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UNOFFICIAL SUMMARY

Appeal No. AP-94-150

JANA & COMPANY Appellant
and
THE DEPUTY MINISTER OF NATIONAL REVENUE Respondent

Thisisan gpped under section 67 of the Customs Act from four decisons of the Deputy Minister of
Nationa Revenue under subsection 63(3) of the Customs Act, denying the appellant’s requests for the
re-gppraisd of the vaue for duty of certain imported clothing. The issue in this apped is whether the
respondent correctly included royadties paid by the gppellant in the vaue for duty of the imported clothing
pursuant to subparagraph 48(5)(a)(iv) of the Customs Act.

HELD: The apped isalowed. The Tribund was not persuaded that the royaties at issue were paid,
directly or indirectly, by the appelant as a condition of the sale of the clothing for export to Canada, as there
was no evidence of any relationship, contractua or otherwise, between the manufacturers of the clothing and
the licensors which might suggest that there was some connection or rdationship between the sales of the
clothing by those manufacturers for export to the appellant in Canada and the payment of the roydties by the
gppdlant to the licensors. Moreover, the Tribund found that the evidence provided was not sufficient to
show that the licensors exercised a subgtantid degree of control over the manufacturers such that the
gppellant’s ability to purchase clothing from those manufacturers would be restricted if the appellant did not
pay theroyaltiesto the licensors.

A review of the licence agreements indicates that the licensors provide the appedlant, not the
manufacturers, with samples, designs, etc., and permit the appellant to have the clothing manufactured by a
company of its choice. According to the gppellant’s witness, the gppdlant’s choices of manufacturers were
never questioned, and the licensors did not exercise their rights concerning ingpection of facilities and
samples. With respect to the one licence agreement which required the appellant to use the licensor’ s buying
agent, the Tribuna was of the view that the buying agent did not exercise asubstantial degree of control over
the manufacturers which ultimately sold the trademarked clothing to the gppellant, since, in practice, the
gppellant did not always use the buying agent and, in al instances, the appdlant’ s buyer was responsble for
negotiating contracts with manufacturers, including price and ddlivery.

At the hearing, counsd for the respondent raised, as an dternative argument, that roydties paid
pursuant to two of the licence agreements should be included in the vaue for duty pursuant to
subparagraph 48(5)(a)(v) of the Customs Act as proceeds of a subsequent resde that accrued or would
accrue, directly or indirectly, to the vendor. The Tribuna concluded that the evidence did not show that the
royaties accrued or would accrue, directly or indirectly, to the vendor, since the appellant often chose its own
manufacturers and often used different manufacturers from those used by the licensors, and the buying
agents were not related to the manufacturers used.
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Appeal No. AP-94-150

CANADIAN

JANA & COMPANY Appellant
and
THE DEPUTY MINISTER OF NATIONAL REVENUE Respondent
TRIBUNAL: ARTHUR B. TRUDEAU, Presiding Member

RAYNALD GUAY, Member
DESMOND HALLISSEY, Member

REASONS FOR DECISION

Thisisan apped under section 67 of the Customs Act” (the Act) from four decisions” of the Deputy
Minister of Nationd Revenue under subsection 63(3) of the Act, denying the appelant’s requests for the
re-appraisd of the vaue for duty of certain imported clothing. The respondent provided the following reason
for denying each of the requests. “The roydties paid are in repect of the goods and are paid as a condition of
the sde for export to Canada and must form part of the vaue for duty in accordance with the vauation
provisons of the Customs Act.”

The issue in this apped is whether the respondent correctly included royaties paid by the appellant
in the vaue for duty of the imported clothing pursuant to subparagraph 48(5)(a)(iv) of the Act.
Subparagraph 48(5)(a)(iv) provides asfollows:

(5) The price paid or payable in the sdle of goods for export to Canada shal be adjusted
(a) by adding thereto amounts, to the extent that each such amount is not dready included in the price

paid or payable for the goods, equd to

(iv) roydties and licence fees, including payments for patents, trade-marks and copyrights, in
respect of the goods that the purchaser of the goods must pay, directly or indirectly, as a condition
of the sde of the goods for export to Canada, exclusive of charges for the right to reproduce the
goodsin Canada.

Alternatively, if the Tribuna finds that the roydties at issue should not be added to the price paid or
payable for the imported clothing pursuant to subparagraph 48(5)(a)(iv) of the Act, counsd for the
respondent argued that certain of the roydties at issue should be included in the price paid or payable for the
imported clothing pursuant to subparagraph 48(5)(a)(v). Subparagraph 48(5)(a)(v) provides asfollows.

(v) the value of any part of the proceeds of any subsequent resale, digposa or use of the goods by
the purchaser thereof that accrues or isto accrue, directly or indirectly, to the vendor.

1. RSC. 1985, c.1(2nd Supp.).

2. Counsd for the respondent pointed out that, in the respondent's decisons, the roydties pad to
seven licensors were added to the price paid or payable for the imported goods. However, the gppellant is only
chdlenging the decisonsin respect of the roydties paid to four of the licensors.
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There were three interveners at the hearing, gppearing in support of the appelant: Caulfeild Appardl
Group Ltd. (Caulfelld), PMI Food Equipment Group (A Divison of Premark Canada Inc.) and
Mr. W. Jack Millar.?

In response to an objection by counsd for the respondent that she did not have sufficient time to
review and respond to the submissions of the interveners, the Tribuna granted counsd for the respondent
until February 26, 1996, to file written submissions responding to new issuesraised in the interveners’ briefs.
Theinterveners were given until March 4, 1996, to file their replies. All parties’ submissions were filed with
the Tribund in a timey manner and, notwithstanding certain objections raised by counsd for Caulfeild
concerning parts of counsd for the respondent’ s reply to the interveners' briefs, al submissons were taken
into account by the Tribundl.

The appdlant, which aso carries on business under the name International Fashion Group, is a
wholesdler of dothing in Canada The gppdlant is a licensee pursuant to agreements with four US companies,
namely, Joujou Designs, Inc. (Joujou), Banff, Ltd. (Banff), The BVY Group (BVY') and Norman Scott Ltd.
(NSL) (collectively the licensors), for the use of certain licensed trademarks in connection with the
production, promotion, digtribution and sde of certain clothing. Each of the agreements provides that the
aopdlant will pay to the licensors, as owners of the trademarks, royalties and licence fees based on a
percentage of the sdes of clothing in Canada.

The licence agreement between Joujou and the appellant dated August 17, 1989, provides, in part,
that Joujou is to design garments and provide styles to the appellant and that the appellant has the exclusive
right and licence to manufacture and sdl in Canada ladies sportswear bearing the licensed trademark
“Joujou.” Paragraphs 2.4A and 2.6 of the agreement together provide that Joujou will furnish the gppellant
with sample garments and that the appellant shal have the right to produce copies of the sample garments.
Paragraph 5 provides that the garments manufactured will be congtituted of materials specified and approved
by Joujou and that, if the gppellant contracts with a third party manufacturer, it is to inform Joujou and is to
provide Joujou with free access to and ingpection of the manufacturing premises upon reasonable notice.
Paragraph 5.1A provides that, in the event that Joujou and the gppellant have contracted with the same
third party manufacturer, “[Joujou] shal have absolutely no obligations or responsibilities to [the appellant]
with respect to the third party manufacturer, including, but not limited to, production, qudity, price and
delivery of goods.” In addition, paragraph 5.2 provides that “[p]rior to digtribution or sale of any Garment ...
[the appdllant] shall make available to [Joujoul] for ingpection and written approva the origind modd of each
such Garment” and “from time to time make available production samples ... for such ingpection.”
Paragraph 5.2 further provides that “[Joujou] shall aso have the right ... to ingpect the process of production
of any and all Garments ... at dl places of production.”

3. By letter dated February 2, 1996, the Tribund informed Mr. Millar of its decison to grant him “limited
intervener gtatus for the purpose of making submissions (argument) only” with no right to examine,
cross-examine or cal witnesses. The Tribund Stated that, dthough Mr. Millar did not, himsdlf, have an
interest in the apped, the issues in the gppeal were significant and that he might be able to provide some
assistanceto the Tribunal.

4. Tribunal Exhibits AP-94-150-6.1 (protected) and AP-94-150-18, tab 1.
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The licence agreement between Banff and the appelant dated April 15, 1987, is an excdlusive
licence to import, use and @l in Canada the following labdls “Sweater Bee Knitwear,” “Bee Wear
Knitwear,” “SB Sport” and “Bee Wear Sport.” Article 3 of the agreement provides, in part, that Banff will
give the gppdlant its methods of advertisng and promotion, patterns, manufacturing specifications and
methods of importation, and article 4 provides that Banff will furnish the appellant with a copy of each
advertisng and publicity matter, one or more prototypes of each garment and any requested samples and
swetches. Article 8 provides that the garments “shall be manufactured or imported by [the appdlant] in
accordance with the specifications and directions furnished it by [Banff] and shal comply in al respects with
the high standards or material and workmanship associated with garments sold under the same Trade Mark.”
Article 9 provides, in part, that the gppelant shall purchase the garments through Banff’s agent, Banff
(Far East) Internationa, Limited (Banff Internationa) and will establish a letter of credit payable to Banff
Internationdl.

The licence agreement between BV'Y and International Fashion Group Ltd. (International Fashion)®
isalicence for the use of the licensed trademark of the Zylos labd in connection with men’'s wesar. Article 2
of section Il provides that Internationa Fashion agrees to “preserve and maintain the present standards of
quaity of the garments sold under the [Zylog] label.” Article 8 of section Il provides that Internationa
Fashion has “full authority to purchase the products with the [Zylos] licensed labd from the sources that will
provide the best possible prices and qudity.” Articles 10 and 11 of section Il provide that BVY isto furnish
Internationa Fashion with its collections and designs, as wdl as samples and swatches, and with “redistic
deadlines for the arrangement of production, quota, and placing of fabrics”

The licence agreement between NSL and the appellant dated February 1, 1985, is for the use of the
trademark “ Sahara Club” in connection with the manufacture, importation and sale of men’s sportswear, as
well as possibly boys, girls and women'’ s sportswear, in Canada. Paragraph 4 of the agreement provides, in
part, that NSL will consult with the appellant regarding fabrics, colour designs and packaging. Paragraph 4
a0 refers to the gppdlant’ s manufacturing plants or facilities. Paragraph 5 requires, in part, the gppellant to
submit production samples to NSL for prior gpprova and to ensure quality standards. In addition,
paragraph 5 providesthat NSL has the right to ingpect the manufacturing process and articles produced.

The gppdlant’ s witness, Mr. Jack Wolfe, managing partner of Jana & Company indicated that many
of the provisons in the licence agreements were not followed, i.e. those provisons relating to minimum
advertisng and promotional pending, minimum sales, quality control and modifications of designs and
styles. He stated that none of the licensors exercised a great dedl of clout in the marketplace and that the only
terms to which the gppellant gtrictly adhered in dl circumstances were the royaty payment provisons.

Mr. Wolfe was not aware of any relationships between the manufacturers used by the appdlant and
the licensors and, to the best of his knowledge, the licensors did not have any financid interest in the
manufacturers, nor were there any agreements between the licensors and the manufacturers. He
acknowledged that the licensors were able to influence some manufacturers because of the concentration of
business that they did with those manufacturers. However, these manufacturers were used not only by the
gopelant and licensors but adso by other unrdlated companies. The gppellant was not required to use
particular manufacturers, nor were their choices of manufacturers questioned. In his view, athough the
licence agreements were not specifically discussed with the manufacturers, given the nature of the clothing

5. Ibid. tab 2.
6. Ibid. tab 3. The copy of the agreement provided isamarked draft and is comprised of three documents.
7. Ibid. tab 4.
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business, dl of the manufacturers were aware of the licence agreements, but they did not require a licence
agreement in order to manufacture goods. Mr. Wolfe agreed with counsd for the respondent that normaly a
licence agreement is required to carry on business as the appellant has. However, he explained that the same
clothing could be purchased from a store and copied without entering into a licence agreement and obtaining
sylesand designs.

Mr. Wolfe confirmed that there were no forma written agreements between the gppellant and the
manufacturers and that the only evidence of the business relationships were the purchase orders and | etters of
credit. The purchase orders show the fabric content, size, colour, delivery date and labd to be used. The
appdlant would place afax inquiry to determine whether a particular manufacturer could provide clothing in
accordance with certain terms. Once the manufacturer confirmed that it could manufacture the requisite
clothing in accordance with the terms as Stated, the appellant would issue a purchase order, followed by a
letter of credit. The licensors were not involved in this process, regardless of the manufacturer used by the

appelant.

Mr. Wolfe aso testified concerning the details of the individua agreements. In discussing the Joujou
agreement, Mr. Wolfe pointed out that, athough the gppellant did not have to use Joujou’s manufacturers,
the gppdlant would attempt to have its manufacture done in the same countries, namely, India, Canada and
Brazil, usng the same manufacturers. He indicated that the amount of manufacture done by manufacturers
not used by Joujou varied, but that, generaly, it amounted to about 20 to 30 percent of the manufacture.
Mr. Wolfe further indicated that, in addition to clothing bearing the Joujou trademark, the appellant so had
manufactured and sold clothing bearing private labels, such as Sears, Eaton's, Carubaand Thrifty’s.

In discussing the Banff agreement, Mr. Wolfe testified that, athough the agreement providesthat the
appdlant must buy through Banff’s buying agent, in practice, the appellant did not do so0 in al cases.
He pointed out, in particular, that Banff had most of its manufacture done in Macau and, since the quota
dlotment to Canada from Macau is very smal and expensive, the gppelant would have clothes made in
Hong Kong or Portugdl where the quota was less expensive. In dl instances, the appellant’ s buyer would be
respongible for negotiating contracts with manufacturers, including the price and ddivery terms, and would
issue letters of credit in the manufacturers names.

In carrying out the agreement with BV, the gppellant normally used BVY's manufacturers, snce
the quantities purchased were very small. However, the appdlant did, in certain circumstances, use its own
manufacturers. Mr. Wolfe indicated that BVY was not active in ensuring quality and was never provided
with production samples. In addition, the gppdlant’ s buyer negotiated all contracts with manufacturers, often
negotiated a more favourable price than had BVY and modified BVY’s dyles and designs without
BVY’sgpproval.

According to Mr. Wolfe, some of the factories used to manufacture clothing pursuant to the
agreement with NSL were owned by NSL. However, the gppelant used not only NSL’s manufacturers but
aso other manufacturers of its choosing, and NSL never questioned its choice of manufacturers. In addition,
NSL did not exercise its rights concerning quality control and never asked the appdlant to provide a
production sample.

In argument, counsd for the appellant submitted that the words of subparagraph 48(5)(a)(iv) of
the Act encompass only those roydties that are directly or indirectly reated to a sale between a sdler and
purchaser or importer. In counsd’s view, a royalty based on net domestic sales is not payable when the
purchaser or importer buys the goods from a sdller. Rather, such aroydty is payable when the importer sdlls
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the goods within the territory. The royalty is, therefore, a condition of the importer’s domestic sdles and not a
condition of the sales for export.

Counsd for the gppellant referred to two decisions, one of the Federa Court of Apped, Signature
Plaza Sport Inc. v. Her Majesty the Queen,® and one of the Tribunal, Reebok Canada Inc., A Division of
Avrecan International Inc. v. The Deputy Minister of National Revenue for Customs and Excise,” in which
it was found that the roydlties paid by a licensee were correctly included in the vaue for duty. Counsd
submitted that, in Signature Plaza, the Federal Court of Apped found that the roydties were dutiable
because the relationship between the purchaser or importer and the manufacturer was not a purchaser/vendor
relationship, and, as such, the royaties were an indirect condition of the sde. Similarly, in Reebok, the
royaties were found to be dutiable as an indirect condition of the sde because, pursuant to one of the
agreements at issue, the licensor exercised asubstantial degree of control over the production of the imports.

In counsd for the gppdlant’s argument concerning the specific facts in this gppeal, counsd focused
on the requirement in subparagraph 48(5)(a)(iv) of the Act that the payment of the roydties must be a direct
or indirect condition of the sdle for export to Canada. In counsd’s view, the roydties paid by the gppellant to
licensors were not a condition, direct or indirect, snce the gppdlant was free to negotiate with the
manufacturers and the manufacturers were not concerned about the licence agreements or the payment of
roydties.

Counsd for the gppdlant submitted that the facts in this apped may be distinguished from those in
Signature Plaza and Reebok. Counsdl submitted that, unlike in those appedls, the licensors in this gpped
exercised no control over, and were not involved in, the manufacture of the imported clothing. Counsd
further submitted that the Tribunal must consider the provisions of the agreements between the licensors and
the gppdlant in light of Mr. Wolfe's evidence about the conduct of the gppdlant and licensors and the fact
that many of the provisons of the agreements were not enforced. In particular, the gppdlant made its own
buying decisions, often used manufacturers not used by the licensors and often varied designs and styleswith
licensors gpprovd, and there were no qudity control concerns or verification by the licensors. Counsd
disputed the contention by counsel for the respondent that Banff and BV'Y should be viewed as vendors or
deemed vendors, given Mr. Wolfe's evidence that the gppellant purchased goods directly from contract
manufecturers unrdated to Banff and BVY and given the provisons of aticle 8 of section Il of the
BVY agreement which give the gppdlant the authority to purchase products from the sources that will
provide the best possible pricesand quality.

Counsd for Caulfeilld submitted that there are eight essential, uncontested facts in this gpped to
support a finding that the royalties at issue should not be included in the value for duty of the imported
clothing: (1) the appdlant was not related to the manufacturers; (2) the licensors were not related to the
manufacturers; (3) the appellant was not required to use designated manufacturers; (4) in some instances, the
manufacturers were common to both the gppellant and the licensors; (5) to the appdlant’ s knowledge, there
were no agreements between the licensors and the manufacturers; (6) the licensors were not involved in the
contracting process for the goods imported by the appdlant; (7) the agreements between the licensors and
the appellant were not prerequisites to having goods manufactured by third party manufacturers; and (8) the
licensors did not strictly enforce the qudity control provisonsin the licence agreements.

8. Unreported, Court File No. A-453-90, February 28, 1994.
9. Apped No. AP-92-224, September 1, 1993.
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Counsd for Caulfeild disagreed with the respondent’s podtion that the rights of the licensor in a
licence agreement to request approva of samples or ingpection of the goods produced by an arm’ s-length
manufacturer make the payment of the royalties a condition of the sale of the goods from that manufacturer
to the licensee. He pointed out that these rights are long-standing requirements of the Trade-marks Act™ to
preserve atrademark owner’ srights.

Findly, counsd for Caulfeild submitted that the factsin this apped were distinguishable from those
in Signature Plaza, Reebok and Polygram Inc. v. The Deputy Minister of National Revenue for Customs
and Excise."" The Signature Plaza apped dedt with proceeds of a subsequent resdle. In Polygram, the
royaty varied according to the price of the goods, and the purchases were from the licensor directly or from a
wholly owned affiliate of the licensor. As aresult, there was a direct connection between the licensor and the
manufacturer, and there was a clear and obvious connection between the payment of the roydty and the
ability to purchase the goods. In Reebok, there were manufacturing agreements between the licensor and the
manufacturers of the goods whereby the manufacturers of the licensed goods were permitted to sdll only to
subgdiaries of the licensor or other purchasers gpproved by the licensor. Further, the licensee was dlowed to
buy the goods to be sold under the trademark only from these manufacturers.

Mr. Millar submitted thet, as a generd rule, the value of goods is the price paid or payable and that
the value of intangible property, such as trademarks, is only to be included in the value for duty whereiit is
included by the parties in the price. He submitted that the focus of the transaction value is the price for the
goods agreed upon by the buyer and the seller in the export sale transaction and that the generd intention of
the Agreement on Implementation of Article VII of the General Agreement on Tariffs and Trade,*
commonly referred to as the Code, was not to include the vaue of intangible persond property in
determining the transaction value.™® He further submitted that, since the Code and the Act require duty to be
paid only on the vaue of the goods, the roydty is generdly not to be added to the transaction vaue.
Moreover, he submitted that the key isthat an amount is paid for the goods and a separate amount is paid for
intangiblerights.

Mr. Millar referred to severa recent advisory opinions of the Technicad Committee on Customs
Vauation™ for guidance in determining when aroyaty is dutiable. In Advisory Opinion 4.8 (July 1994), the
importer, licensor and manufacturer were unrelated, and the sales agreement between the manufacturer and
the importer did not contain any reference to the payment of aroydty. The Technica Committee on Customs
Vauation found that the royaty was not dutiable, snce the obligation to pay the royaty was contained in a
Separate agreement unrelated to the sdle for export and was not, therefore, a condition of the sae for export.
Similarly, in Advisory Opinion 4.13 (July 1994), an importer paid a trademark royalty to a related licensor,
but purchased sports bags from various unrelated suppliers. The Technica Committee on Customs
Vauation found that the royaty was not dutiable and reasoned that the “imported goods are purchased from
various suppliers under different contracts and the payment of the roydty is not a condition of the sale of

10. RS.C. 1985, c. T-13.

11. Canadian International Trade Tribuna, Apped Nos. AP-89-151 and AP-89-165, May 7, 1992.

12. Geneva, March 1980, GATT BISD, 26th Supp. at 116.

13. Customs Valuation: Commentary on the GATT Customs Valuation Code (New York: ICC Publishing
S.A., 1988) paragraph 54 at 62.

14. GATT Agreement and Texts of the Technical Committee on Customs Valuation, Customs Co-operation
Council, Brussls.
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these goods. The buyer does not have to pay the roydty in order to purchase the goods. Therefore, it should
not be added to the price actualy paid or payable.”

Counsd for the respondent argued that, pursuant to sections 47 and 48 of the Act, the current
method of valuing imported goods for duty is the transaction value of the importation and that the transaction
vaue is determined by ascertaining the price paid or payable for the goods when those goods are sold
for export to Canada and adjuding the price where required in accordance with subsection 48(5).
Subparagraph 48(5)(a)(iv) requires aroyaty to be included in the value for duty under certain conditions.

Counsd for the respondent referred to the Code to assist in the interpretation of the transaction vaue
provisonsin the Act. Part | of the Code entitled “Rules on Customs Vauation” dedswith customs vauation
using the transaction value method, and Article 8 of Part | provides, in part, asfollows:

1. In determining the customs vaue under the provisons of Article 1, there shdl be added to the
price actudly paid or payable for the imported goods:

(c) roydties and licence fees rdated to the goods being valued that the buyer must pay, either
directly or indirectly, as acondition of sde of the goods being valued, to the extent that such
royalties and fees are not included in the price actudly paid or payable.

Counsd for the respondent submitted that the Code recognizes that certain goods have a value
gregter than the cost of their physica manufacture due to intellectua property intringc in the goods and that
the intellectua property component reflects part of the actua vaue of the goods at the time of importation.

Counsdl for the respondent also referred to an excerpt from Customs Valuation in Canada™ which,
she submitted, provides that the test for whether the payment of a royalty should be included in the value for
duty is whether “the payment of aroyalty was necessary for there to be a sde—in other words whether the
payment was a condition precedent to the existence of the agreement.... [1]f the purchaser had the option of
taking the goods without the royalty or licence fee, then the payment was not a condition of the sde and
should not be dutisble.®”

According to counsd for the respondent, aroyalty must be included in the value for duty of imported
goods if the following conditions are met: (1) the royalty is in repect of the goods, (2) the roydty is pad
directly or indirectly; and (3) the royalty isacondition of the sle of the goods for export to Canada.’

Counsd for the respondent submitted that the roydties a issue are in respect of the imported
clothing, asthey are caculated on the basis of the sales of that clothing. With respect to the requirement that
the payment of the royalties be a condition of sde, counsdl submitted that the time at which the roydties are
caculaed is irrdevant and that the fact that the gppellant is required by the licence agreements to pay the
roydties makes the roydties insgparable from the purchase of the goods. Counsd submitted that the
contractua obligation of the gppellant to pay the roydties in exchange for the rights to have the imported,
trademarked clothing manufactured makes the payment of the royaties a condition of the sdle of the clothing.
In support, she referred to the Tribuna’s decision in Reebok, in which it was stated that the payment of
royaties may be a condition of sde provided there is some connection between the payment of the roydties
and theimported goods.

15. M. Irish (Don Mills: CCH Canadian Limited, 1985).
16. Ibid. at 185-86.
17. Supra note 11; leave to gppedl to Federd Court of Apped denied on December 18, 1992.
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It was counsd for the respondent’ s position that the licensorsindirectly controlled the manufacturers,
as they were in a pogition to dictate approval of both the manufacturing facilities and the quality of goods
produced for the gppelant. In counsd’s view, it is not necessary for the licensors to have separate
agreements or relationships with the manufacturers, as the licence agreements define the rel ationships.

In the Tribund’ s view, only royalties which meet the description set out in subparagraph 48(5)(a)(iv) of
the Act are to be included in the vaue for duty of imported goods. Thus, for a roydty to be included in the
vaue for duty, it must be aroydty, including payments for patents, trademarks and copyrights, in repect of
the goods that the purchaser or importer is required to pay, directly or indirectly, as a condition of the sale of
the goods for export to Canada

With respect to the requirement that the roydty, including payments for patents, trademarks and
copyrights, be in respect of the goods, the Tribuna observes that, in Polygram, it found that a payment isin
respect of goods where it is not a genera payment unaffected by the specific goods being imported.™®
In Reebok, the Tribuna further found that royalties which are paid for the sole and exclusive right and licence
to use particular trademarksin connection with the manufacture, advertising, merchandising, promotion, use,
digtribution and sale of goods are paid for “trade-marks’ and, therefore, condtitute royalties and licence fees
under subparagraph 48(5)(a)(iv) of the Act.

With respect to the requirement that the royalties be paid directly or indirectly as a condition of the
sde for export to Canada, the Tribund found, in Reebok, that the fact that the phrase " as a condition of the
sa€’ in subparagraph 48(5)(a)(iv) of the Act is preceded by the words “directly or indirectly” suggests that,
athough aroyaty may not be required pursuant to the terms of the purchase itsdlf, it may ill be considered
to be a condition of the sde, as long as there is some connection between it and the goods purchased.™
Further, in both Reebok and Polygram, the Tribunal stated that a roydty would be a condition of the sale of
the goods for export to Canada, if the purchaser were not able to purchase and import the goods without the
payment of the royaty. The Tribund, in this apped, accepts and adopts the interpretations of
subparagraph 48(5)(a)(iv) of the Act previoudy expressed by it in Reebok and Polygram.

In consdering the provisons of subparagraph 48(5)(a)(iv) of the Act as they may apply to the
particular facts in this apped, the Tribuna has consdered the specific details of the licence agreements, as
well as the testimony of Mr. Wolfe concerning how these agreements worked in practice. In the Tribund’s
view, the royalties at issue were paid for the right to produce, promote, sell and distribute in Canada clothing
bearing certain trademarks and were not paid as adirect or indirect condition of the sdle of the clothing by the
manufacturers for export to the gppellant in Canada. The Tribund is not persuaded by the evidence that there
was any relationship, contractua or otherwise, between the manufacturers of the clothing and the licensors
which might suggest that there was some connection or reationship between the sdle of the clothing by those
manufacturers for export to the appelant in Canada and the payment of the roydlties by the gppellant to the
licensors. The Tribund is further of the view that the evidence provided is not sufficient to show that the
licensors exercised a substantia degree of control over the manufacturers such that the appellant’s ability to
purchase clothing from those manufacturers would be restricted if the gppellant did not pay the roydties to
the licensors.

18. Supra note 11 &t 4.
19. Supra note 9 at 5-6.
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A review of the licence agreements governing the royalties at issue indicates that the licensors do
maintain certain qudity control rights, such as the right to inspect samples and production fecilities and
proceses. The Tribunal acknowledges that the licensors may have been able to influence some
manufacturers because of the concentration of business that they did with those manufacturers, as was stated
by Mr. Wolfe. However, in dl but the Banff agreement, the licensors provide the appellant, not the
manufacturers, with samples, designs, etc., and permit the appellant to have the clothing manufactured by a
company of its choice. Moreover, according to Mr. Wolfe, in practice, the appdlant’s choices of
manufacturers were never questioned, and the licensors did not exercise their rights concerning inspection of
facilitiesand samples.

Under the Banff agreement, the gppellant was required to use Banff’'s buying agent. However,
Mr. Wolfe stated that, in practice, the appelant did not dways use Banff’s buying agent and, in al instances,
the gppellant’s buyer was responsible for negotiating contracts with manufacturers, including price and
delivery. Thus, while there is some connection between Banff and the manufacturers through Banff’ s buying
agent, the Tribund is of the view that there is no evidence that Banff, or its buying agent, exercised a
subgtantial degree of control over the manufacturers which ultimately sold clothing bearing the Banff
trademark to the gppellant.

In their briefs and at the hearing, parties argued that the Tribuna should consder the provisions of
the Code, advisory opinions, literature and judicid and administrative decisons in other jurisdictions in
interpreting subparagraph 48(5)(a)(iv) of the Act. The Tribunal observes that it has been a long-standing
view in Canada that, in interpreting legidation, meaning must be derived from the language of the statute
itsddf and, when the words of a datute are clear and unambiguous, the intention of Parliament is to be
deduced from the words of the statute itself and not from extringic evidence, such as parliamentary history or
international agreements®® Moreover, resort to international agreements as an extrinsic interpretative aid is
only to be made where domestic legidation is ambiguous®* However, Mr. Justice Gonthier, writing for the
mgority in Corn Growers stated that “it is reasonable to make reference to an internationa agreement at the
very outset of the inquiry to determineif thereis any ambiguity, even latent, in the domestic legidation.?”

The Tribunal has previoudy referred to the Code and advisory opinionsin interpreting the provisons
of section 48 of the Act.® Although the Tribunal does not find, for the purposes of this apped, that there is
an ambiguity in the language of subparagraph 48(5)(a)(iv) or (v) or its application that requires reference to
the Code, advisory opinions or decisons in other jurisdictions for guidance, the Tribund observes that those
advisory opinions to which Mr. Millar referred are consstent with the Tribuna’s interpretation of the

20. See R. v. Multiform Manufacturing Co., [1990] 2 SC.R. 624 at 630; Morguard Properties Ltd. v.
City of Winnipeg, [1983] 2 S.C.R. 493 at 498-99; Schavernoch v. Foreign Claims Commission,
[1982] 1S.C.R. 1092 a 1098; and National Corn Growers Assn. v. Canada (Import Tribunal),
[1990] 2 S.C.R. 1324 at 1371.

21. Schavernoch, ibid. at 1098; and Corn Growers, ibid. at 1371.

22. Corn Growers, supra note 20 a 1371; Mr. Justice Gonthier’s reasons are cited and followed by the
Federal Court of Apped in The Deputy Minister of National Revenue for Customs and Excise v. General
Electric Canada Inc., unreported, Court File No. A-388-93, June 1, 1994.

23. SeeRadio Shack, A Division of InterTAN Canada Ltd. v. The Deputy Minister of National Revenue for
Customs and Excise, Appeal Nos. AP-92-193 and AP-92-215, September 16, 1993; and Harbour Sales
(Windsor) Limited v. The Deputy Minister of National Revenue, Apped No. AP-93-322,
November 4, 1994; |eave to gppedl to the Federal Court of Apped denied on January 31, 1995.
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meaning and agpplication of the provisons of subparagraph 48(5)(a)(iv). In paticular, in Advisory
Opinion 4.8, the Technicd Committee on Customs Vauation stated that a royaty would not conditute a
roydty paid directly or indirectly as a condition of the sdle for export if the obligation to pay that roydty
resulted from a separate agreement unrelated to the sale for export of the goods to the country of importation.
Moreover, in Advisory Opinion 4.13, the Technicd Committee on Customs Vduation dtated that the
payment of aroyaty would not be a condition of the sale of goods for export if the purchaser did not have to
pay the royalty in order to purchase the goods.

In view of the foregoing, the Tribuna concludes that the roydties at issue are not roydties which the
appdlant was required to pay as adirect or indirect condition of the sale of the clothing for export to Canada
and should not, therefore, be added to the price paid or payable for the imported clothing pursuant to
subparagraph 48(5)(a)(iv) of the Act.

At the hearing, counsdl for the respondent raised, as an dternative argument, that roydties paid
pursuant to the Banff and BVY agreements should be included in the vaue for duty pursuant to
subparagraph 48(5)(a)(v) of the Act as proceeds of a subsequent resale that accrued or would accrue,
directly or indirectly, to the vendor. In her reply brief to the interveners submissions, counsd further
submitted that the licence agreements between the appelant and Banff and BVY contain specific
requirements concerning the source of the goods, such that Banff and BVY are respectively consdered the
vendors or deemed vendors of the trademarked goods. In particular, she referred to the requirement in
Article 9 of the Banff agreement that the appelant purchase through Banff’s agent, Banff Internationa, and
to the requirement in section | of the BVY agreement which provides that the Zylos labd is soldy
manufactured by or on behaf of BVY. She submitted that this position is conggtent with the decisons in
Mexx Canada Inc. v. The Deputy Minister of National Revenue®* and Signature Plaza.

Counsd for gppelant and counsd for Caulfelld submitted that subparagraph 48(5)(a)(v) of the Act
is not gpplicable, since the roydties at issue were paid to the licensors that were unrdated to the
manufecturers and that were not involved in the contracting process between the gppdlant and the
manufacturers.

The Tribund is not satisfied that any royalties paid by the appellant in respect of ether the Banff or
BVY agreement were proceeds of a subsequent resdle by the purchaser that accrued or would accrue,
directly or indirectly, to the vendor. The Tribunal notesthat Article 9 of the Banff agreement providesthat the
appdlant will purchase through Banff’s agent, Banff International, will establish a letter of credit payable to
Banff Internationa to cover al purchases for imports into Canada and will pay to Banff or its designated
nominee a buying commission of a certain percentage of the cost of the purchases. However, Mr. Wolfe
testified that, in practice, the gppellant was never required to use a specific manufacturer and that the
gppellant used whatever agent was most convenient. Moreover, the appellant often used manufacturers other
than those used by Banff. In the Tribund’s view, any royalties paid to Banff for purchases made through
Banff Internationa were commissions for acting on the appdlant’ s behaf in arranging for the manufacture of
clothing. The evidence of the appdlant’ s witness indicates that the appellant did not aways purchase through
Banff Internationa, that the gppellant often chose its own manufacturers, that neither Banff Internationa nor
Banff were related to the manufacturers and that they could not, therefore, be considered the vendors of the
goods. In addition, the roydties paid to Banff Internationad were based on the cost of the purchases and not
on the vaue of the subsequent resde by the gppellant.

24. Canadian Internationd Trade Tribunal, Appeal Nos. AP-94-035, AP-94-042 and AP-94-165,
February 16, 1995.
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With respect to the BVY agreement, the Tribunal notes that article 8 of section 1l provides that the
appdlant may purchase products “from the sources that will provide the best possible prices and quality.”
Mr. Wolfe tedtified that, dthough the appellant would often use the manufacturers used by BVY, the
gppellant’ s buyers would negotiate the contracts with the manufacturers, including price and delivery terms,
and would often negotiate better prices than did BV'Y. The agreement also indicates that agent commissions
were paid as a percentage of the US first cost. However, there are no specific provisons in the agreemert,
and there is no indication that the agent and manufacturers were related such that the agent could be
consdered to be the vendor of the goods.

Therefore, the Tribuna is not persuaded that the roydties at issue are part of the proceeds of the
subsequent resde, disposa or use of the imported clothing that accrues or isto accrue, directly or indirectly,
to the vendor, in this case, the manufacturers of the clothing, and is not, therefore, persuaded that they should
be added to the price paid or payable for the imported clothing in issue pursuant to subparagraph 438(5)(a)(v)
of the Act.

Accordingly, the gpped isallowed.
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