act regulates the use of all agricultural biotechnology
products in Australia and requires that the Office of the Gene Technology Regulator
license all biotechnology activities involving the intentional release of biotechnology
products into the environment. Issues related to the marketability and trade implications
of the commercialization of biotechnology crops do not fall within the scope of the
evaluations provided in the Act. The Commonwealth, State, and Territorial governments
consider these matters both individually and through joint forums. Most of Australia’s
States and Territories restrict biotechnology products through planting moratoria or bans
on plantings of food-related biotechnology products licensed by the Commonwealth
Office of the Gene Technology Regulator. The United States has objected to these
actions as they appear to be based on marketing and trade concerns rather than science.
Such actions have held up the commercialization of canola biotechnology. While the
Government of Australia has invested in biotechnology research and widely supported
the use of biotechnology for its farming community, the country experienced a setback in
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2004 when the states of New South Wales, Victoria, South Australia and Western
Australia all placed moratoria on new plantings of biotechnology crops. It should be
noted that biotechnology cotton, a non-food-related biotechnology product, has been
successfully introduced and planting of this product now dominates the cotton industry in
Australia.

Biotechnology Food Approvals

Imported foods using biotechnology can be offered for sale and consumption in Australia
only after being assessed and approved by Food Standards Australia New Zealand
(FSANZ) and being listed in the Food Standards Code. As of November 2005, there
were 24 products on the FSANZ-approved list of “food produced using gene
technology.”

Biotechnology Food Labeling

The joint Australia-New Zealand regulatory regime for food, which includes mandatory
labeling requirements for certain foods produced using biotechnology, became effective
in December 2001. Biotechnology labeling is required if a food in its final form contains
detectable DNA or protein resulting from the application of biotechnology, with a few
exceptions. The law allows for a maximum of one percent of adventitious presence.
Meeting these biotechnology food labeling regulations can be burdensome for
manufacturers, packers, importers, and retailers, particularly involving U.S. agricultural
exports, a large share of which is processed food.

GOVERNMENT PROCUREMENT

Australia is the only major industrialized country that is not a signatory to the plurilateral
WTO Government Procurement Agreement (GPA). As such, Australia is not bound by
the GPA's rules on open and non-discriminatory policies in government procurement.
Under the FTA, the Australian Government has opened its government procurement
market to U.S. suppliers and eliminated discriminatory preferences for domestic
suppliers. The FTA permits some Australian State governments to maintain their
discriminatory preference schemes until 2008.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Australia is a member of the World Intellectual Property Organization (WIPO) and is a
party to most multilateral IPR agreements, including: the Paris Convention for the
Protection of Industrial Property; the Berne Convention for the Protection of Literary and
Artistic  Works; the Universal Copyright Convention; the Geneva Phonogram
Convention; the Rome Convention for the Protection of Performers, Producers of
Phonograms, and Broadcasting Organizations; and the Patent Cooperation Treaty. Under
the FTA, Australia is obligated to accede and become a party to the 1996 WIPO
Copyright Treaty and Performances and Phonograms Treaty. Australia is currently
reviewing the steps necessary for accession.
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Australia permits the parallel importation of computer software, electronic versions of
books, periodicals, sheet music, sound recordings, branded goods (clothing, footwear,
toys, and packaged food), and some electronic games. The Australian government
continues to prohibit the parallel importation of films. An estimated 20 percent of the
digital video discs (DVDs) in Australia are illegal parallel imports. Locally replicated
DVD-Rs, videocassettes copied from video compact discs (VCDs) and DVDs, illegally
parallel-imported DVDs, and pirated VCDs continue to be the major threat to Australia's
otherwise low rate of piracy of audio-visual materials. Pirate DVDs imported from Asia
also are an emerging problem. U.S. copyright holders remain concerned over past
decisions by the Australian Competition and Consumer Commission (ACCC) that equate
the holding of a copyright with "market power." A 2005 decision by the High Court of
Australia regarding the sale of devices to circumvent Technological Protection Measures
(TPMs) raises some concerns regarding access controls. The decision held that the sale
of the circumvention devices did not breach the anti-circumvention provisions of the
Copyright Act. The Australian government is currently conducting a review of its TPM-
related legislation, in accordance with its obligations under the FTA.

Due to the FTA, Australia now provides copyright protection for the life of the author
plus 70 years (for works measured by a person's life), or 70 years (for corporate works).
The FTA also clarifies that the right to reproduce literary and artistic works, recordings,
and performances encompasses temporary copies, an important principle in the digital
realm. Australia also agreed to obligations with respect to the liability of Internet Service
Providers in connection with copyright infringements that take place over their networks.

Under the patent provisions of the FTA, Australia confirms that its law makes patents
available for any invention, subject to limited exclusions, and confirms the availability of
patents for new uses or methods of using a known product. To guard against arbitrary
revocation, Australia will limit the grounds for revoking a patent to the grounds that
would have justified a refusal to grant the patent; fraud is also grounds for revocation.
Under the FTA, Australia also will make patent term adjustments to compensate if there
are unreasonable delays that occur while granting the patent, or if there is an
unreasonable curtailment of the effective patent term as a result of the marketing
approval process for pharmaceutical products. The FTA protects test data that a company
submits in seeking marketing approval for pharmaceutical and agricultural chemical
products by precluding other firms from relying on the data. It also requires measures to
prevent the marketing of pharmaceutical products that infringe patents.

The trademark and geographical indication provisions of the FTA establish that
trademarks must include marks in respect of goods and services, collective marks, and
certification marks, and that geographical indications are eligible for protection as marks.
Australia also will provide protection for marks and geographical indications, as well as
efficient and transparent procedures governing the application for protection of marks
and geographical indications. The FTA also provides for rules on domain name
management that require a dispute resolution procedure to prevent trademark cyber-

piracy.
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The FTA establishes strong penalties for piracy and counterfeiting. The Agreement
criminalizes end-user piracy and requires Australia to authorize the seizure, forfeiture,
and destruction of counterfeit and pirated goods and the equipment used to produce them.
Australia also must empower its law enforcement agencies to take enforcement action at
the border against pirated or counterfeit goods without waiting for a formal complaint.

The United States Government raised concerns that Australia’s FTA implementing
legislation, which Australia’s parliament approved in August 2004, did not fully
implement a number of the FTA commitments on intellectual property. The United
States and Australia subsequently addressed these concerns in an exchange of letters in
November 2004, through which Australia agreed to take steps, including making
legislative and regulatory changes, to implement several commitments. Australia’s
parliament approved related legislation in December 2004. In accordance with the
exchange of letters, the Australian government announced in June 2005 that it will submit
legislation to Parliament that would apply criminal penalties for wrongfully accessing
pay-TV services. Concerns remain, however, about the Australian government’s
implementation of its FTA commitments with respect to pharmaceutical patent
protection.

SERVICES BARRIERS
Telecommunications

U.S. industry remains concerned about the ability of the majority government-owned
telecommunications firm, Telstra, to abuse its monopoly power. This has included delays
in making an acceptable public offer for access to its network, and the inflated pricing of
its wholesale services such as leased lines and interconnection with its mobile network.
Australia’s government has made significant progress in addressing some of these issues
by approving a reference interconnection offer and proposing a schedule of mobile
termination rates that would introduce significant price reductions (termination rates in
Australia are among the highest in Asia). Telstra has provided evidence that its leased-
line rates are now comparable with other competitive markets, and companies seeking to
challenge these rates have the opportunity to do so under Australia's rules. The
Australian Parliament has passed legislation to permit the sale of the remaining 51
percent share of Telstra held by the Australian government. The Australian government
has not, however, addressed the issue of foreign equity limits in Telstra, now limited to
35 percent. The FTA includes several important new obligations for major suppliers,
including for the resale and provisioning of leased circuits and co-location, and ensuring
access for U.S. firms.

Audiovisual Trade Barriers

The Australian Communications and Media Authority Content Standards require that 55
percent of all free-to-air television programming broadcast between 6:00 a.m. and
midnight be of Australian origin with specific minimum annual sub-quotas for Australian
drama aimed at adults, documentary and children’s programs.
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In addition, the television advertising quota stipulates that at least 80 percent of total
commercial television advertising during that same period must be Australian-produced.
Australia's Broadcasting Services Amendment Act requires pay television channels with
significant drama programming to spend 10 percent (with a requirement of up to 20
percent allowed under the FTA) of their programming budget on new Australian drama
programs. Australian radio industry quotas require that up to 25 percent of all music
broadcast between 6:00 a.m. and midnight be "predominantly" Australian in
origin/performance. The FTA allows existing restrictions to remain, but limits or
prohibits their extension to other media or means of transmission.

INVESTMENT BARRIERS

Pursuant to Australia’s foreign investment law, the government’s Foreign Investment
Review Board (FIRB) screens in advance potential foreign investments in Australia
above a threshold value of $50 million. The FIRB may deny approval of particular
investments above that threshold on ‘“national interest” grounds. The FTA, however,
exempts all new “greenfield” U.S. investments from FIRB screening entirely. The FTA
also raised the threshold for screening of most U.S. acquisitions of existing investments
in Australia from A$50 million to A$800 million (indexed annually). The FTA does not
provide for binding international investor-state arbitration.

OTHER BARRIERS
Commaodity Boards and Agricultural Support

The export of almost all wheat, barley, rice, and sugar remains under the monopoly
control of commodity boards. The privatization of the Australian Wheat Board, Ltd.,
(AWB) in July 1999, saw its export controls transferred to the Wheat Export Authority
(WEA), and the AWB retained veto rights over containerized export requests. After a
review during 2000, the Australian government extended the WEA's export monopoly
until 2004. In 2000, the Australian government launched an eight-year adjustment
assistance package for the dairy industry, following deregulation of that industry. In
2002, it initiated a four-year, $150 million sugar industry package; this package was
increased by $444 million in 2004. These programs support regional adjustment,
diversification and industry restructuring. Depending on the program, assistance includes
sustainability grants, income support, crisis counseling, interest rate subsidies, and short-
term income support.

Automotive and Textile, Clothing, and Footwear (TCF) Sector Support Programs

Automotive producers benefit from import duty credits designed to promote production,
investment, and research and development. In 2002, the program was extended to 2015
with declining benefits to compensate for planned additional tariff reductions. The TCF
industry receives grants under the Australian government's Strategic Investment Program
for research and development, restructuring, and investment to assist firms with
restructuring prior to legislated tariff cuts in 2005.
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In November 2003, the Australian government announced a tariff reduction schedule and
a reduced and final assistance scheme for the period of 2005 through 2015.

Pharmaceuticals

The U.S. pharmaceutical industry has raised concerns that the Australian government's
policies regarding the pharmaceutical sector do not appropriately value innovation and
diminish Australia’s contribution to research and development of innovative
pharmaceutical products. The FTA addresses some transparency concerns and requires
establishment of an independent review process, which is awaiting the appointment of a
full-time convenor. The FTA also established a Medicines Working Group to provide for
continued dialogue between the two governments on emerging health care policy issues.

In early 2005, the pharmaceutical industry also raised concerns about the Australian
government’s proposed policy that would have required a 12.5 percent cut in the
reimbursement price of pharmaceuticals in a therapeutic drug class each time a generic
drug in that class came onto the market. After consultation with stakeholders, the
Australian government implemented this policy by ensuring that innovative medicines
are not subject to cumulative price reductions. In late 2005, the industry raised concerns
that the Australian government was undertaking reform of pharmaceutical pricing issues
without allowing for consultation with stakeholders.

Blood Plasma Products

Foreign companies face substantial barriers to the provision of blood plasma products in
the Australian market. Hospitals are reimbursed only for blood plasma products
produced by an Australian company under a monopoly contract granted by the
government. While foreign blood products may be approved for sale in Australia, the
exclusive contract makes it virtually impossible for foreign firms to sell their products in
Australia except to fill shortages or provide products not otherwise available in Australia.
The FTA commits Australia to review its arrangements for the supply of blood
fractionation services by no later than January 1, 2007. The Australian government
provided funds in its 2005-2006 budgets to begin this review. Under the FTA, the
Australian government must recommend to Australia's states and territories that future
arrangements for the supply of blood plasma products be conducted through an open
tender process.

FOREIGN TRADE BARRIERS
-31-



BAHRAIN

TRADE SUMMARY

The U.S. goods trade deficit with Bahrain was $81 million in 2005, a decrease of $22.6 million
from $103 million in 2004. U.S. exports in 2005 were $351 million, up 16.2 percent from the
previous year. Corresponding U.S. imports from Bahrain were $432 million, up 6.5 percent.
Bahrain is currently the 88™ largest export market for U.S. goods.

The stock of U.S. foreign direct investment (FDI) in Bahrain in 2004 was $176 million, up from
$141 million in 2003.

IMPORT POLICIES

As a member of the Gulf Cooperation Council (GCC), Bahrain applies the GCC common
external tariff of five percent for most products, with a limited number of GCC-approved
country-specific exceptions. Bahrain’s exceptions to the common external tariff include alcohol
(125 percent) and tobacco (100 percent). Four hundred seventeen food and medical items are
exempted from customs duties entirely.

Upon entry into force of the U.S.-Bahrain Free Trade Agreement (FTA), 100 percent of bilateral
trade in consumer and industrial products will become duty-free immediately. Bahrain will
phase out tariffs on the remaining handful of products within ten years. On agricultural products,
Bahrain will provide immediate duty-free access for U.S. agricultural exports in 98 percent of
agricultural tariff lines. Bahrain will phase out tariffs on the remaining products within ten
years.

STANDARDS, TESTING, LABELING AND CERTIFICATION

As part of the GCC Customs Union, member countries are working toward unifying their
standards and conformity assessment systems and have progressed considerably toward the goal
of a unified food standard — originally targeted for adoption by 2006. However, each country
currently applies either its own standard or a GCC standard, which can cause confusion for U.S.
exporters.

Bahrain generally uses international or GCC standards, and the development of standards in
Babhrain is based on the following principles: (a) no unique Bahraini standard is to be developed
if there is an identical draft GCC standard is in the process of being developed; and (b)
developing new Bahraini standards must not create trade barriers. The total number of GCC
standards adopted as Bahraini standards currently stands at 1020, out of which 320 are
mandatory and 700 are voluntary. There are also approximately 434 draft GCC standards under
development.
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Bahrain has replaced its product shelf-life requirements; a major impediment to U.S. processed
food exports to the Gulf region, with international (Codex) standards.

GOVERNMENT PROCUREMENT

In October 2002, Bahrain implemented a new government procurement law to ensure
transparency and reduce bureaucracy and corruption in government tenders and purchases.
Under the new law, specified procurements are eligible for bid by international suppliers. A
Tender Board is chaired by a Minister of State who oversees all tenders and purchases with a
value of BD10, 000 ($26,525) or more.

The Tender Board is an important measure toward ensuring a transparent bidding process, which
the Government of Bahrain recognizes as vital to attracting foreign investment. The Tender
Board awarded tenders worth $453.6 million in 2004. When the U.S.-Bahrain FTA enters into
effect, Bahrain will be required to conduct procurement covered by the FTA in a fair,
transparent, and non-discriminatory manner.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

The U.S.-Bahrain FTA commits Bahrain to enforce world-class IPR protection. Bahrain has
finalized the process of joining the World Intellectual Property Organization (WIPO) Copyright
Treaty and the WIPO Performances and Phonograms Treaty. The agreements became effective
on December 15, 2005. A significant public awareness campaign was launched in March 2005,
equating piracy with theft. Islamic religious officials were enlisted to educate the public on the
intellectual property rights concept. However, the Motion Picture Association of America
(MPAA) complains that the Government of Bahrain has failed to act to curb a growing trend of
cable television piracy. The MPAA alleges that unlicensed operators are tapping into cable
television feeds and illegally selling access to the diverted signal, thereby depriving U.S. motion
picture studios of royalty payments.

The Government of Bahrain is preparing to submit several key pieces of draft IPR legislation to
Parliament to comply with its obligations under the FTA. Bahrain’s new legislation will
improve protections and criminalize various IPR violations, including copyright, trademark and
patent infringement.

SERVICES BARRIERS
Financial Sector

In March 2004, as part of an effort to stimulate the insurance industry and reinforce Bahrain’s
position as a major insurance center in the Middle East, the Bahrain Monetary Authority (BMA)
lifted the requirement that foreign insurance brokers and loss adjusters have a local partner to
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operate in Bahrain. These firms, which were previously required to have at least 51 percent
Bahraini ownership, are now permitted to operate with 100 percent foreign ownership. The
BMA is holding consultations on further reform in areas such as captive insurance, solvency,
business conduct, risk management and financial crime, enforcement, central bank reporting and
public disclosure, intermediaries, and Islamic insurance.

As a result of the FTA, Bahrain will lift the moratorium on the issuance of new insurance
licenses for life and medical insurance upon entry into force of the agreement and will lift the
moratorium for non-life insurance licenses 6 months after entry into force.

Telecommunications

The telecommunications sector in Bahrain has been liberalized since July 2004. There are
currently two mobile providers in Bahrain: Batelco and Vodafone. The TRA does not plan to
award any additional mobile licenses in the near future.

In August 2005, the TRA issued a resolution declaring that any party interested in operating a
WiFi hotspot must obtain a temporary frequency license, available for a period of three months
(all other telecommunications licenses in Bahrain are valid for 15 years). As of December 2005,
only three such licenses had been issued.

INVESTMENT BARRIERS

The U.S.-Bahrain Bilateral Investment Treaty (BIT) provides benefits and protection to U.S.
investors in Bahrain, such as most-favored-nation treatment and national treatment, the right to
make financial transfers freely and without delay, international law standards for expropriation
and compensation cases, and access to international arbitration. The BIT provides national and
most favored nation treatment for U.S. investments across all sectors, with exceptions for
ownership or control of television, radio or other forms of media, fisheries, initial privatization,
air transportation, and the purchase or ownership of land. As of January 1, 2005, U.S. investors
can purchase or own shares traded on the Bahrain Stock Exchange.

Bahrain permits 100 percent foreign ownership of new industrial entities and the establishment
of representative offices or branches of foreign companies without local sponsors.  Wholly
foreign-owned companies may be set up for regional distribution services and may operate
within the domestic market as long as they do not exclusively pursue domestic commercial sales.
Foreign companies established before 1975 may be exempt from this rule under special
circumstances.

Since January 2001, foreign firms and GCC nationals may own land in Bahrain. Non-GCC
nationals may now own high-rise commercial and residential properties, as well as property in
tourism, banking, financial and health projects, and training centers, in specific geographic areas.
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In an attempt to streamline licensing and approval procedures, the Ministry of Commerce opened
the Bahrain Investors Center (BIC) in October 2004 for both local and foreign companies
seeking to register in Bahrain. According to Ministry of Commerce officials, 80 percent of all
licenses can be processed and verified within approximately twenty-four hours, an additional 10
percent within five working days and the remaining 10 percent, involved in environmental,
power, health and other important utilities and services, are processed separately and issued on a
case-by-case basis.
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BOLIVIA

TRADE SUMMARY

The U.S. goods trade deficit with Bolivia was $75 million in 2005, an increase of $9
million from $67 million in 2004. U.S. goods exports in 2005 were $218 million, up 12.6
percent from the previous year. Corresponding U.S. imports from Bolivia were $293
million, up 12.6 percent. Bolivia is currently the 100™ largest export market for U.S.
goods.

The stock of U.S. foreign direct investment (FDI) in Bolivia in 2004 was $221 million,
down from $360 million in 2003.

FREE TRADE NEGOTIATIONS

In May 2004, the United States initiated free trade negotiations with Colombia, Ecuador,
and Peru. To date, the United States has concluded free trade agreements with Peru and
Colombia. Negotiations with Ecuador will resume in late March 2006. Bolivia has
participated as an observer and could become part of the agreement at a later stage. The
United States has significant economic ties to the region. Total two-way goods trade
with the Andean countries of Peru, Colombia, and Ecuador was approximately $24
billion in 2004. The stock of U.S. foreign direct investment in these countries in 2004
was $7.7 billion.

IMPORT POLICIES
Tariffs

Bolivia has a three-tier tariff structure. Capital goods designated for industrial
development may enter duty-free; non-essential capital goods are subject to a 5 percent
tariff; and most other goods are subject to a 10 percent tariff.

Non-Tariff Measures

Supreme Decree 27340, dated January 31, 2004, banned the importation of certain types
of used clothing, including old, destroyed, or useless articles of apparel; used bedding and
intimate apparel; used shoes; and certain destroyed or useless textile articles (rags, cords,
string, and rope). U.S. industry reports that imports of other types of used clothing, while
not banned from import into Bolivia, may be subject to other non-tariff trade barriers.
According to industry, Bolivian customs often does not agree with official invoices that
are presented. In those instances, importers are typically expected to pay whatever
valuation the local customs authority deems to be ‘fair value’ for the shipment. U.S.
officials are continuing to monitor the situation to determine what, if any, barriers exist.
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STANDARDS, TESTING, LABELING AND CERTIFICATION

The Bolivian government imposes no specific import standards. The National
Certification and Standardization Organization (IBNORCA) is charged with developing
Bolivian product standards. In the future, products for use in the oil and gas industry may
have to comply with certain specific requirements.

Food product labeling requirements were established in 2003 by Supreme Decree 26510.
Products normally retain their original labels, but they must also have complementary
labeling showing the importer’s or distributor’s taxpayer identification number (RUC),
sanitary registration number, and ingredient translations.

GOVERNMENT PROCUREMENT

Since 1999, private (mostly foreign) firms have controlled the most significant of former
state-owned enterprises, but government expenditures still account for a significant
portion of Bolivia’s GDP. The central government, sub-central governments (state and
municipal levels), and other public entities remain important buyers of machinery,
equipment, materials, and other goods and services.

In an effort to encourage local production, the Bolivian government changed its
purchasing rules in March 2004 (Supreme Decree 27328, dated January 31, 2004).
Government purchases (except insurance contracts) under $20,000 may be made through
direct invitation and price comparisons, with a minimum of three quotes. The government
is legally required to issue tenders for purchases between $20,000 and $1,000,000.
Importers of foreign goods can participate in these procurements only when locally
manufactured products and service providers are unavailable or when the Bolivian
government fails to award a contract. The government can call for international bids only
when purchases are between $1,000,000 and $5,000,000. Suppliers submitting bids for
purchases over $5,000,000 must comply with specified prerequisites, which are
established in bidding documents exclusive to each purchase.

Bolivia is not a party to the World Trade Organization (WTO) Agreement on
Government Procurement.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Bolivia belongs to the World Trade Organization (WTO) and the World Intellectual
Property Organization (WIPO) and is a signatory to the Paris Convention for the
Protection of Industrial Property, the Berne Convention for the Protection of Literary and
Artistic Works, the Nice Agreement, the Geneva Phonograms Convention, and the
Convention for the Protection of New Varieties of Plants.
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In 1999, the Bolivian government established the National Intellectual Property Rights
Service (SENAPI) to oversee IPR issues. The organization initiated a USAID-supported
restructuring process in early 2003, but as of October 2005, that process was not yet
complete.

The 1992 Copyright Law recognizes copyright infringement as a public offense and the
2001 Bolivian Criminal Procedures Code provides for the criminal prosecution of IPR
violations, respectively. However, IPR protection remains insufficient. Despite the
prosecution of a criminal case in 2003, enforcement efforts are sporadic and largely
ineffective. As a result, Bolivia remains on the U.S. Trade Representative’s Special 301
Watch List. Video, music, and software piracy rates are among the highest in Latin
America, and the International Intellectual Property Alliance estimates that piracy levels
have reached 100 percent for motion pictures and 90 percent for recorded music.

Copyrights

The 1992 Copyright Law protects literary, artistic, and scientific works for the lifetime of
the author plus 50 years. It protects the rights of Bolivian authors, foreign authors
domiciled in Bolivia, and foreign authors published for the first time in Bolivia.
Foreigners not domiciled in Bolivia enjoy protection under the Copyright Law to the
extent provided in international conventions and treaties to which Bolivia is a party.
Bolivian copyright protection includes the exclusive right to copy or reproduce works; to
revise, adapt, or prepare derivative works; to distribute copies of works; and to
communicate the work publicly.

Patents and Trademarks

Patent registrations are reviewed for form and substance. A notice of the proposed patent
registration is published in the Official Gazette, and if there are no objections within 30
working days, a patent is granted for a period of 20 years.

The registration of trademarks parallels that of patents. Once obtained, a trademark is
valid for a 10-year renewable period, but can be cancelled if not used within three years.

Enforcement

Although the exclusive right to translate works is not explicitly granted, the law does
prevent unauthorized adaptation, transformation, modification, and editing. The law also
provides protection for software and databases.

INVESTMENT BARRIERS

Together with other legislation, the 1990 Investment Law opened Bolivia’s economy to
foreign investment. The law provides for equal treatment of foreign firms and guarantees
the unimpeded repatriation of profits, the free convertibility of currency, and the right to
international  arbitration  (limited to contractual rights) in all sectors.
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In-kind transfers are not allowed. Companies must follow the Bolivian commercial code
to close down operations and repatriate their capital. The Bolivian government is still
discussing a bankruptcy law.

In the mid-1990s, the Bolivian government implemented its ‘“capitalization”
(privatization) program. The program differed from traditional privatizations in that the
funds committed by foreign investors: (a) could only be used to acquire a 50 percent
maximum equity share in former state-owned companies; and (b) were directed not to the
Bolivian Treasury but to investment funds meant to support the national pension system.

Bolivia has signed bilateral investment treaties with several countries, including the
United States. The U.S.—Bolivia Bilateral Investment Treaty (BIT) entered into force in
June 2001. The treaty guarantees recourse to international arbitration, which may permit
U.S. companies to obtain damages in disputes that cannot be adequately addressed in the
Bolivian legal system, where judicial processes can be prolonged, non-transparent, and
occasionally corrupt.

Article 139 of the Bolivian Constitution stipulates that all hydrocarbon deposits, whatever
their state or form, belong to the Government of Bolivia. No concessions or contracts
may transfer ownership of hydrocarbon deposits to private or other interests. The
Bolivian government exercises its right to explore and exploit hydrocarbon reserves and
trade related products through the state-owned firm Yacimientos Petroliferos Fiscales
Bolivianos (YPFB). The law allows YPFB to enter into joint venture contracts for limited
periods of time with national or foreign individuals or companies wishing to exploit or
trade hydrocarbons or their derivatives.

Under the 1996 Hydrocarbons Law, the Government of Bolivia reduced royalties paid to
the Bolivian Treasury and local governments under these joint venture contracts and
attracted $4.6 billion in new investment, eventually signing 72 shared risk contracts.

In May 2005, the Government of Bolivia adopted Hydrocarbons Law 3058, which
required investors to migrate to new contracts within 180 days, imposed an additional 32
percent tax on revenues, and required producers to relinquish all hydrocarbons to the
state, losing ownership of production at the wellhead and greatly reducing the value of
company assets. Companies are no longer free to commercialize their own products.
Instead, they must sell all hydrocarbons through YPFB, which charges a service fee.
Companies must satisfy the domestic market before exporting, and they must contend
with artificially low domestic prices set by the Bolivian hydrocarbons regulator. As of
October 2005, seven hydrocarbons companies, including three U.S. firms, have
threatened to pursue international arbitration under their countries’ bilateral investment
treaties with Bolivia. However, they are paying, for the time being, the higher taxes and
fees, but have not agreed to the new contracts. Companies are also being forced to sell
gas locally at below-market prices, with the companies absorbing the losses.

FOREIGN TRADE BARRIERS
-39-



BRAZIL

TRADE SUMMARY

The U.S. goods trade deficit with Brazil was $9.1 billion in 2005, an increase of $1.8 billion
from $7.3 billion in 2004. U.S. goods exports in 2005 were $15.3 billion, up 10.4 percent from
the previous year. Corresponding U.S. imports from Brazil were $24.4 billion, up 15.5 percent.
Brazil is currently the 15" largest export market for U.S. goods.

U.S. exports of private commercial services (i.e., excluding military and government) to Brazil
were $5.0 billion in 2004, and U.S. imports were $1.9 billion. Sales of services in Brazil by
majority U.S.-owned affiliates were $12.3 billion in 2003 (latest data available), while sales of
services in the United States by majority Brazil-owned firms were $384 million.

The stock of U.S. foreign direct investment (FDI) in Brazil in 2004 was $33.3 billion, up from
$31.7 billion in 2003. U.S. FDI in Brazil is concentrated largely in the manufacturing, finance,
and banking sectors.

IMPORT POLICIES

Brazil’s average applied tariff rate was 10.73 percent in 2005. Brazil is a member of
MERCOSUL, a customs union comprised of Argentina, Brazil, Paraguay, and Uruguay. Full
common external tariff (CET) product coverage scheduled for implementation in 2006 may be
delayed. CETs range from zero percent to 35 percent ad valorem, with a number of country-
specific exceptions. Currently, Brazil maintains 100 exceptions to the CET, with tariffs reaching
as high as 55 percent on peaches.

High CETs significantly impede increased imports of U.S. agricultural products, distilled spirits,
and computer and telecommunications equipment. Brazil applies additional import taxes and
charges that can effectively double the actual cost of importing products into Brazil. High tariffs
on information technology products and components as well as high taxes have led to a large
gray market in personal computers. One safeguard measure is in place against toy imports. A
number of imports are prohibited, including foreign blood products, all used consumer goods
such as machinery, automobiles, clothing, refurbished medical equipment, and other consumer
goods. A 25 percent merchant marine tax on freight at certain ports puts U.S. agricultural
products at a competitive disadvantage to MERCOSUL products. Brazil applies a 60 percent flat
import tax on most manufactured retail goods imported by individuals that go through a
simplified customs clearance procedure called RTS (simplified tax regime).
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Import Licensing/Customs Valuation

All importers must register with the Secretariat of Foreign Trade (SECEX) to access the
SISCOMEX computerized trade documentation system. SISCOMEX registration requirements
are onerous, including a minimum capital requirement. In addition, fees are assessed for each
import statement submitted through SISCOMEX. Most imports into Brazil are covered by an
"automatic import license" regime. Brazil's non-automatic import licensing system includes
imports of products that require authorization from specific ministries or agencies such as
beverages (Ministry of Agriculture), pharmaceuticals (Ministry of Health), and arms and
munitions (National Defense Ministry). Although a list of products subject to non-automatic
import licensing procedures is published on the Brazilian Ministry of Development, Industry and
Trade website, specific information related to non-automatic import license requirements and
explanations for rejections of non-automatic import license applications are lacking. These
measures have made importing into Brazil less transparent and more cumbersome for U.S.
exporters.

U.S. companies continue to complain that Brazil employs a variety of customs-related non-tariff
barriers including onerous and burdensome documentation requirements and inconsistent
interpretations of the law. Also, the Ministry of Health’s regulatory agency, ANVISA, must
approve product registrations for imported processed food products and food supplement
products. Currently, the registration process at ANVISA takes about 90 days for new products.
On March 1, 2000, the term of validity for such a registration was shortened. Registration fees
for these imports, as well as for medical and pharmaceutical products, have increased
significantly. Implementation of such import measures continues to have a negative impact on
U.S. exports, especially given the high tariffs on medical equipment.

The United States has raised a concern with Brazil that the state of Rio de Janeiro administers the
ICMS tax (a value-added tax collected by individual states) in a way that provides a preferential
tax advantage to a Brazilian soda ash supplier located within the state. Similarly, some U.S.
companies have raised concerns about the arbitrary application of various quotas and non-
automatic import licensing procedures, such as authorizations from the Federal Police and the
Nuclear Regulatory Agency. For example, Brazil maintains extremely restrictive import quotas
and requires non-automatic import license approval for imports of lithium compounds, including
lithium carbonate and lithium hydroxide, citing the potential nuclear applications of these
products. These products, however, are widely available without restriction in global markets.
The United States has raised this issue with Brazil on several occasions, both bilaterally and in
the WTO.
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STANDARDS, TESTING, LABELING AND CERTIFICATION
Sanitary and Phytosanitary Measures

While some progress has been made in the area of sanitary and phytosanitary measures,
significant issues remain that restrict U.S. agricultural and food exports. For example, due to
concerns about bovine spongiform encephalopathy (BSE), Brazil restricts U.S. exports of low-
risk beef without scientific justification and contrary to international standards. Brazil continues
to prohibit the import of poultry and poultry products from the entire United States. Brazil has
indicated that these restrictions are based, in part, on an alleged lack of reciprocity. Brazil’s ban
on durum and white wheat from the states of Washington, Oregon, Idaho, California, Nevada,
and Arizona due to phytosanitary concerns remains in place. While the United States
understands that some of these SPS measures are being rewritten, the ban continues to adversely
affect U.S. agricultural exports.

Biotechnology

Brazil’s National Congress approved on March 2, 2005 the so-called Biosafety Bill, which
replaced the previous legal framework in use since 1995 under which agricultural biotechnology
was developed in Brazil. Brazil’s President signed the Biosafety Bill, converting it into Law
11,105, on March 24, 2005. This law, which also includes provisions for stem cell research,
became effective on March 28, 2005 after its publication in Brazil’s official registry (Diario
Oficial). Implementing regulations for the law were issued by presidential decree on November
23, 2005.

Although Law 11,105 has improved the quality of public debate on biotechnology in Brazil and
provided a frame of reference for judicial proceedings, there are still some outstanding issues.
For instance, other concerns include the application of the labeling regulations for biotech
products, marketing and transportation restrictions in some states, widespread use of pirated
(biotech) soybean and cotton seeds, and a pending court case between Monsanto and
environmental and consumer NGOs. Also, on June 22, 2005, the Federal Public Prosecutor filed
a lawsuit in Brazil’s Supreme Court called Direct Action of Unconstitutionality (ADIN) against
the new Biosafety Law. ADIN is a legal instrument based on Brazil’s constitution that allows a
challenge in the highest court of any law that is considered to be unconstitutional.

GOVERNMENT PROCUREMENT

Brazil is not a signatory to the WTO Agreement on Government Procurement, and transparency
in Brazil’s procurement processes is at times lacking. The United States government has
received complaints concerning lack of transparency and preferences for Brazilian products in
tenders for government and hospitals, including for domestically produced medical equipment.
Limitations on foreign capital participation in procurement bids reportedly impair access for
potential service providers in the energy, construction, security and defense sectors. Brazilian
federal, state and municipal governments, as well as related agencies and companies, in general
follow a "buy national" policy.

FOREIGN TRADE BARRIERS
-42-



Law 8,666 (1993), which covers most government procurement other than informatics and
telecommunications, requires non-discriminatory treatment for all bidders regardless of the
nationality or origin of the product or service. However, the law's implementing regulations
allow consideration of non-price factors, giving preferences to certain goods produced in Brazil
and stipulating local content requirements for eligibility for fiscal benefits.

Decree 1,070 (1994), which regulates the procurement of information technology goods and
services, requires federal agencies and parastatal entities to give preferences to locally produced
computer products based on a complicated and nontransparent price/technology matrix.
However, Brazil permits foreign companies to compete in any procurement-related multilateral
development bank loans and opens selected procurements to international tenders.

EXPORT SUBSIDIES

The Government of Brazil offers a variety of tax, tariff, and financing incentives to encourage
production for export and the use of Brazilian-made inputs in domestic production. For example,
Brazil’s National Bank for Economic and Social Development (BNDES) provides long-term
financing to Brazilian industries through several different programs. The interest rates charged
on this financing are customarily lower than the prevailing market interest rates for domestic
financing. One BNDES program, FINAME, provides capital financing to Brazilian companies
for, among other things, expansion and modernization projects as well as acquisition or leasing
of new machinery and equipment. One goal of this program is to support the purchase of
domestic over imported equipment and machinery. These programs can be used for financing
capacity expansions and equipment purchases in industries such as steel and agriculture.

On November 21, 2005, Brazil’s President signed Law 11,196 which contains provisions
originally included in Provisional Measures (MP) 255/2005 and 252/2005 (commonly referred to
as MP do Bem) that provide tax benefits to qualifying exporters. The law’s Special Regime for
the Information Technology Exportation Platform (REPES) suspends PIS/PASEP and COFINS
taxes on goods and services imported by companies that commit to export software and
information technology services to the extent that those exports account for over 80 percent of
annual gross income. The MP’s Special Regime for the Acquisition of Capital Goods by
Exporting Enterprises (RECAP) suspends these same taxes on new machines, instruments and
equipment imported by companies that commit for a period of at least three years to exports
goods and services such that they account for at least 80 percent of overall gross income.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION
Patents and Trademarks

Brazil's industrial property law (Law 9,279/1996) became effective in May 1997. Concerns
continue about a provision in Brazil’s industrial property law that prohibits importation as a
means of satisfying the requirement that a patent be “worked” in Brazil. This issue was the
subject of a U.S. dispute settlement proceeding at the WTO, which was terminated without

prejudice in June 2001.
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The dispute was terminated based on Brazil's commitment to provide advance notice to, and hold
consultations with, the United States should it deem it necessary in the future to grant a
compulsory license for failure to work a patent.

Invoking TRIPS provisions, Brazil has at times threatened to issue compulsory licenses for anti-
retrovirals used in treating HIV/AIDS if satisfactory supply agreements, including a reduction in
prices, could not be reached with patent-holders. To date, Brazil has not issued such a license.
Negotiations were successfully completed with one U.S. pharmaceutical company in 2005 and
are on-going with two others.

Law 10,196 (2001) includes some problematic provisions, including a requirement that Health
Ministry (ANVISA) approval be obtained prior to the issuance of a pharmaceutical patent. This
raises a concern with respect to Article 27 of the TRIPS Agreement, which U.S. officials have
communicated to Brazilian counterparts, and has contributed, to a backlog in patent issuance.

Although Brazil’s National Institute for Industrial Property (INPI) received a $10 million
increase in its budget in 2004 and authorization to hire an additional 450 people over the next
several years, including 300 patent examiners, INPI was unable to significantly expand its staff
in 2005 due to bureaucratic delays. INPI is projecting that it will take another five to six years to
work through patent and trademark application backlogs. Industry estimates the backlog to be
70,000 patents of which 21,000 are for pharmaceutical products and 600,000 trademark
applications.

The United States government has also received complaints that unauthorized copies of
pharmaceutical products have received sanitary registrations that rely on undisclosed tests and
other confidential data, raising concerns of consistency with TRIPS Article 39.3.

Law 10,603 (2002) on data confidentiality covers pharmaceuticals for veterinary use, fertilizers,
agrotoxins, and their components and related products. The law does not cover pharmaceuticals
for human use. If the product is not commercialized within two years of the date of sanitary
registration, third parties may request use of the data for registration purposes.

Copyrights

Brazil’s Law 9,610 (1998) on copyrights included changes intended to bring Brazil into
compliance with the Berne Convention and TRIPS. A 1998 software law protects computer
programs for 50 years as "literary works," and makes software infringement a fiscal and an
intellectual property crime. Brazil is not a party to the World Intellectual Property Organization
Treaties on Copyright, and Performances and Phonograms.

Piracy remains a serious problem. The International Intellectual Property Alliance (IIPA)
estimated losses due to piracy of copyrighted materials in Brazil totaled at least $ 858.5 million
in 2005. The U.S. government has engaged intensively with the Brazilian government on
copyright enforcement as a result of the review of Brazil’s benefits under the Generalized
System of Preferences (GSP) trade program, which was prompted by an IIPA petition charging
that Brazil had failed to offer adequate protection to copyrighted materials.
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Positive initiatives taken by the Brazilian government, in particular formation of a public-private
National Anti-Piracy Council, development of a national action plan to combat piracy, and
increased police actions, led to closure of the GSP Review in early January 2006. While the
recent progress was significant in improving Brazil’s institutional capacity to combat piracy, the
Administration will continue to seek further improvements to reduce the piracy rate.

SERVICES BARRIERS
Telecommunications

The telecommunications sector was privatized following the passage of the 1997 General
Telecommunications Law, but has presented some regulatory challenges. In the fixed-line
sector, for example, interconnection charges and other incumbency advantages have provided
strong barriers to entry, and the companies created during a transitional duopoly stage have not
fared well.

Brazil has not yet ratified its original WTO basic telecommunications commitments. In 2001,
Brazil withdrew its schedule of commitments because of concerns raised by certain WTO
Members that it maintained the legal prerogative of the Executive Branch to limit foreign
participation in this sector, thereby creating significant uncertainty for investors. This legal
prerogative is contained in Brazil's 1997 General Law on Telecommunications and is inscribed
in Brazil's constitution. While Brazil has not pursued the constitutional change required to allow
a revision of its offer to open up this sector, the current regulatory environment generally reflects
the obligations contained in the WTO Basic Telecommunications Reference Paper.

Audio Visual Services

Brazil limits foreign ownership of cable and media companies, and has some restrictions on
foreign programming contents. Foreign ownership of cable companies is limited to 49 percent,
and the foreign owner must have a headquarters in Brazil and have had a presence in the country
for the prior 10 years. Foreign cable and satellite television programmers are subject to an 11
percent remittance tax. The tax, however, can be avoided if the programmer invests 3 percent of
its remittances in co-production of Brazilian audio-visual services. National cable and satellite
operators are subject to a fixed title levy on foreign content and foreign advertising released on
their channels. Law 10,610 (2002) limits foreign ownership in media outlets to 30 percent,
including the print and “open broadcast” (non-cable) television sectors. Brazil’s legislature is
considering extension of this restriction to cover Internet Service Providers, pay TV channels and
operators, and content producers and distributors. Such a change would pose a serious threat to a
number of U.S. companies operating in Brazil as content producers/distributors. Open television
companies are also subject to a regulation requiring that 80 percent of their programming content
be domestic in origin.

Law 10,454 (2002) aims to promote the national film industry through creation of the National
Film Agency (ANCINE) and through various regulatory measures. The law imposes a fixed title
levy on the release of foreign films in theaters, foreign home entertainment products, and foreign
programming for broadcast television.
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Remittances to foreign producers of audiovisual works are subject to a 25 percent income
withholding tax. Brazilian distributors of foreign films are subject to a levy equal to 11 percent
of their withholding taxes. This tax, called the CONDECINE (Contribution to the Development
of a National Film Industry), is waived for the Brazilian distributor if the producer of the foreign
audiovisual work agrees to invest an amount equal to 70 percent of the income withholding tax
on their remittances in co-productions with Brazilian film companies. The CONDECINE tax is
also levied on any foreign cinematographic or video phonographic advertisement. The fee may
vary according to the advertising content and the transmission segment.

Brazil also requires that 100 percent of all films and television shows be printed locally.
Importation of color prints for the theatrical and television markets is prohibited. Theatrical
screen quotas for local films exist. Quotas on domestic titles for home video distributors, while
not currently enforced, present another potential hindrance to commerce.

Express Delivery Services

A Dbill (PL 1491/99) that would reorganize the National Postal System remains under discussion
in the Brazilian Congress. The current proposal would create a regulatory agency for postal
services as well as a new Postal Company of Brazil, owned and operated by the federal
government. Although the bill would end the government monopoly over postal services after a
ten-year period, it would also create a monopoly on the delivery of certain types of
correspondence and parcels that are not now subject to regulation, such as express delivery
packages, thereby significantly inhibiting market access by U.S. firms. Brazil also applies a 60
percent flat import tax on most manufactured retail goods imported by individuals that go
through a simplified customs clearance procedure called RTS (simplified tax regime) that is used
by express delivery services.

Financial Services

Brazil has not yet ratified its commitments from the 1997 Financial Services negotiations
(known as the Fifth Protocol) or taken the necessary steps to make them binding under the
General Agreement on Trade in Services (GATS). Brazil is South America's largest insurance
market and earnings from premiums have grown rapidly in recent years. In 1996, Brazil
eliminated the distinction between foreign and domestic capital, and many major U.S. firms have
since entered the market mainly via joint ventures with established companies. Foreign
participation, however, is limited to 50 percent of the capital of a company and to one third of its
voting stock. Brazil maintains a government-owned reinsurance monopoly through the Brazil
Reinsurance Institute (IRB). While a 1996 constitutional reform allowed for the abolishment of
the monopoly, private reinsurance companies have been precluded from operating in Brazil
pending passage of implementing legislation necessary to open the sector to private competition.
The Brazilian government eventually dropped plans to privatize the IRB as part of the opening of
the sector and opted instead to submit to Congress, in May 2005, a bill to allow private
companies, including foreign ones, to offer reinsurance in the Brazilian market. The government
would retain ownership of the IRB, which would continue to offer reinsurance on the domestic
market. The IRB's regulatory functions would pass to the insurance regulator.
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If Brazilian shipping companies wish to obtain foreign hull insurance, they must submit
information to IRB demonstrating that the foreign insurance policy is less expensive than that
offered by Brazilian insurers. Brazilian importers must obtain cargo insurance from insurance
firm’s resident in Brazil, although the firms may be foreign-owned.

Service trade opportunities in some sectors have been affected by limitations on foreign capital
participation. Brazil's constitution precludes the expansion of foreign-owned banks until new
financial sector legislation is issued. For practical reasons, the required legislation has not been
issued, but Brazil’s President has the authority to authorize new foreign participants on a case-
by-case basis. In practice, Brazil has approved most plans by Foreign Service suppliers to enter
the market or expand existing operations. United States financial service suppliers have
established significant operations in Brazil. As of June 2005, foreign-owned or controlled assets
accounted for 27.8 percent of Brazil’s total banking sector equity.

INVESTMENT BARRIERS

In addition to restrictions discussed above, foreign investment is restricted in internal
transportation, public utilities, media and other "strategic industries." Foreign ownership of land
adjacent to national borders remains prohibited under Brazilian law, unless approved by Brazil’s
National Security Council. Despite investment restrictions, U.S. and other foreign firms have
major investments in Brazil, with the U.S. accounting for more than one-third of total foreign
investment. There is neither a bilateral investment treaty nor a treaty on the avoidance of double
taxation between the United States and Brazil.

Energy

In 2004, Brazil implemented new energy legislation to restructure the power generation and
distribution sector. The new legislation gives the state a leading role in determining, for
example, how much new power capacity is needed based on forecasts by a newly created
independent Energy Research Institute (IPE). The new model separates into two different
competition groups power generators that have not yet amortized their investments (new energy)
and those that have (old energy), based on whether a facility had been built by a certain cut-off
date. This dual-pool structure has disadvantaged some U.S. companies that invested in the sector
during privatization in the late 1990s and whose investments have not been amortized, but which
are nevertheless included in the old energy pool. The Brazilian government is still in the midst
of implementing the new model.
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BULGARIA

TRADE SUMMARY

The U.S. goods trade deficit with Bulgaria was $185 million in 2005, a decrease of $150
million from $335 million in 2004. U.S. goods exports in 2005 were $268 million, up 56
percent from the previous year. Corresponding U.S. imports from Bulgaria were $454
million, down 10.5 percent. Bulgaria is currently the 91% largest export market for U.S.
goods.

The stock of U.S. foreign direct investment (FDI) in Bulgaria in 2004 was $191 million,
up from $186 million in 2003.

IMPORT POLICIES
Tariffs

Bulgaria’s trade policies are shaped primarily by its World Trade Organization (WTO)
membership and by its status as a candidate for EU membership. Bulgaria has a
preferential trade agreement with the European Union (EU) under its Europe Agreement,
and free trade agreements with the European Free Trade Area (EFTA) countries. It also
has free trade agreements with its Central European neighbors, Turkey, Macedonia,
Albania, Serbia and Montenegro, Bosnia and Herzegovina, Israel and Moldova.

As a result of a petition filed by the Distilled Spirits Council of the United States, the
U.S. Government is reviewing Bulgaria’s continued eligibility for the U.S. Generalized
System of Preferences (GSP) program in view of the preferential tariff treatment it
affords to the EU. The U.S. has urged the Bulgarian government to lower most-favored-
nation (MFN) tariffs on a range of items to reduce the tariff differential and its negative
effect on U.S. commerce.

Upon accession to the EU, Bulgaria will align its external tariffs with those of the EU.
The average MFN tariff rate, for example, would come down from its current level of
11.55 percent to an average of 6.5 percent. For 2005, Bulgaria’s average import tariff for
industrial goods is 8.6 percent and the average level for agricultural goods is 22.9
percent. The maximum ad valorem level for agricultural goods, which is applied on 0.38
percent of tariff lines, is 75 percent. Bulgaria has eliminated all tariffs on industrial
imports from the EU under its Association Agreement with the European Union.
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Bulgaria's agricultural trade regime is characterized by high MFN tariffs, particularly for
red meat and poultry, and by preferential agreements with the EU and Central Europe.
High ad valorem duties serve as incentives for smuggling and fraud. Cargoes are often
improperly identified and falsely labeled and declared in an effort to avoid customs
charges. The Bulgarian customs service also uses minimum import prices, which appear
to be applied arbitrarily, to calculate customs duties, particularly on poultry shipments.

Bulgaria provides the EU with preferential tariff rates and reciprocal duty elimination on
numerous agricultural products, as well as on wine. These preferences hurt U.S.
agricultural exporters who face higher MFN rates. Import tariffs on U.S. chicken are 68
percent, with frozen cut parts subject to a 74 percent tariff.

Non-tariff Barriers

In general, customs regulations and policies are reported to be cumbersome, arbitrary and
inconsistent. Problems cited by U.S. companies include excessive documentation
requirements, slow processing of shipments, and corruption.

The Bulgarian government's drug supply mechanism constitutes a major market access
barrier to U.S. pharmaceutical exports. Under the new drug legislation, pharmaceutical
companies are required to commit to pay damages when a distributor fails to supply the
right medicine. Thus, the burden of responsibility for distributors is being shifted from
the government to the pharmaceutical industry.

STANDARDS, TESTING, LABELING AND CERTIFICATION

The registration processes for pharmaceutical products and for drug pricing and
reimbursement, including the process by which the National Health Insurance Fund
classifies drugs, are cumbersome and non-transparent. Newer drugs are often arbitrarily
classified with their older, generic versions for pricing purposes, thereby limiting
companies’ ability to recover their research and development costs.

GOVERNMENT PROCUREMENT

Bulgaria is an observer in the WTO Committee on Government Procurement, but not a
signatory to the WTO Agreement on Government Procurement (GPA). In its accession to
the WTO, Bulgaria committed to accede to the GPA and to submit an offer by June 1997
and complete negotiations by December 1997. The Bulgarian government, however, did
not initiate the process for GPA accession until 2000, and has not yet submitted an offer.
Upon its accession to the European Union (EU), Bulgaria automatically will become
subject to the GPA as a Member State of the European Communities.

Although Bulgaria’s government procurement law underwent a substantial reform in
2004 to align the system with WTO and EU rules, bidders still complain that tendering
processes are unclear and subject to irregularities and corrupt practices, and that court
appeals are long and cumbersome. The Bulgarian government has prepared amendments
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to the 2004 Public Procurement Law in order to incorporate new European public
procurement directives and further streamline the national procurement process. The
law, however, offers little reform in the area of court appeals and has yet to be approved.

Defense procurement activities lack transparency, are subject to corrupt influences, and
do not comply with international standards. The purchasing, pricing, and reimbursement
processes for drugs under Bulgaria’s national health system are not transparent. The
government can use the price-approval mechanism to regulate the market for any
product, and bureaucratic barriers can limit patients’ access to new products.

Government procurement practices in the energy sector appear to disadvantage foreign
insurance companies. According to U.S. industry, procedures for awarding insurance
contracts for companies within the energy sector are not transparent.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

In 2004, Bulgaria was placed on the Special 301 “Watch List” for the first time in five
years and remained on the “Watch List” in 2005 due to a steady resurgence of piracy,
mainly in the sale of pirated optical disc (OD) media. Today, the level of open and
massive music piracy and copyright crime on Bulgaria’s domestic market is unacceptably
high and enforcement at all levels is inadequate. Although forensic evidence collected by
the copyright industry indicates that pirate facilities are operating once again in Bulgaria,
Bulgarian authorities have not adequately recognized or addressed the possibility of
piracy production. Furthermore, Bulgaria is still widely used for the transshipment of
pirated compact discs (CDs) from Russia to the Balkans, Greece, and Turkey. CD piracy
has been increasing significantly, and the local music business in particular is feeling the
brunt of this phenomenon.

In September 2005, Parliament approved the long awaited Law on Administrative
Control over the Manufacture and Distribution of Optical Disc Media, which now
requires source identification code on blank optical discs produced in Bulgaria and
strengthens the import/export regime for raw materials and equipment involved in OD
production. The new law, however, does not allow the rights holders’ organizations and
their representatives to participate in the inspections and excludes from the registration
regime goods in transit, setting the stage to transform Bulgaria into a transit and dispatch
center of pirated production from manufacturing countries (e.g. Russia, and other
countries) to other territories.

The new law further weakens enforcement by restricting the authority of state officials.
State control bodies are not allowed to require inspection of the manufacturing facilities
in operation or to seize documents, samples, raw materials, manufacturing equipment, or
matrices for the purpose of establishing facts and circumstances related to the inspection.

Despite some successes by individual agencies, enforcement greatly suffers because of
the lack of overall coordination between agencies, inadequate resources, and legal
loopholes. The government lacks sufficient institutional capacity and will to address
major enforcement problems effectively, especially in combating and prosecuting
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organized crime groups. The Council of Intellectual Property Protection (a recently
formed high-level, interagency group) may help the government strengthen its efforts.

The Bulgarian government included in its 2003 drug law a provision to provide
protection for confidential test data submitted for marketing approval by pharmaceutical
products companies. The law, however, links data protection to the good being covered
by a valid patent, even though confidential test data is itself a separate, protected form of
intellectual property. Bulgaria joined the European Patent Convention on July 1, 2002
and has obtained observer status in the Administrative Council of the European Patent
Organization.

The U.S. pharmaceutical industry has reported that Bulgaria is effectively shortening the
patent life of innovative products, creating a barrier to U.S. industry’s exports to Bulgaria
and their investments. The industry is concerned that generic copies of the original drugs
have been granted marketing authorizations, a registered retail price and applied for (or
received access to) reimbursement prior to expiration of the patent of the original
pharmaceutical product.

U.S. companies report that the Bulgarian government’s inability to protect trademarks is
a significant barrier to investment and legitimate domestic economic development. U.S.
businesses have noted significant difficulties in obtaining relief against trademark
infringement and noted that, even with court orders, the entities charged with
enforcement often cannot be relied upon to carry out the court judgment.

There is evidence of significant counterfeit production in Bulgaria and illegal importation
of counterfeit U.S. brand distilled alcoholic spirits. Some spirits companies have
estimated that almost 10 percent of the products sold in the Bulgarian market may be
counterfeit.

SERVICES BARRIERS

As in other EU candidate countries, Bulgaria’s 1998 Radio and Television Law requires a
“predominant portion” of certain programming to be drawn from European-produced
works and sets quotas for Bulgarian works within that portion. This requirement,
however, is only to be applied to the extent “practicable.” Foreign broadcasters
transmitting into Bulgaria must have a local representative, and broadcasters are
prohibited from entering into barter agreements with television program suppliers.

INVESTMENT BARRIERS

The U.S.-Bulgaria Bilateral Investment Treaty (BIT), which entered into force in 1994,
includes obligations that protect U.S. investors, such as national treatment and MFN
treatment, the right to make financial transfers freely and without delay, international law
standards for expropriation and compensation, and access to binding international
arbitration. In 2003, to address potential incompatibilities between BIT obligations and
EU law, the United States and eight prospective EU members agreed to make several
narrow amendments to the texts of the relevant BITs. Both the United States and Bulgaria
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have ratified the BIT amendments, but the amendments will not enter into force until
Bulgaria joins the EU.

The 2005 property rights constitutional amendment will come into effect on January 1,
2007. The amendment will lift the existing prohibition on the purchase of Bulgarian land
by foreigners and favors EU over U.S. investors. While EU citizens and entities will be
allowed to acquire property directly by virtue of Bulgaria’s accession treaty, all other
foreigners will be able to do so only on the basis of international agreements ratified by
the Bulgarian Parliament. In the meantime, the constitutional prohibition against
ownership of land by foreign individuals remains in force. Foreign-owned companies
registered in Bulgaria, however, are considered to be Bulgarian persons. U.S.-owned
companies that register in Bulgaria therefore may acquire land in Bulgaria.

Local companies in which foreign partners have controlling interests must obtain prior
approval (licenses) to engage in certain activities, including: production and export of
arms/ammunition; banking and insurance; exploration, development, and exploitation of
natural resources; and acquisition of property in certain geographic areas. There are
neither specific export performance requirements nor specific restrictions on hiring
expatriate personnel, although residence permits are often difficult to obtain.

A recent Bulgarian law eliminated the withholding tax on dividends for European
investors, but U.S. investors face a withholding tax of 15 percent.

New insolvency rules in Bulgaria’s Commercial Code and its Law on Public Offering of
Securities have greatly improved the legislative protection for minority shareholders. But
enforcement of the law's provisions is inadequate and corporate governance remains
weak.

In 2003, Parliament approved a new Telecommunications Law that increases institutional
and regulatory liberalization of the Bulgarian telecommunications sector but focuses
more on institutional issues and the protection of state interests than on greater market
liberalization. The new Telecommunication Act extended until December 2005 the
Bulgarian Telecommunications Company’s (BTC) control over the sole
telecommunication network.

A June 1999 law regulating the gaming industry imposes additional requirements on
foreigners organizing games of chance. Foreigners can receive a license to establish a
casino in a hotel only if they satisfy one of the following conditions: (1) purchase or
construction of a hotel rated four-star or higher; or (2) investment of at least $10 million
and employment of at least 500 workers in economic activities unrelated to gambling.

According to U.S. businesses, other steps needed to improve the environment for foreign
investment include improved creditor rights through improvements to bankruptcy law
and procedures; reform of the judicial system; improved accounting standards and risk
assessment; reform of the energy sector; and transparency and accountability in public
policy to reduce the perception of corruption.

FOREIGN TRADE BARRIERS
-52-



OTHER BARRIERS
Selective enforcement

Foreign investors complain that tax evasion by private domestic firms combined with the
failure of the authorities to enforce collection from large, often financially-precarious,
state-owned enterprises places the foreign investor at a disadvantage. The multiplicity of
Bulgarian licensing and regulatory regimes, their arbitrary interpretation and enforcement
by the bureaucracy, and the incentives this creates for corruption have long been seen as
an impediment to investment, private business development and market entry.
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CAMBODIA

TRADE SUMMARY

The U.S. goods trade deficit with Cambodia was $1.7 billion in 2005, an increase of $259
million from $1.4 billion in 2004. U.S. goods exports in 2005 were $69 million, up 17.9
percent from the previous year. Corresponding U.S. imports from Cambodia were $1.8
billion, up 18.0 percent. Cambodia is currently the 141 largest export market for U.S.
Goods.

The stock of U.S. foreign direct investment (FDI) in Cambodia in 2004 was $1 million,
the same as in 2003.

IMPORT POLICIES

Tariffs

Cambodia’s tariff schedule was first rationalized in 1993 and simplified in 2001,
following the country’s accession to the ASEAN Free Trade Area (AFTA). The 2001
tariff restructuring resulted in simplification of customs duties from 12 tariff bands to
four tariff bands (0 percent, 7 percent, 15 percent and 35 percent), and reduction of the
maximum duty rate from 120 percent to 35 percent and the simple average rate to below
15 percent.

In January 2004, Cambodia launched a new customs tariff schedule that implements both
the Harmonized System of Commodities Description and Coding System (HS) and
ASEAN Harmonized Tariff Nomenclature (AHTN). Under the Common Effective
Preferential Tariff (CEPT) scheme of the ASEAN Free Trade Agreement (AFTA),
Cambodia will reduce or eliminate customs import duties on most AFTA-origin products
by January 2015.

Cambodia and the United States signed a bilateral trade agreement (BTA) in October
1996; the agreement provides for reciprocal NTR tariff treatment. Cambodia acceded to
the WTO in October, 2004.

Non-Tariff Barriers

Import prohibition: Cambodia currently prohibits the commercial importation of the
following products: narcotics, psychotropic substances and their precursors, toxic wastes
and poisonous chemicals and substances, and pesticides. In an effort to curb the spread
of avian influenza, Cambodia has also issued a regulation banning the import of poultry
products.
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Quantitative restrictions and non-automatic licensing: Importation of some goods is
subject to restriction and importers are required to have approval from relevant
government agencies depending upon the nature of goods. Imports of pharmaceutical
products are subject to prior permit from the Ministry of Health. Importers also need to
secure import licenses from the Ministry of Agriculture, Forestry and Fishery for imports
of agricultural inputs such as fertilizer, and live animals and meat. Imports of weapons,
explosives and ammunition require a license from the Ministry of Defense, while the
National Bank of Cambodia approves imports of precious stones.

Foreign Exchange System: Although the Riel is the official currency of Cambodia, the
economy is heavily dollarized. Most commercial transactions are conducted in dollars.
Under the Exchange Law of 1997, foreign direct investment (FDI) investors are allowed
to purchase foreign currencies freely through the banking system. The law specifically
states that there shall be no restrictions on foreign-exchange operations, but the
transactions must be conducted by authorized intermediaries; i.e., lawfully established
banks in Cambodia. These banks are required to report to the National Bank of
Cambodia all transactions in excess of $10,000.

Customs: Cambodia is in the process of reforming its customs regime through a five-
year (2003-2008) reform and modernization program to streamline and improve the
effectiveness of customs operations and to facilitate trade. With assistance from the
International Monetary Fund (IMF), a revised Law on Customs has been drafted and is
awaiting National Assembly approval. As part of its WTO accession commitments,
Cambodia will implement the WTO Customs Valuation Agreement by January 2009.

Although Cambodia has made some progress in reform efforts, customs procedures
remain complicated. Both local and foreign businesses have complained that the
Customs and Excise Department generally engages in practices that are non-transparent
and that often appear arbitrary and irregular. Importers frequently cite problems with
undue processing delays, excessive paperwork and formalities driven by excessive
discretionary practices.

Taxation: Cambodia levies a 10 percent VAT on goods and services. In theory, VAT is
to be applied to all goods and services, but in practice the government began
implementing the VAT with major companies. It is now expanding the base to which
VAT is applied.

The corporate tax rate is within the range of 20 percent to 30 percent depending on the
nature of business. A concessional, as low as zero percent, tax rate will be applied if the
government has granted a firm a tax-exempt period. Resident branches of overseas
companies or banks are taxed at 20 percent. The government also applies a withholding
tax of 14 percent on dividends, royalties, rents and interests.
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STANDARDS, TESTING, LABELLING AND CERTIFICATION

Standardization is at an early stage in Cambodia and only partially regulated. The
country currently has no body of law governing standards for imported and exported
goods. The Sub-decree on Industrial Standards, passed in 2001, provided the basis for
rules and procedures for adopting a new standard, technical regulations and conformity
assessment procedures. The Law on Industrial Standards is in draft form.

Cambodia is currently working on the establishment of standards and other technical
measures based on international standards, guidelines and recommendations. The United
Nations Industrial Development Organization (UNIDO) is presently providing assistance
to the Department of Industrial Standards of Cambodia (ISC) of the Ministry of Industry,
Mines, and Energy (MIME) in creating a new product certification scheme conforming to
the requirement of ISO/IEC Guide 65.

Quality control is under the Department of Inspection and Fraud Repression
(CamControl) of the Ministry of Commerce. CamControl is the national contact point for
Codex Alimentarius. Its primary responsibility is the enforcement of quality and safety
of products and services through the establishment of standards and labeling
requirements.

The responsibility for establishing industrial standards and certifications resides with the
ISC of the Ministry of Industry, Mines, and Energy. The ISC has been assigned as the
enquiry point for technical barriers to trade (TBT) and as the agency responsible for
notifications and publications required by the WTO TBT Agreement. The Ministry of
Health is charged with prescribing standards, quality control, distribution and labeling
requirement for medicines.

The Ministerial Regulation on Measures Against Food Products Devoid of Appropriate
Label requires detailed labeling of food products circulated in Cambodia. For many
products, it is mandatory to have labeling, instructions or warnings in Khmer language.
In practice, however, this regulation is often ignored.

Cambodia maintains a pre-shipment inspection system. Societé Generale de Surveillance
(SGS) may inspect the quality of any goods shipped into the country. In practice, imports
are admitted into Cambodia with little reference to standards or rigorous inspection.

Cambodia is obligated to fully implement the WTO TBT Agreement by January 2007
and SPS Agreement by January 2008. Cambodia has committed to implementing a “Risk
Management Strategy” for inspection of imported and exported goods in 2006.

Cambodia joined the International Organization for Standardization (ISO) in 1995 and is
also a member of the ASEAN Consultative Committee on Standards and Quality
(ACCSQ). Cambodia has ratified the ASEAN Framework Agreement on Mutual
Recognition Arrangements.
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GOVERNMENT PROCUREMENT

Cambodia’s government procurement regime is governed by a sub-decree issued in 1995.
Under the sub-decree, Cambodia’s procurement policies are open and well-defined. The
sub-decree requires that all international purchases over 200 million riel ($50,000) for
civil work and 100 million riel for goods be made through public tender. The public
tender will also be applied to domestic purchases below 200 million riel for civil works
projects and 100 million riel for goods. Both international and domestic bidding is open
to all interested bidders through public advertisement.

While Cambodia has clear regulations pertaining to government procurement, the
conduct of procurement is often non-transparent and irregular. To eliminate some
potential bidders, the public announcement of the tenders is often either subject to a short
deadline or not widely publicized. These tactics provide an advantage to a limited
number of bidders often connected with government officials.

Cambodia is not a signatory to the WTO Government Procurement Agreement.
EXPORT SUBSIDIES

The Cambodian government does not grant direct export subsidies, but does use
preferential tax incentives to attract investment and promote exports. Currently,
Cambodia has no agricultural subsidies. The 1994 Law on Investment, amended in 2003,
grants incentives and privileges including the exemption, in whole or in part, of customs
duties and taxes to qualified investment projects (QIP), which refers to investment
projects that have received a Final Registration Certificate issued by the Council for the
Development of Cambodia.

The investment law provides an import duty exemption for construction materials,
production equipment and production inputs used by export QIPs and domestic QIPs.
Supporting QIPs are also entitled to the exemption, but the QIPs are required to pay
customs duties and taxes on the production inputs for the quantity that has not been
supplied to the export industry or directly exported after review.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Cambodia has adopted legislation concerning the protection of intellectual property rights
including the Law on Copyrights and Related Rights and Patent and Industrial Designs.
Cambodia is a member of the World Intellectual Property Organization (WIPO) and the
Paris Convention for the Protection of Industrial Designs.

Cambodia is implementing the WTO TRIPS Agreement, but, comprehensive
enforcement remains problematic. The 1996 BTA contained a broad range of IPR
protection, which given the limited experience with IPR, will be phased in by the
Cambodian government.

FOREIGN TRADE BARRIERS
-57-



The Cambodian government has taken law enforcement action against the piracy of
domestically produced music or video products. There has been no enforcement effort,
however, against piracy of foreign optical media. Cambodian copyright law allows the
owners of IPR to file a complaint with the authorities to take action. However, owners
requesting crackdowns on IPR pirating operations must pay support costs to the
authorities for conducting the operations.

Trademarks

In 2002, the National Assembly passed a trademark law to implement Cambodia’s TRIPS
obligations. The law outlines specific penalties for trademark violations, including jail
sentences and fines for counterfeiting registered trademarks. It also contains detailed
procedures for registering trademarks, invalidation and removal, licensing of trademarks,
and infringement and remedies.

Before a trademark law was in force in Cambodia, owners of trademarks were unable to
seek relief from infringement in court. The relatively few complaints received were
directed to the Ministry of Commerce, which has responsibility for registering
trademarks, but does not have clear legal authority to conduct enforcement activities.
Nevertheless, the Ministry has taken effective action against trademark infringement in
several cases since 1998. The Ministry has ordered local firms to stop using well-known
U.S. trademarks. The Ministry of Commerce maintains an effective trademark
registration system, registering more than 10,000 trademarks (over 2,900 for U.S.
companies) under the terms of a 1991 sub-decree, and has proven cooperative in
preventing unauthorized individuals from registering U.S. trademarks in Cambodia.

At least one U.S. company has brought legal action to protect its trademarks in
Cambodia. The case reached the Supreme Court in Phnom Penh, which issued a mixed
decision that, unfortunately, did not cancel the other party’s registrations. The Phnom
Penh Municipal Court, however, handed down Cambodia’s first trademark conviction in
March 2006.

Patents and Industrial Designs

Cambodia has a very small industrial base, and infringement of patents and industrial
designs is not yet commercially significant. With assistance from WIPO, the Ministry of
Industry, Mines and Energy (MIME) prepared a draft of a comprehensive law on the
protection of patents and industrial designs in April 1999. The National Assembly
adopted the law and it entered into force in January 2003. The law provides for the
filing, registration, and protection of patents, utility model certificates and industrial
designs. The MIME has also issued a sub-decree on granting patents and registering
industrial designs.
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Cambodia has not yet made significant progress toward enacting required legislation in
the area of encrypted satellite signals, semiconductor layout designs, and trade secrets.

Copyrights

A copyright law was enacted in January 2003. Responsibility for copyrights is shared
between the Ministry of Culture, which handles phonograms, compact discs (CDs), and
other recordings; and the Ministry of Information, which deals with printed materials.
Although Cambodia is not a major center for the production or export of pirated CDs,
videos, and other copyrighted materials, these products are widely available in
Cambodian markets. Pirated computer programs, digital video discs (DVDs), and music
CDs are widely used throughout the country.

SERVICES BARRIERS

Foreign participation in the services sector is generally not restricted. Cambodia’s
legislation regarding the services sector has generally complied with the principles and
provisions of the General Agreements on Trade in Services (GATS). Cambodia provides
market access or national treatment for the cross-border supply, consumption abroad, and
commercial presence of almost all services.

Accounting, Consulting and Tax Services: Cambodia provides market access and
national treatment to foreign firms providing accounting, auditing and taxation services.
Major international accounting and consulting firms operate in Cambodia.

Legal Services: According to the Cambodian Law on the Bar adopted in 1995, foreign
lawyers cannot represent clients, conduct activities to attract clients, or publish
commercial advertisements. However, they are permitted to work in commercial
association with Cambodian lawyers. The commercial association requirement does not
apply when legal services are provided in the area of foreign and international law.

Architectural and Engineering Services: Cross-border supply for architectural services
is not restricted and national treatment is granted. Foreign citizens can provide
engineering and integrated engineering services.

Telecommunications  Services: For the most part, access to Cambodia’s
telecommunications services market is not restricted. Private participation in mobile
services, e-mail, electronic data interchange and code and protocol conversion are
allowed and national treatment is accorded. In addition, Cambodia is committed to
permitting licensed suppliers of mobile communications services to choose which
technology to use for such services.
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Cross-border supply for voice telephone services, circuit-switched data transmission and
private leased circuit services are allowed only over circuits leased from Telecom
Cambodia. This restriction will be eliminated by January 2009 and foreign participation
of up to 49 percent equity will be allowed. Cambodia is making preparations to create
an independent regulatory body.

Audiovisual Services: Cambodia does not prohibit foreign firms from distributing
foreign films and videotapes. However, given poor enforcement of the IPR regime,
legitimate foreign and domestic products are scarce and expensive whereas pirated
products are abundant and cheap.

Distribution Services: No limitation on market access or national treatment is imposed
on foreign firms wishing to engage in distribution services; i.e., wholesale trade and
retailing services. Like other business activity, foreign firms are required to register with
the Ministry of Commerce to obtain a business license.

Educational Services: Cambodia faces a shortage of qualified teachers and is in need of
international-quality educators and education. Foreign participation in educational
services is not restricted. Currently there are several foreign-owned schools in Phnom
Penh.

Insurance Services: Licensed insurance companies including foreign companies can
provide all types of insurance products. Cambodia’s insurance sector is governed by the
Law on Insurance of 2000. A few foreign insurance companies operate in Cambodia.

Banking services: Cambodia allows foreign firms to operate as either 100 percent-
owned subsidiaries or as branches. The 1999 Law on Banking and Financial Institutions
and subsequent regulations guarantee foreign banks rights and obligations equal to local
banks. The law imposes no restrictions on foreign ownership of banks. There are a few
foreign bank subsidiaries operating in Phnom Penh.

Health-Related Services: Cambodia permits cross-border of hospital services. For
commercial presence, foreign ownership and management of private hospitals and clinics
is permitted as long as at least one director for technical matters is Cambodian. Foreign
firms are allowed to provide dental services through joint ventures with Cambodian legal
entities.

Tourism and Travel-Related Services: Tourism is one of the most important sectors of
the country’s economy. Cambodia does not restrict foreigners’ participation in this
sector. Foreign companies may establish a commercial presence to operate hotels,
restaurants, travel agencies, and tour operator services, provided that they register with
the Ministry of Commerce for business licenses.
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INVESTMENT BARRIERS

Cambodia’s investment climate is poor. The World Economic Forum’s 2005
competitiveness survey ranked Cambodia 112 out of 117 countries surveyed. The World
Bank also ranked Cambodia near the bottom of the list on business climate. Foreign
direct investment (FDI) has declined over recent years. Approved investment fell to $61
million in 2004 from $129 million in 2003. The stock of U.S. investment in Cambodia
was estimated to be $1 million in 2004.

The Cambodian government actively solicits foreign private investment to boost its
economic development. Cambodia’s 1994 Investment Law, amended in 2003, is liberal
and accords national treatment to all foreign investors, but the Constitution restricts
foreign ownership of land. Foreign investors may use land through concessions,
unlimited long-term land leases and renewable limited short-term leases.

Cambodia has one of the most liberal and competitive investment laws in the region, but
potential investors are often deterred by excessive bureaucracy and corruption.
Cambodia has the potential for business investment in almost all sectors. The
government particularly encourages investment in agriculture and agro-processing
industries, environmental protection, export-oriented industries, tourism and
infrastructure. Nonetheless, in practice, local and foreign businesses often complain of
complex and burdensome bureaucracy and corruption.

Cambodia has attempted to reverse the decline in foreign investment through reforms
intended to improve the investment climate. Through its biannual Government-Private
Sector Forum, Cambodia has managed to reduce business registration fees from $635 to
$177 and decrease the registration period from 30 days to 10.5 days. Other reforms are
under way to improve the business environment, including a World Bank-funded trade
facilitation reform program.

ELECTRONIC COMMERCE

E-commerce is a new concept in Cambodia. Online commercial transactions are
extremely limited, and Internet access is still in its infancy. No legislation exists to
govern these sectors, but no specific restrictions on products or services traded via e-
commerce have been imposed.

The exclusive right to operate a Voice over Internet Protocol (VoIP) service has been
granted to one local company.
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OTHER BARRIERS

Corruption and Governance

Corruption is pervasive throughout the government and business sector. In 2005,
Transparency International ranked Cambodia 139 out of 159 countries surveyed for graft.
Both foreign and local businesses have identified corruption or malfeasance in Cambodia
as a major obstacle to business and a deterrent to foreign direct investment.

Prime Minister Hun Sen has publicly emphasized the need to fight corruption, and has
said that corruption takes a toll on economic performance and poverty alleviation.
During the National Conference on Good Governance in December 2004, he described
bad governance as “a landmine buried in Cambodia’s path towards reform”. In the
December 2004 Consultative Group (CG) meeting of development assistance agencies,
donors established a benchmark of having a new anti-corruption law adopted by the
Council of Ministers and submitted to the National Assembly before the next CG
meeting, which was held March 2-3, 2006. The anti-corruption law has yet to be
completed. In January 2005, the Prime Minister instructed the Ministry of National
Assembly to resurrect a decade-old draft anti-corruption law. An informal donor
working group including the United States is working closely with the government to
produce a revised draft law that meets international best practices.

Judicial and Legal Framework: Cambodia’s legal framework is incomplete and
unevenly enforced. Many business-related draft laws are still pending. The judicial
system is often arbitrary and subject to corruption. Many Cambodian and foreign
business representatives perceive the court system to be unreliable and susceptible to
external political and commercial influence, which constitutes one of the most serious
legal risks that investors face.

Smuggling: Widespread smuggling of commodities such as vehicles, fuel, soft drinks
and cigarettes has undermined fair competition, legitimate investment, and government
revenue. The government has issued numerous orders to suppress smuggling and created
various anti-smuggling units within the governmental agencies, particularly the
Department of Customs and Excise.

In the latest drive to curb smuggling, Cambodia targeted high revenue commodities such
as fuel, vehicles and electronic goods. Prime Minister Hun Sen issued another order to
prevent and crackdown on smuggling. To encourage implementation, incentives are
given to authorities or officials who have confiscated smuggled goods. Despite these
efforts, smuggling remains a problem in Cambodia. Crackdowns are often perfunctory
and most intense immediately after the onset of anti-smuggling campaigns.

FOREIGN TRADE BARRIERS
-62-



CAMEROON

TRADE SUMMARY

The U.S. goods trade deficit with Cameroon was $41 million in 2005, a decrease of $168 million
from $209 million in 2004. U.S. goods exports in 2005 were $117 million, up 17.5 percent from
the previous year. Corresponding U.S. imports from Cameroon were $158 million, down 48.9
percent. Cameroon is currently the 121% largest export market for U.S. goods.

The stock of U.S. foreign direct investment (FDI) in Cameroon in 2004 was $283 million, up
from $242 million in 2003.

IMPORT POLICIES
Tariffs

Cameroon is a member of the WTO and the Central African Economic and Monetary
Community (in French, CEMAC), which includes Gabon, the Central African Republic, the
Republic of Congo, Chad, and Equatorial Guinea. CEMAC countries have a common currency
managed by a regional Central Bank, share a common financial, regulatory, and legal structure,
and maintain a common external tariff on imports from non-CEMAC countries. In theory, tariffs
have been eliminated within CEMAC, and only a value-added tax should be applied to goods
traded among CEMAC members. There has been some delay, however, in fully achieving this
goal, and currently both customs duties and the value-added tax are being assessed on imports
within CEMAC. Trade levels between Cameroon and its neighbors are small compared to the
trade flows between Cameroon and its principal trading partners in Europe.

The simple average of CEMAC’s common external tariff (CET) is 18.4 percent. The CET is
assessed through four tiers of tariff rates: 5 percent for essential goods, 10 percent for raw
materials and capital goods, 20 percent for intermediate goods, and 30 percent for consumer
goods. In addition, there are other taxes assessed on imports, which can vary according to the
nature of the item, the quantity of the particular item in the shipment, and even the mode of
transport. As a result, average customs charges are in reality much higher. To improve customs
revenue collection, the Cameroonian government has contracted with a Swiss company to assess
and collect customs duties.
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Non-Tariff Measures

Prospective importers are required to register with the local Ministry of Trade and notify the
customs collection contractor of all imports. Special import permits are granted to individuals
who import items for personal use. Export-import companies must secure a commerce register
and a taxpayer’s card from the Ministry of Economy and Finance prior to registering with the
Ministry of Trade. Contractors importing equipment and supplies related to public contracts may
obtain a duty exemption from the Ministry of Economy and Finance only when the duties would
count as part of the government investment in the project. CEMAC has no regional licensing
system. Agents and distributors must register with the government, and their contracts with
suppliers must be notarized and published in the local press.

Cameroon requires a commercial invoice and a bill of lading for all imported goods. Ship
registration marks and numbers must match exactly those on the invoices and the goods. Three
copies of the invoice are necessary for surface shipments and four copies are needed for air
shipments. The importer must also present a written approval certificate acknowledging that the
business operator is an exporter or an importer and/or an exemption, if appropriate.
Documentation of bank transactions is required if the value of the imported goods exceeds FCFA
2 million (approximately $4,000). This is also true for pre-shipment inspection certificates,
which require a “clean report of findings” from the customs collection contractor. For certain
imports, such as used clothing, certificates of non-infestation are also required. A service fee of
FCFA 25,000 (approx. $50) is required for imported second-hand automobiles. All documents
must be submitted within 48 hours of a shipment’s arrival.

Cameroon is a party to the WTO Agreement on Customs Valuation. Cameroon assesses duties
on its own estimated cost of production, rather than the actual purchase price, for three
commonly subsidized goods -- beet sugar, flour, and metal rebar. Although the government has
tried to speed customs clearance, customs fraud is still a major problem, and protracted
negotiations with customs officers over the value of imported goods are common.

STANDARDS, TESTING, LABELING AND CERTIFICATION

The Department of Price Control, Weights and Measures is officially responsible for the
administration of standards. Labels must be written in both French and English and must include
the country of origin as well as the name and address of the manufacturer. The pre-shipment
inspection contractor may inspect the quality of any goods shipped into the country. In the
absence of any specified domestic norm or standard, international norms and standards apply. In
practice, most imports are admitted into the country without the need to meet specific standards.
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GOVERNMENT PROCUREMENT

Cameroon is an observer, but not yet a member of the WTO Agreement on Government
Procurement. The Government Procurement Regulatory Board administers public sector
procurement. Local companies are gradually losing their preferential price margins and other
preferential treatment with regards to government procurement and development projects. As
part of its economic reform program, the government has established more open tender
announcements, set up independent monitors for large government contract awards, and
instituted more frequent audits of tender awards. In September 2004, the government enacted a
decree to further enhance transparency and competitiveness in the award of public contracts.
Cameroon’s tight budgetary constraints require that most direct purchases by the government
have pre-identified sources of financing.

INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Cameroon is a member of the World Intellectual Property Organization and is a party to the Paris
Convention for the Protection of Industrial Property and the Universal Copyright Convention.
IPR enforcement is problematic due to the cost of enforcement and the rudimentary
understanding of IPR among government officials and the populace. A few firms, including
some from the United States, have complained of piracy, but have found little practical legal
recourse to enforce their intellectual property rights. Although the government of Cameroon has
been making some efforts in this regard, it is piecemeal at best. Yaounde, the capital of
Cameroon, is also the headquarters for the 14-nation Africa Intellectual Property Organization
(known by its French acronym OAPI) which offers patent and trademark registration.

SERVICES BARRIERS
Telecommunications

Cameroon has eliminated many restrictions on foreign trade in services and is gradually
privatizing its telecommunications sector. In 1999, the government sold the state-owned mobile
telephone company Camtel Mobil to a South African firm and gave a second mobile phone
license to a French company. Efforts to privatize the main state-owned telephone operator,
CAMTEL, collapsed when the two top bidders withdrew their offers. In 2004, the government —
with the consent of the World Bank, which is monitoring the government’s privatization program
— authorized CAMTEL to resume investments in the sector that had previously been frozen for
more than seven years. CAMTEL is to operate as a private company with no government
support through 2006, while the government and the World Bank work to identify further
privatization options. CAMTEL has taken advantage of this opportunity and launched a new
wireless program. A number of companies are now moving into local Very Small Aperture
Terminal (VSAT) systems for data transmission, international telephone service and Internet
access. In September 2005, wireless provider MTN Cameroon bought a leading Internet service
provider, although the regulatory board has yet to approve the deal. The Cameroon
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Telecommunications Regulator — Telecommunications Regulatory Board (ART) — regulates the
sector and issues licenses for new companies to operate.

Insurance

Foreign firms can operate in Cameroon, but they must have local partners. There are several
foreign insurance companies (including one U.S. firm) operating in Cameroon with
Cameroonian partners.

INVESTMENT BARRIERS

The government states that it welcomes foreign investment and there has been significant
improvement in the process of obtaining approvals for investment projects. In March 2002, the
Parliament approved an investment charter that established a new framework for investments and
integrated recent laws relating to the forestry, mining and petroleum codes. In September 2005,
the President enacted a decree creating an investment promotion agency.

However, Cameroon’s investment climate remains challenging. The World Bank’s “Doing
Business in 2006 survey found that it takes 444 days to comply with licensing and permit
requirements for ongoing business operations in Cameroon, compared with 70 days in the United
States, and also found that enforcing contracts can be particularly difficult.

Capital movements within CEMAC are completely free. Capital movements between CEMAC
and third countries are permitted, provided that proper supporting documentation is available and
prior notification is given to the exchange control authority. With respect to inward or outward
foreign direct investment, investors are required to declare to the Ministry of Economy and
Finance transactions above CFA 100 million (approximately $200,000), and they must provide
such notification within 30 days of the realization of the investment. The Bank of Central
African States’ decision to continue monitoring outward transfers, combined with its
cumbersome payment system, has led many to conclude that controls on transfers remain in
force.

Local and foreign investors, including some U.S. firms, have found Cameroonian courts too
complicated and costly to resolve their contract or property rights disputes. The United States-
Cameroon Bilateral Investment Treaty provides access to international arbitration.

OTHER BARRIERS

Problems with energy supply have been a major concern of the government and international
financial institutions. The IMF and the World Bank, in particular, feel that the lack of a
dependable supply of energy has limited FDI, so they are pushing stakeholders in the sector to
improve capacity as quickly as possible.
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Corruption is pervasive throughout the public and business sectors. The judicial system,
characterized by long delays and under-staffing in the areas of financial and commercial law, has
imposed major expenses on some American companies operating in Cameroon. Court decisions
are often arbitrary and subject to corruption. Cameroon ratified the UN Convention Against
Corruption in February 2006.
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CANADA

TRADE SUMMARY

The U.S. goods trade deficit with Canada was $76.4 billion in 2005, an increase of $10.0 billion
from $66.5 billion in 2004. U.S. goods exports in 2005 were $211.3 billion, up 11.3 percent from
the previous year. Corresponding U.S. imports from Canada were $287.9 billion, up 12.3
percent. Canada is currently the largest export market for U.S. goods.

U.S. exports of private commercial services (i.e., excluding military and government) to Canada
were $29.7 billion in 2004 (latest data available), and U.S. imports were $20.0 billion. Sales of
services in Canada by majority U.S.-owned affiliates were $41.7 billion in 2003 (latest data
available), while sales of services in the United States by majority Canada-owned firms were
$40.5 billion.

The stock of U.S. foreign direct investment (FDI) in Canada in 2004 was $216.6 billion, up from
$189.8 billion in 2003. U.S. FDI in Canada is concentrated largely in the manufacturing,
finance, and mining sectors.

A Trading Relationship Based on Free Trade

The North American Free Trade Agreement (NAFTA) came into force on January 1, 1994 and
replaced the U.S.-Canada free trade agreement, which was implemented in 1989. The phase-out
of tariffs between Canada and the United States was completed on January 1, 1998, except for
tariff-rate quotas (TRQ) that Canada retains on certain supply-managed agricultural products.
However, Canada still maintains some non-tariff barriers of concern at both the federal and
provincial levels, impeding access to the Canadian market for U.S. goods and services.

IMPORT POLICIES
Supply-Managed Products

Canada closely restricts imports of certain domestic "supply-managed" agricultural products
such as dairy products, eggs, and poultry through the use of TRQs. This practice severely limits
the ability of U.S. producers to increase exports to Canada above the TRQ levels.

Margarine: The Province of Quebec applies coloring restrictions on margarine. In addition,
provincial restrictions on the marketing of butter/margarine blends and imitation dairy products
limits and, in certain cases, prohibits the sales of these products in many provinces. The
provinces of Ontario, Manitoba, and Saskatchewan are challenging Quebec's provincial coloring
regulations. An inter-provincial trade dispute panel ordered Quebec to remove its ban on yellow-
colored margarine in June 2005, but the province has yet to comply with the ruling, which was
supposed to go into effect in September 2005.
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Cheese snack foods: Canada is unwilling to resume duty-free trade in cheese snack foods
between the United States and Canada. Prior to 1999, cheese snack foods were traded duty-free
between the United States and Canada. Canada ceased issuing duty-free import permits on
September 1, 2001, and started to apply a tariff of 245 percent on U.S. exports of breaded cheese
sticks to Canada. Canada acted in response to a 1999 U.S. Customs Service reclassification of
cheese sticks, which subjected U.S. imports to a U.S. TRQ and over-quota tariff. On November
7, 2001, USTR stated that it was prepared to request that the President issue a Proclamation to
return duty- and quota-free treatment to Canadian cheese sticks, provided Canada commits to
providing the same tariff treatment for imports of similar U.S. cheese snack foods. In early
January 2002, the Department of Foreign Affairs and International Trade informed the United
States that Canada had no intention of reducing its duties on cheese snack foods or entering into
negotiations with the United States.

Processed egg products: The Canadian Egg Marketing Agency operates a dual pricing scheme
for processed egg products. Under the regime, the domestic Canadian price for shell eggs is
maintained at a level substantially above the world price. Producers are also assessed a levy on
all eggs sold, a portion of which is used to subsidize egg exports. This practice artificially
increases Canadian exports of egg products at the expense of U.S. exporters.

Fresh Fruits and Vegetables: Canada prohibits imports of fresh or processed fruits and vegetables
in packages exceeding certain standard package sizes unless the Government of Canada grants a
ministerial easement or exemption. To obtain an exemption, Canadian importers must
demonstrate that there is an insufficient supply of a product in the domestic market. The
restrictions on bulk goods do not apply to intra-provincial shipments. The import restrictions
apply to all fresh and processed produce in bulk containers if there are standardized container
sizes stipulated in the regulations for that commodity. For those horticultural products without
prescribed container sizes, there is no restriction on bulk imports. The restriction has negative
impact on U.S. potatoes, apples, and blueberries. In addition, Canadian regulations on fresh fruit
and vegetable imports prohibit consignment sales of fresh fruit and vegetables in the absence of a
pre-arranged buyer.

Restrictions on U.S. Grain Exports

U.S. access to the Canadian grain market has been limited partially by Canadian varietal
controls. Canada requires that each variety of grain be registered and be visually distinguishable.
Because U.S. varieties may not be visually distinct, they are not registered in Canada. As a
result, U.S. wheat is sold in Canada as "feed" wheat at sharp price discounts compared to the
Canadian varieties. The Canadian Grain Commission (CGC) is currently in the process of
introducing a new system called Variety Eligibility Declaration, or VED, which is designed to
monitor and control the type of grain that enters the grain handling and transportation system.
After extensive consultations on the operational details of the VED system, the CGC is close to
making its proposals public.
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On September 16, 2005, the Canadian International Trade Tribunal (CITT) and the Canada
Border Services Agency (CBSA) launched an official investigation into alleged dumping and
subsidization of U.S. grain corn imports into Canada, following a petition filed by the Canadian
Corn Growers. On November 15, 2005, the CITT found that imports of unprocessed corn into
Canada are injuring Canadian growers.

CBSA must make a final determination on March 15, 2006. The final Canadian International
Trade Tribunal injury determination is due April 18, 2006.

Personal Duty Exemption

The United States has urged Canada to facilitate cross border trade for border residents by
relaxing its taxation of goods purchased in the United States by Canadian tourists. While U.S.
and Canadian personal exemption regimes are not directly comparable, the United States allows
an $800 per person exemption every 30 days, while Canada has an allowance linked to the length
of the tourist’s absence and allows only C$50 for tourists absent for at least 24 hours and C$200
for visits exceeding 48 hours. This practice discourages shopping visits to the United States by
border residents.

Wine and Spirits

Market access barriers in several provinces hamper exports of U.S. wine and spirits to Canada.
These include "cost of service" mark-ups, listings, reference prices and discounting, and
distribution and warehousing policies.

The Canadian Wheat Board and State Trading Enterprises

The U.S. government has concerns about the monopolistic marketing practices of the Canadian
Wheat Board. Announced in 2002, USTR’s approach to level the playing field for American
farmers is producing important results. Most notably, in WTO dispute settlement proceedings
against the Canadian Wheat Board and the Government of Canada, a WTO panel found in favor
of the United States on claims related to Canada’s grain handling and transportation systems.
Canada now must comply with those findings. In order to comply with the WTO panel’s
findings, the Government of Canada introduced and passed Bill C-40, which amended the
Canada Grain Act and Canada Transportation Act in May 2005.

In addition, the United States is seeking reforms to state trading enterprises (STEs) as part of the
WTO agricultural negotiations. The U.S. proposal calls for the end of exclusive STE export
rights to ensure private sector competition in markets currently controlled by single desk
exporters; the establishment of WTO requirements to notify acquisition costs, export pricing, and
other sales information for single desk exporters; and the elimination of the use of government
funds or guarantees to support or ensure the financial viability of single desk exporters.
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The United States gained WTO support for the elimination of trade-distorting practices of
agricultural state trading enterprises.

In October 2003 the U.S. Department of Commerce (DOC) imposed 8.87 percent antidumping
and 5.29 percent countervailing duties on Canadian hard red spring wheat (HRS). Following a
June 2005 NAFTA panel remand decision, the U.S. International Trade Commission made a
negative determination that HRS imports from Canada materially injured the U.S. industry. On
January 30, the NAFTA secretariat issued a notice pursuant to rule 80 that the panel review was
completed

STANDARDS, TESTING, LABELING AND CERTIFICATION
Restrictions on Fortification of Foods

Canadian requirements for foods fortified with vitamins and minerals have created a costly
burden for American food manufacturers who export to Canada. Health Canada restricts
marketing of breakfast cereals and other products, such as orange juice, that are fortified with
vitamins and/or minerals at certain levels. Canada’s regulatory regime requires that products
such as calcium-enhanced orange juice be treated as a drug. This forces manufacturers to label
vitamin and mineral fortified breakfast cereals as "meal replacements." These standards impose
costs on manufacturers who must make separate production runs for the U.S. and Canadian
markets.

In March 2005, the Government of Canada released for public consideration a draft policy on
supplemental fortification of food and beverages that reflects the study on Dietary Reference
Intakes (DRIs) undertaken by the U.S. Institute of Medicine (IOM). Industry welcomed the draft
policy as it may offer more latitude to manufacturers for discretionary fortification of foods and
beverages than the current regulatory regime. The new policy may reduce the cross-border
discrepancy in fortification rules; however, Canada’s policy is still under review and the final
regulations based on it have not yet been drafted or submitted for pubic review. Draft
regulations are now expected to be made public in mid-2006 and come into force in late 2006.
They may still present barriers to efficient cross-border trade.

Restrictions on Container Sizes

Canada’s Processed Products Regulations (Canada Agricultural Products Act) prescribe standard
container sizes for a wide range of processed fruit and vegetable products. No other NAFTA
country imposes such mandatory container size restrictions. The Processed Products Regulations
require manufacturers of baby food to sell in only two standardized container sizes: 4.5 ounces
(128 ml) and 7.5 ounces (213 ml). The requirement to sell in container sizes that exist only in
Canada creates an unnecessary obstacle to trade in baby food between Canada and the United
States. Canada claims that the regulations are being rewritten and suggests that U.S. concerns
will be addressed. However, it appears that the effort to revise the regulations has stalled, as
there has been no progress for the past several years.
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EXPORT AND DOMESTIC SUBSIDIES
Softwood Lumber

The United States and Canada have been involved in a dispute over trade in softwood lumber for
more than two decades. The current dispute began when the Softwood Lumber Agreement
expired in 2001. After the Agreement expired, the U.S. industry filed antidumping (AD) and
countervailing duty (CVD) petitions. The U.S. International Trade Commission (ITC)
determined that the U.S. lumber industry was threatened with material injury by imports of
dumped and subsidized Canadian softwood lumber, and the Department of Commerce
(“Commerce”) found company-specific antidumping rates ranging from 2.18 percent to 12.44
percent and a country-wide subsidy rate of 18.79 percent. On December 14, 2004, Commerce
announced the results of its first administrative review of the AD and CVD orders, in which it
calculated AD rates ranging from 0.192 percent to 9.10 percent, and a CVD duty rate of 17.18
percent. On December 6, 2005, Commerce announced the results of its second administrative
review of the AD and CVD orders, with AD rates ranging from 0.51 percent to 4.43 percent, and
a CVD rate of 8.70 percent.

To date, Canadian interests have filed more than two dozen cases challenging the orders in
various fora, including under the NAFTA, at the WTO, and in the U.S. Court of International
Trade. Most of the litigation is still ongoing. The United States continues to believe that it is in
the interests of both the United States and Canada to reach a negotiated solution to their
longstanding differences over softwood lumber. This view is shared by stakeholders on both
sides of the border. The United States is committed to seeking a resolution to this dispute and
remains hopeful that we will be able to resume negotiations with Canada in the near future. In
the meantime, the litigation will continue, and the United States will vigorously enforce its trade
remedy laws to ensure a level playing field for U.S. industry.

Technology Partnerships Canada/Transformative Technologies Program

In September 2005, the Canadian federal government announced plans to launch its new
Transformative Technologies Program (TTP), replacing the former Technology Partnerships
Canada (TPC) program. TPC is a Canadian government program that supports the research and
development activities of select industries. Established in 1996, TPC provided loan funding for
so-called “pre-competitive” research and development activities for companies incorporated in
Canada. Although TPC was targeted at a number of industries, a disproportionate amount of
funding has been provided to aerospace and defense companies. To date, C$2.7 billion in TPC
funding commitments have been made for over 600 projects, of which about 70 percent has been
disbursed. According to the Canadian government, about three percent of TPC funds have been
repaid. The Canadian government restructured the TPC program in 1999 after a WTO Dispute
Panel requested by Brazil determined that it provided an illegal subsidy.

The Canadian government announced plans to phase out the TPC program by April 1, 2006,
after which time TPC would be operational. During the phase-out period, no new proposals for
TPC funding will be accepted, except for those related to the aerospace and defense industries.
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The Canadian government announced that TTP funding for aerospace and defense will continue
at the same levels as under the TPC program, even though the TTP apparently will be aimed at
reaching a broader range of industries than has been the case for the TPC program. It appears
that the Canadian government may not expect full repayment of TP funds. An Industry Canada
announcement of the TTP states “Its measure of success will not be cost recovery but sharing the
risks of innovation.”

According to the Canadian Taxpayers Federation, Bombardier has been the largest recipient of
Canadian federal subsidies, including funding such as the TPC program. The Canadian
government has committed to provide Bombardier $262.5 million for the purpose of developing
the 110-130 seat “C series” civil transport aircraft, according to a May 2005 press report.

An Industry Canada spokesman is reported to have said that the funding would operate along the
lines of the TPC program. As of early 2006, it appeared that no decision had been made to
launch the C series aircraft.

Pharmaceuticals

The U.S. pharmaceutical industry has raised concerns about the pricing of patented medicines in
Canada and encourages Canada and the Patented Medicine Prices Review Board (PMPRB) to
move towards a more market-based review system.

The United States is monitoring Canadian policies on patent and data protections. Canada’s
compliance with its TRIPS and NAFTA obligations remains a matter of concern. Although
Canada has instituted statutory data protection, several judicial rulings have cast doubt on how
well these protections are being enforced, as required by TRIPS Article 39.3 and NAFTA Article
1711. Regulations proposed in 2004, to extend the duration of data protection to eight years,
have not progressed and it is unclear whether they will be reopened for comment. Canada is also
apparently failing to apply its “linkage regulations” effectively. Such regulations require Health
Canada to determine whether the marketing of generic pharmaceuticals infringes on existing
name-brand patents.

The U.S. pharmaceutical industry estimates that Canadian trade barriers, including insufficient
intellectual property protection, cost their companies between $100 million and $500 million
annually.
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INTELLECTUAL PROPERTY RIGHTS (IPR) PROTECTION

Canada is a member of the World Intellectual Property Organization (WIPO) and adheres to
several international agreements, including the Paris Convention for the Protection of Industrial
Property (1971), the Berne Convention for the Protection of Literary and Artistic Works (1971),
and the 1952 Universal Copyright Convention (UCC). Canada is also a signatory of the WIPO
Copyright Treaty and the WIPO Performances and Phonograms Treaty (together the WIPO
Treaties), which set standards for intellectual property protection in the digital environment.
Canada has not yet ratified either treaty, however. Ratification legislation was introduced into
Canada’s Parliament in 2005, but will have to be reintroduced following the election of