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NIKE CANADA LTD. Appellant
and
THE DEPUTY MINISTER OF NATIONAL REVENUE Respondent

The gppelant is a wholly owned subsidiary of NIKE, Inc. It imports and sdls ahletic footwear,
gppard and accessories under the trademark “Nike” 1t is licensed to digtribute, sdl and promote such
products in Canada. The issue in these gppesls is whether the royalties or licence fees paid by the appdlant
on the sde of the goods in issue should be included in their vaue for duty in accordance with
subparagraph 48(5)(a)(iv) of the Customs Act, or, in other words, whether they are roydties or licence fees
paid, directly or indirectly, in respect of the goods in issue as a condition of the sale of the goods for export to
Canada.

HELD: The appeds are dlowed in part. With respect to the Athlete Royalty payments, the Tribuna
isof the view that these payments are not in respect of the goodsin issue, but rather are in respect of services
provided by the athletes that are not sufficiently related to the importation of the goods in issue to come
within the meaning of subparagraph 48(5)(a)(iv) of the Customs Act. With respect to the roydty rdating to
the right to use the trademarks (the Royalty), the Tribuna notes that the Federal Court of Canada - Trid
Divison, initsdecison in Reebok Canada, a division of Avrecan International Inc. v. The Deputy Minister
of National Revenue for Customs & Excise, indicated that, as the royaties in question were related to the
exclusve use and sde of goods bearing trademarks of value and were payments reating to the vauable
intellectual property rights associated with the purchase and sde of the goods in issue, they should be
considered a condition of the sale for export to Canada and, thus, included in the value for duty. These two
circumstances aso gpply in these gppeds. Therefore, in light of this decision, the Tribuna finds that the
Royalty must be considered a condition of the sale for export and, therefore, included in the value for duty of
the goods in issue. Accordingly, the appeds are dlowed with respect to the Athlete Roydty and are
dismissed with respect to the Royalty.
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NIKE CANADA LTD. Appellant
and
THE DEPUTY MINISTER OF NATIONAL REVENUE Respondent
TRIBUNAL: ARTHUR B. TRUDEAU, Presiding Member

DR. PATRICIA M. CLOSE, Member
LYLEM. RUSSELL, Member

REASONS FOR DECISION

These are gppedls pursuant to subsection 67(1) of the Customs Act™ (the Act) from decisions of the
Deputy Minister of Nationa Revenue dated August 16, 1995.

The appdlant is a wholly owned subsdiary of NIKE, Inc. It imports and sdls athletic footwesr,
gppard and accessories under the trademark “NIKE.” It is licensed to distribute, sell and promote such
products in Canada. NIKE Internationd Ltd. (NIKE Internationd) is dso a wholly owned subsdiary of
NIKE, Inc. It processes dl purchase orders for non-US digtributors of NIKE products. NIKE (Ireland) Ltd.
(NIKE Irdand) is awholly owned subsidiary of NIKE Internationdl. It is the owner, among other things, of
the rightsto the“NIKE” name and trademark for Canada

In 1986, the appellant entered into a licence agreement” (the 1986 Agreement) with NIKE Ireland to
use the trademarks that it holds in connection with the manufacture, importation, promotion, distribution and
sde of athletic footwear, clothing and accessories throughout Canada. In consideration of the right to use the
trademarks, the gppellant agreed to pay NIKE Irdland, among othersthings, aroyadty or licencefeeequd to a
fixed percentage of its net invoiced saes revenues (the Royalty). The other payment in question relates to
agreements which provide for various methods of payment to various professond athletesincluding “ athlete
royaty payments’ for various services, including endorsang NIKE products, which are dso based on afixed
percentage of net invoiced saes revenues (the Athlete Royalty).

The appellant acknowledges that, dthough it has the right to manufacture licensed goods, the goods
in issue are goods bearing the “NIKE” trademark that were purchased from unrelated manufacturers located
in Asa. Upon entry into Canada, no roydties were included in the vaue for duty of the goods. The
subsequent review of the vaue for duty by the respondent resulted in a ruling that it was to include the
Royalty and the Athlete Royalty.

Prior to the Tribuna’ s decision and reasons being issued, the Tribuna became aware of the decision
of the Federd Court of Canada- Tria Divison (the Federd Court) in Reebok Canada, a division of Avrecan

1. RSC. 1985, c.1(2nd Supp.).
2. Exhibit A-3 (protected).

133 Laurier Avenue West 333, avenue Lanrier ouest
Ottawa, Ontaria K1A 0G7 Ottawa (Omtario) K14 0G7
(613) %90-2452 Fax (613) 990-2439 (613) 990-2457 Télc. (613) 990-2439



Canadian International Trade Tribunal -2- Appeal Nos. AP-95-197 to AP-95-202
and AP-95-206 to AP-95-212

International Inc. v. The Deputy Minister of National Revenue for Customs & Excise.® On July 22, 1997,
the Tribuna wrote to both parties and indicated that it was of the view that it should congder this case in
coming to adecison in these appeds. The Tribuna recognized that the parties had not had an opportunity to
address the impact of the Federa Court’s decison and, therefore, gave the parties the opportunity to file
submissionsin thisregard. Both parties filed submissions in accordance with the Tribund’ s directions.

The issue in these gppesdls is whether the two royalties or licence fees paid by the gppelant on the
sde of the goods in issue should be included in ther vadue for duty in accordance with
subparagraph 48(5)(a)(iv) of the Act or, in other words, whether they are royalties or licence fees paid,
directly or indirectly, in repect of the goods in issue as a condition of the sde of those goods for export to
Canada.

Subparagraph 48(5)(a)(iv) of the Act 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 sdle of the goods for export to Canada, exclusve of charges for the right to reproduce the
goodsin Canada.

Counsd for the appdlant called two witnesses who appeared as a pand. The first witness was
Mr. David Kottkamp of Portland, Oregon. Mr. Kottkamp, joined the gppellant in 1984 and, for a period in
1986 and 1987, he wasiits presdent. He joined NIKE International in 1987 and is currently a vice-presdent
of the company. The second witness was Mr. Wan Jung, of Coquitlam, British Columbia. Mr. Jung joined
the gppdlant in 1981 as an accounting manager. He was subsequently promoted to Comptroller and then to
Director of Finance. He held the latter pogition at the time of the audit processthat led to this case.

Mr. Kottkamp stated that he signed the 1986 Agreement between the gppellant and NIKE Ireland
on behdf of the appelant. Pursuant to this agreement, NIKE Irdand granted the gppelant the right to
manufacture and sell NIKE footwesr, apparel and accessories in Canada. Mr. Jung stated that the Royalty to
be paid under this agreement was based on a percentage of net ses and that there was a single rate for dl
NIKE products. Asthe obligation to pay the Royalty was based on sdles of NIKE products, the Royalty was
paid regardless of whether the products were sourced offshore or domegticaly.

Mr. Jung testified that, under the terms of the 1992 licence agreement” (the 1992 Agreement), the
Roydty payments were due within one month after the goods were sold. Mr. Jung stated that the norma lead
time between placing an order for imported goods and shipment to Canada is about three months and then
three months again between importation and the payment of the Royalty.

Mr. Kottkamp explained that the 1992 Agreement granted the appellant the same basic rights that
were granted in 1986. In his view, the provison in the 1986 Agreement and 1992 Agreement that provides
that the Royalty is not payable as a condition of the sdle for export to Canada is meant to demondirate that
NIKE Irdand cannot require that the Roydty be paid by the gppelant before the goods subject to the

3. Unreported, Court File No. T-864-94, June 30, 1997.
4. Appdlant’sconfidentia brief, tab 15.
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agreement are sold by the appdlant to its Canadian customers. He explained that NIKE, Inc. was aso aparty
to the 1992 Agreement because it held the contracts with the athletes which included the Athlete Roydty
provisons. He dso explained how, under paragraph 9.1 of the 1992 Agreement, the appdlant was
respongible for paying the Athlete Roydty relating to the goods that it sold.

Mr. Kottkamp explained various steps in the process by which the appellant decided what goods it
was going to have manufactured through to receipt of those goods for sde by its retailers. This process
included picking items from a seasond line developed by the Research, Design and Development group of
NIKE, Inc., as well as having items designed for the gppellant specificaly. The agppdlant would show the
various items to its retailers and then take orders. The appelant could have goods manufactured anywhere
that it wished, athough many of its goods were produced for it through orders made to a manufacturer
through NIKE Internationa. Mr. Kottkamp spoke of one instance when he was with the appelant when it
had a shoe manufactured for it in Canada by Bata Industries Limited (Bata).

In circumgtances where the appelant would order goods through NIKE International, NIKE
International would aggregate orders from other NIKE companies outside the United States and forward
them to NIKE, Inc. NIKE, Inc. would then aggregate US and internationa orders and place them with the
factories that would produce the goods ordered. A copy of the order would aso be given to Nissho Iwai
Corporation (Nissho Iwai), which serves as financia broker for the NIKE companies and helps to process
some of the paper necessary to complete the transactions. None of the factories that produce the goods nor
Nissho Iwal is owned by or related to NIKE, Inc. or any other NIKE company. Under the Inter-Company
Cost Sharing Agreement,” NIKE, Inc. provides the appelant with certain services, including production
forecagting, production scheduling, factory liaison and shipping. In addition, the gppellant paid for research
and development assistance provided to it by NIKE, Inc. on a cost-sharing business under the Research and
Development Cost Allocation Agreement® (the RDCAA). Mr. Jung testified that the appellant had paid
duties on the applied development portion of these payments.

With respect to the pricing received by the appellant from these factories, Mr. Kottkamp stated that,
taking into account volume condderations, a shoe without the NIKE trademark having the same
specifications as the shoes ordered by the appellant would be priced essentidly the same as the appellant’s
shoes. The value of the shoes in the country of sale would, however, be different based on the vaue of
trademarks.

Turning to the athletes agreements, Mr. Kottkamp testified that these agreements provide for
various methods of payment to the athletes, including a base compensation, performance-based
compensation and additiona compensation. The gppellant makes a portion of these payments to NIKE, Inc.
based on sdes of the NIKE products in Canada There is no relationship between the athletes and the
factories that produced goods from orders placed by NIKE, Inc. Mr. Jung stated that duty was assessed on
only the Athlete Roydty and that the respondent did not assess any of the other components of the
compensation paid to the athletes.

In cross-examination, Mr. Kottkamp agreed that the main purpose of the 1992 Agreement, from the
appdlant’ s perspective, was to give it access to the NIKE trademark so that the gppellant could manufacture
and sl NIKE goods. He stated that he was not aware of anyone, anywhere, sdlling goods bearing the NIKE

5. Ibid. tab 18.
6. Ibid. tab 17.
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trademark or design who had not entered into a licence agreement with either NIKE, Inc. or NIKE Irdland
He agreed that paragraph 6.1 of the 1992 Agreement essentially provides that al the goods upon which the
gopdlant pays roydties have to be produced in accordance with NIKE, Inc’s or NIKE Irdand's
specifications, though he added that goods must dso be made to the appdlant’s sandards. Mr. Kottkamp
would not agree that the appellant never placed orders directly with the factories outside Canada, but rather
dated that the gppelant placed orders with these factories through NIKE International. In response to
questions from the Tribunal, Mr. Jung stated that about 20 percent of the gppellant’s sdes during the audit
period related to clothing sourced in Canada. Mr. Kottkamp agreed that, without the 1992 Agreement, the
appdlant could not el goods bearing the NIKE trademark in the Canadian market.

In argument, counsdl for the appellant submitted that, in order for a payment to be added to the price
paid or payable for imported goods under subparagraph 48(5)(a)(iv) of the Act, three requirements have to
be met, namdy: (i) the amount must be a roydty or licence fee, including a payment for a patent, trademark
or copyright; (ii) the royalty or licence fee is “in respect of the goods’; and (iii) the purchaser must pay the
amount, directly or indirectly, “as a condition of the sde of the goods for export to Canada.” Counsd first
addressed these requirements in the context of the Athlete Royalty and then in the context of the Royalty.

Counsd for the appelant noted that none of the trademarks licensed to the gppellant were owned by
any of the athletes. Counsdl submitted that the payments represent part of the compensation paid to the
athletes for the services that they render, e.g. persond appearances, advertisements, wearing NIKE clothing
and footwesr, etc. Therefore, the payments cannot be said to be “in respect of” the goods imported by the
gppdlant. Counsd dso noted that this was the only aspect of the athlete’ s compensation againgt which the
respondent had assessed duty.

Turning to the Royalty, counsd for the gppdlant submitted that the appellant does not dispute that
the Roydty paid to NIKE Irdland is aroyalty or licence fee within the meaning of subparagraph 48(5)(a)(iv)
of the Act. However, they submitted that the Royalty should not be added to the transaction value of the
goodsin issue becauseit isnot paid either “in respect of” or asa* condition of the sal€’ of the goods.

Counsd for the appdlant submitted that, for aroyaty or licence fee to be consdered “in respect of”
imported goods, there must be a direct connection or relationship between the royaty and the imported
goods. They noted that, in the Tribund’s decison in Polygram Inc. v. The Deputy Minister of National
Revenue for Customs and Excise,” it stated that general payments, unaffected by the specific sound
recording imported, would not be in respect of the imported goods. They submitted that the Royalty is a
general payment calculated on the appellant’ s sales of licensed goods, without regard to where the goods are
actualy manufactured or the vaue of the goods at the time of importation. The Royalty isaso not a payment
in respect of the goods because the rate of the payment does not vary according to the specific goods sold or
to cogt of production. Rether, the Royalty should be considered a generd payment more closaly linked to the
appdlant’ s sdlling efforts, in that the actual amount of the Royalty varies according to the particular customer
that buys the goods from the appdlant, due to factors such as volume discounts. As the Royadty is paid in
respect of trademark and digtribution rights relating to the resde of the goodsin Canada, it cannot be said to
be paid in respect of the sale for export to Canada. In addition, the evidence shows that the Royalty is payable
on al goods sold by the gppdlant, even though sourced in Canada, as reflected in the shoes purchased from
Bataand appardl and posters purchased from Canadian manufacturers.

7. Apped Nos. AP-89-151 and AP-89-165, May 7, 1992.
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Counsd for the gppdlant submitted that the payment of the Roydlty isnot a* condition of the sdle’ of
the goods from any particular Asan manufacturer to the gppelant for a number of reasons. They dated that
the appellant’ s Stuation represents the traditiona tripartite case where the gppellant pays aroyaty to alicence
holder pursuant to a licence agreement that provides the gppelant with the rights to sdl goods under certain
trademarks in Canada. The manufacturer of the goods is not related to ether the gppellant or the licence
holder. According to the advisory opinions of the Technica Committee on Customs Vauation® (the advisory
opinions), these circumstances are such that the Royalty should not be consdered dutiable.

Counsd for the appellant submitted that the question of whether a purchaser was able to purchase
and import the goods without payment of aroyalty should be posed from the perspective of the vendor of the
goods, in this case, the Asian manufacturers. This, in turn, requires consideration of the terms of the contract
between these manufacturers and the gppellant. They submitted that paragraph 9.6 of the 1992 Agreement
expresdy dates that payment of the Royalty is not a condition of the sde of the goods for export to Canada.
Put differently, payment of the Royalty is independent of the sourcing of the goods, as the appdlant isfreeto
source the goods from any supplier it chooses, providing the quaity requirements for the goods are met. The
supply agreement between the appellant and NIKE, Inc. dso does not contain any requirement that the
Royadlty be paid before the manufacturer sdlls the goods to the gppellant. Under this agreement, NIKE, Inc.
acts as a buying agent on behdf of dl the companies in the NIKE group. The gppelant pays a fee for the
sarvicesthat it receives under this agreement.

Counsd for the appellant noted that a number of related cases heard by the Tribuna have focused on
whether there are any implied conditionsin an agreement between amanufacturer and a purchaser inthe sdle
for export to Canada that would indicate that the sdle was conditional on the payment of aroyalty. In addition
to Polygram, counsd referenced the Tribund’s decison in Reebok Canada Inc., a division of Avrecan
International Inc. v. The Deputy Minister of National Revenue for Customs & Excise,” Jana & Company v.
The Deputy Minister of National Revenue,'® and Mattel Canada Inc. v. The Deputy Minister of National
Revenue.™ In these cases, the Tribunal focused on whether the licensor exerted sufficient control over the
salesfor export through ownership, contract or otherwise to make the manufacturer’ s sales conditional on the
payment of the roydty. Counsel reviewed a number of these factors in the context of these decisons. They
noted that the Tribund has considered, among other things, whether the purchaser was free to source goods
from other manufacturers and could request design changes. They submitted that the evidence showed that
this is the case here. They submitted that the evidence shows that neither NIKE Irdland nor NIKE, Inc.
controlled the sdles by the Asian manufacturers to the gppellant to the extent that the gppellant would not be
ableto purchase and import the goods without payment of the Royalty to NIKE Ireland.

Counsd for the gppelant submitted that the appelant’s Stuation could be digtinguished from the
circumstances in Reebok in a number of ways. Firg, the evidence of Reebok Canada confirmed that it was
purchasing the imported goods effectively as a didributor, that is, the goods were actualy being
manufactured on behalf of Reebok US. Second, the evidence of Reebok Canada indicated that Resbok US
exercised some control over the foreign factories involved, which was reflected in the nature of the

8. Specificdly referring to Advisory Opinions 4.8 and 4.13, Royalties and Licence Fees under
Article-8.1(c) of the Agreement, GATT Agreement and Texts of the Technical Committee on Customs
Valuation, Customs Co-operation Council, Brussdls.

9. Apped No. AP-92-224, September 1, 1993.

10. Appesal No. AP-94-150, September 3, 1996.

11. Appeal Nos. AP-95-126 and AP-95-255, January 15, 1997.
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agreements between the factories and Reebok US. Here, NIKE, Inc. enters into the supply agreement for its
own account in respect of its own requirements, but dso as a buying agent for the NIKE group. Third,
Reebok US, not Regbok Canada, owned the footwear designs and specifications, and Reebok US was the
only entity which could legaly make them available to amanufacturer. Finaly, this difference with respect to
designs and specifications is dso reflected in the manner in which the value of the designs has been treated
for duty purposes. In this case, the gppellant pays a duty on applied product development charges as an
assd. It was submitted that some portion of the licence fee paid by Reebok Canada was reasonably
attributed to this matter and would have been properly included in the duty base. In this regard, counsdl
submitted that, in contrast to the appellant’ s Situation, neither Reebok Canada nor the importer in Signature
Plaza Sport Inc. v. Her Majesty the Queen™* had the independent right to product specifications needed to
have goods produced for them, but for payment of their respective royalties. Counsd concluded that thereis
not “sufficient nexus’” between the licence payments made by the gppellant and the sde for export from the
Asian manufacturersto conclude that payment of the Royalty was made as a condition of these sales.

With respect to the Federd Court’s decison in Reebok, counsd for the gppellant noted that their
arguments regarding the issue of whether Royalty was paid “in respect of” the imported goods are essentidly
the same arguments that were rejected by both the Tribuna and the Federal Court. Counsdl acknowledged
that the effect of the Federd Court’s decison is tha the Royalty is to be regarded as having been paid “in
respect of” the licensed goodsin this case. Turning to the Athlete Royalty and whether it is*in respect of” the
licensed goods, counsd submitted that the Federal Court’'s decison confirmed the approach that they
advocated, i.e. the question is not Smply whether the payment is caculated by reference to net sales or gross
sdes of the licensed goods, but, more fundamentally, what is the benefit derived by the payer for the
payment. The evidence in this case is that the Athlete Royalty is paid by the appdlant for the benefit of the
advertisng services provided by the athletes. Furthermore, this issue relates to whether these payments can
even be conddered “roydties’ within the meaning of subparagraph 48(5)(a)(iv) of the Act. Counsd
submitted that the Federd Court’s condderation of the Tribuna’s gpproach in Reebok supports the
conclusion that the Athlete Royalty is not aroyalty within the meaning of the subparagraph.

Turning to the issue of “condition of the sale,” counsd for the appellant submitted that the Federa
Court's decison confirmed the Tribund’'s generd approach regarding the “condition of the sde’
requirement set out in Reebok and applied in subsequent cases. They stated that, in each case, the factua
question to be answered is whether the vendor of the goods, expressy or implicitly, requires the licensee to
pay the roydty to the licensor as a pre-requisite to purchasing the goods, such that non-payment would result
in the licensee being unable to purchase the goods. Counsd reiterated their arguments as to why the Royaty
was not an express condition of sde. In arguing that it was aso not an implied condition of sale, counsd once
again made submissons of how the commercid and legd reationships among the relevant parties in the
two cases can be distinguished.

Counsd for the respondent’s argument first dedt with certain generad propositions about the
provisons of the Act. He submitted that the Tribuna needs to be particularly conscious of the definition of
the phrase “price paid or payable” This definition is a very broad one, which, he submitted, includes al
payments that are made or to be made, directly or indirectly, in respect of the goods, to or for the benefit of
the vendor. Moreover, it is clearly broader than the price agreed upon by the buyer and sdller, as suggested
by the appellant. Counsdl submitted that the appellant not only equated “price paid or payable’ but also
“transaction value® with the price agreed upon by the buyer and sdler.

12. 169 N.R. 321, Federd Court of Appedl, File No. A-453-90, February 18, 1994.
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Counsd for the respondent suggested that, based on the broad wording of the introduction to
subsection 48(5) of the Act, the only way that the adjustments in subparagraph 48(5)(a)(iv) can be
understood is asincluding payments that do not benefit the vendor. Furthermore, the meaning of “transaction
vaue” when consdered in the context of this broad reading, suggests that the transaction vaue is intended
to capture the actud value of the goods a the time of importation. Thiswould include not only the price that
might include specific payments to the vendor but aso any kinds of payments that can be quantified so asto
capture the actual value of the goods. The importance of thisview in this caseis clear, as the evidence shows
that goods bearing a well-known trademark such as NIKE are going to have a gregter vaue than the same
goods without the trademark.

Counsd for the respondent suggested that the Tribuna keep these submissionsin mind, as he turned
to consider the actual provisons of subsection 48(5) of the Act.

Counsd for the respondent submitted that, based on the decison of the Supreme Court of Canadain
Gene A. Nowegijick v. Her Majesty the Queen,"® the phrase “in respect of” should be given the widest
possible scope. In order to suggest that a payment is not “in repect of” goods, he submitted, one would
amog have to show that there is absolutely no relaionship between them. Counsd suggested that the
wording of paragraph 9.1 of the 1992 Agreement makes it impossble to argue that the Royaty and the
Athlete Roydty were not “in respect of” the goods imported by the gppelant. With respect to the Athlete
Royalty, counsd dtated that the respondent had not dealt with it separately in its submissions because it is
esseentidly part of the Royalty payments and should be dedlt with on the same footing.

With respect to whether the Royalty payment was “a condition of the sal€’ of the goods for export,
counsd for the respondent submitted that the appellant’s position was, in effect, that, as the appdlant is not
required to pay afee pursuant to the terms of the purchase itsdlf, then it is not a condition of the sale. Counsd
referred the Tribund to the following passage in Reebok, which he submitted, Sates the opposte:

The fact that the phrase “as a condition of the sad€’ in subparagraph 48(5)(a)(iv) of the Act is
preceded by the words “directly or indirectly” suggests that, dthough a fee may not be required
pursuant to the terms of the purchase itsdlf, it may ill be considered to be a condition of the sale, as
long as there is some connection between [the fee] and the goods purchased ™

He submitted that the question that the Tribunal must ask itsdf in this regard is whether the importer could
have, or would have, purchased and imported the goods without having in place the licence agreement. If
not, then the fee is acondition of the sde of the goods for export.

Counsd for the respondent submitted that, based on the evidence in this case, the Tribuna should
answer this question in the negative. This submission was based on a number of factors, of which the
relationship between the various companies in the NIKE group and the manner in which the goods are
ordered and shipped are the most important. He referred to certain recitals in the Inter-Company Cost
Sharing Agreement in support of the proposition that the appelant carries on NIKE's business in Canada,
NIKE being ether NIKE, Inc. or NIKE Internationa. He submitted that the evidence shows that entering
into the licence agreement is clearly contemplated by al the parties involved and that this is an absolute
pre-requisite to the appelant being able to do business. Counsd submitted that the manner in which the
goods are ordered and shipped shows that, asin Reebok, NIKE, Inc. controlled the actua manufacture of the
goods by the factories and that the appellant would not have received the goods without having the licence

13. [1983] 1SC.R. 29.
14. Supra note 9 at 5-6.
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agreement. As aresult, the payment of the Royalty is clearly a condition of sae of the goods for export. With
repect to the arrangements between the appelant and Bata, counsd suggested that this was a very
exceptiond circumstance which occurred before the audit period in question.

With respect to the Federal Court’s decision in Reebok, counsdl for the respondent submitted that
the factua circumstances of this case are virtudly identica to those considered to be rdevant by the Federa
Court. Concerning the issue of whether the Royalty was“in respect of” the licensed goods, counsdl noted the
gopelant’s concession regarding this matter. Concerning the Athlete Royadty, counsd submitted that the
Tribuna has previoudy held that, where the amount of a royaty varies with the vaue of the goods in
question, it ispaid in respect of those goods. Nothing in the Reebok decision affects this test and thus, on the
facts of this case, the Athlete Royadlty ispaid in respect of the licensed goods.

Turning to the issue of “condition of the sale,” counsd for the respondent submitted that the Federd
Court, in Reebok, recognized that the failure to pay royaties would give rise to a remedy, on the licensor’'s
part, and to the posshility of loss of any right to market the trademarked goods, on the licensee's part.
Inthese appedls, failure to pay royadties may result in termination of the 1992 Agreement and, in such
circumstances, the gppellant would no longer have the right to use any of the NIKE trademarks in Canada
Furthermore, counsel argued that the points raised by the gppellant to distinguish this case from Reebok are
not relevant, based on the facts consdered relevant by the Federal Court. Accordingly, the Roydty is an
amount that must be paid as a condition of the sae of the goods for export to Canada and is to be added to
the price paid or payable to arrive at the vaue for duty of the goods in issue. Counsd submitted that the
evidence relating to the Athlete Royaty shows a connection with the goods in a Smilar manner as endorsed
by the Federal Court in Reebok; in that failure to make the payments will make it impossible for the gppellant
to sdl NIKE goods in the future. Therefore, the Athlete Royalty should adso be added to the price paid or
payableto arrive a the value for duty of the goodsin issue.

In reply, counsd for the appe lant submitted that the respondent provided no authorities in support of
what counsd cdled a very over-inclusve and outdated gpproach to the provisons of the Act being
conddered. This is to be contrasted with the submissions of the gppellant based on the Agreement on
Implementation of Article VII of the General Agreement on Tariffs and Trade,”™ commonly referred to as
the Code, and the Act which, he submitted, suggest that, as a genera rule, intangibles are not supposed to be
included in the vaue for duty except in very specific Stuations. With respect to the additiond vaue to a
product that may come from the use of a particular trademark, counsel submitted that such vaue accrues to
the product in the country of importation or sale and that it is inappropriate to add to the value for duty of a
product vaue that is redlized after importation. With respect to the Athlete Roydty, counsd asked the
Tribuna to consider the relationship between the services provided by the athletes and the payments made in
respect of the goods that are sold in Canada. Counsdl suggested that they are not related subjects. Therefore,
the payment does not satisfy the “in respect of” criterion. Counsel did not dispute that entering into alicence
agreement was a prerequisite for the gppelant to do business. However, counsel submitted, as the advisory
opinions show, this does not render the sourcing of the goods a condition of payment of a roydty. If it did,
there would never have been any case before the Tribuna to decide.

The Tribund is of the view that the Athlete Roydty is not a roydty or licence fee described in
subparagraph 48(5)(a)(iv) of the Act and, therefore, that it should not be added to the price paid or payable
for the imported goods bearing the NIKE trademark in determining the value for duty of these goods. The

15. Geneva, March 1980, GATT BISD, 26th Supp. a 116.
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Tribuna agrees with the gppelant that these payments are not in respect of the goods, but rather are in
respect of services provided by the athletes that are not sufficiently reated to the importation of the goods to
come within the meaning of the provison in question.

Turning to the Royadlty, the Tribund first notes the appelant’s concession in its submissons in
response to the Federal Court’s decision in Reebok asiit relates to the issue of whether the Royadty payments
may be said to be “in repect of” the goods in issue. The Tribund agrees with the parties that, in the
circumstances of this case, these payments are royaty payments and are “in respect of” the goods in issue.
However, the issue of whether the payments are a condition of the sale for export to Canada is a more
complicated métter.

The Tribuna notes that, while it gppears that the Federd Court’s decision affirms the Tribuna’s
“some connection” test, in the Tribund’s view, the Federd Court goes further than the Tribuna did in
Reebok in suggesting that it is Significant that the roydties were related to the exclusive use and sde of goods
bearing trademarks of value and were payments relating to the valuable intellectua property rights associated
with the purchase and sde of the goodsin question.™® The Tribunal aso notes that the Federal Court stated
that, in its view, the Tribunal’s decison in Reebok was consstent with evolving jurisprudence in regard to
this issue. The Federa Court then made reference to the Tribund’s decision in Polygram and the Federa
Court of Apped’s decison in Signature Plaza. The Tribuna wishes to comment on these decisons and
decisonsthat it has made subsequent to Polygram and Reebok, such as Jana and Mattel.

In these cases and, in particular, asthe Federa Court of Appeal emphasized in Signature Plaza, the
issue of who isthe vendor of the goodsis critica to evaluating whether aroyaty can be said to be a condition
of sde for export. The Tribuna notes that, in these appedls, the parties agree that the vendor is the Asan
manufacturing companies and not NIKE, Inc. This makes these gppeds different from Reebok and
Signature Plaza. Furthermore, the Tribunal is not persuaded, based on the evidence before it, that the
manufacturers in these appeal s would not sl to the appellant without the Royalty having been paid to NIKE
Irdand. There is no evidence of any requirement that the gppelant establish this to the manufacturers
satisfaction before the sde for export is complete. Having said this, the Tribuna acknowledges that it is
unlikely that the sdle would have occurred without a licence agreement being in place.

The Tribund hasindicated in previous decisons that it is of the view that this fact is not enough in
itself to make aroyaty payment a condition of sale between the appellant and the manufacturers. Otherwise,
there would amost never be a case when such a payment was not included in the value for duty under
subparagraph 48(5)(a)(iv) of the Act. In the Tribund’s view, this is not intended by the provison. As
indicated in the advisory opinions, and as discussed by the Tribuna in Jana, circumstances where the
obligation to pay aroyalty arises from a separate agreement unrelated to the sde for export of the goods or
where the purchaser does not have to pay the royaty in order to purchase the goods are circumstances where
the royalty should not beincluded in the value for duty of those goods.™’

The Tribund is also persuaded that other evidence relating to the issue of NIKE, Inc.’s *control”
over the manufacturing process in these appedls indicates less “control” than that found in Reebok or
Signature Plaza. The appdlant had paid separately for development and designs assstance under the
RDCAA. Furthermore, the gppelant had and used its independent ability to obtain product on its own to a

16. Supra note 3 at 9.
17. Supra note 8 and note 10 at 9-10.
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sgnificant degree. Thisis reflected in the fact that, during the audit period, the gppellant sourced 20 percent
of itsgoods directly from domestic sources.

However, as noted above, the Federal Court did not specificaly focus on such digtinctions. Rather,
the Federa Court indicated that, as the royalties were related to the exclusive use and sale of goods bearing
trademarks of value and were payments relating to the valuable intelectua property rights associated with
the purchase and sde of the goods in question, they should be considered a condition of the sale for export to
Canada and, thus, included in the value for duty. These two circumstances aso apply in these appedls.
Therefore, in light of the decision of the Federal Court in Reebok, the Tribuna finds that the Royalty must be
considered a condition of the sdle for export and, therefore, included in the value for duty of the goods in
issue.

Accordingly, the appeds are dlowed with respect to the Athlete Royadty and are dismissed with
respect to the Royalty.
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