
 

Rules of Origin – Applying value thresholds to determine the originating status 
of products; difference approaches  

1. Introduction 

When products are produced in a Party incorporating foreign (= non-originating) materials, 

they acquire preferential originating status by the fulfilment of the condition(s) set out in the 

list rules laid down in an annex.  

One of the criteria often used to determine the originating status of a product requires 

compliance with a threshold of (non-)originating materials expressed as a percentage of the 

price of the final product.  

The examination of existing FTAs worldwide shows different ways to apply a value method 

for the purpose of determining a preferential originating status. This paper presents these 

different methods and considers options for possible common grounds. 

Differences concern: 

- the calculation of the price of the final product (e.g. based on ex-works or fob): which 

elements are taken into account in order to determine this value; 

- the method of calculation of the value requirement which can be illustrated with either of 

the two expressions, respectively referred to as the build-down method (starting from non-

originating materials) or the build-up method (starting from the originating value 

components) : 

MaxNM =  
VNM

PFP 
 × 100% MinQV =  

QVC

PFP 
 × 100% 

where: 

MaxNM: maximum for the non-originating materials expressed as a percentage;
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MinQV: the minimum value requirement expressed as a percentage 

PFP: Price of the Final Product 

VNM: Value of the non-originating materials used in the production of the good 

QVC: Qualifying Value Content which is the Value of Originating Materials used in the 

production of the good + Direct Labour Cost + Direct Overhead Cost + Profit. 

2. Different practices 

2.1 Ex-works vs FOB 

Some Parties define the price of the final product (PFP) on the basis of the ex-works 

price. The ex-works price means the price paid for the product ex works to the 

manufacturer in a Party in whose undertaking the last working or processing is carried 

out, provided the price includes the value of all the materials used, minus any internal 

taxes which are, or may be, repaid when the product obtained is exported. Therefore, 

the ‘ex-works’ price is calculated at the end of the manufacturing process and takes 

account of all costs and profits related to the manufacture i.e. on the basis of which the 
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  The method may also be based on the value of non-originating materials as a minimum requirement for 

‘Regional Value Content which is:  RVC=  
PFP (FOB)− VNM

PFP (FOB)
 × 100% 



 

product obtained its –new- characteristics, but excludes all the costs incurred after the 

product has left the place of manufacture. 

Other Parties defines the PFP on the basis of the free on board price which is the FOB 

value of the good payable by the buyer of the good to the seller of the good, regardless 

of the mode of shipment, excluding any internal excise taxes that are reduced, 

exempted, or repaid when the good is exported. Therefore, the ‘fob-price’ takes into 

account all value elements or increases in relation to imported materials in the territory 

of a Party. In this approach, value elements additional to the ex-works price paid or 

payable at the end of the manufacturing process, such as profits by middle-men –in 

case of successive sales of the product before exportation, or transport and insurance 

costs from the place of manufacture to the place of loading of the outgoing means of 

transport are taken into account. 

Common elements for the calculation of the PFP between the two methods are the 

inclusion of the profit margin and the determination of the value of non-originating 

materials on the basis of the Customs Value at the time of importation.  

As to the two methods, the question arises whether and to what extent they provide for 

equivalent results. This cannot be answered in a uniform way, as this differs from case 

to case and depends on factors such as the cost of inland transportation before the 

goods are loaded on an outgoing vessel and the impact of price increases from a 

succession of sales within the territory of the exporting Party which are treated 

differently under both methods.  In any case, the PFP based on the EU ex-works price 

method is in principle always lower than the PFP based on the FOB price. 

2.2. Build-down vs. build-up 

In its FTA’s, the EU (only) provides that the value threshold is calculated on the basis 

of (maximum) value for non-originating materials (the build-down method).  

Other Parties provide provides for two methods of calculation (build-down and build-

up) based on a minimum RVC requirement. 

3.  Options 

In order to overcome the differences between the two methods a choice can be made between 

the following options to be applied for negotiations: 

a)  both sides keep their own method for calculating the price of the final product (ex-

works/ fob) applicable only for their producers/ exporters while the product specific 

rules provides for a differential between the thresholds
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; 

b) both sides keep their own method for calculating the price of the final product (ex-

works/ fob) and the manufacturers in both Parties are provided with a choice between 

the methods while the product specific rules provides for a differential between the 

thresholds; 

c) both sides agree it accept either the FOB ‘build-down’ method or the EU EXW-

method while the product specific rules provides for a single threshold 

d) apart from the question on the method for calculating the price of the final product 

(ex-works/ fob), the EU moves to accept the ‘build-up’ method in addition to the 

build-down method. 
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  E.g. 50% MaxNM (ex-works) = 45% MaxNM build down (FOB) (= 55% RVC build down) + 55% Min 

QV (build-up) 



 

Option a) is relatively simple as manufacturers on both sides would continue their practice 

under other FTA’s. The calculation of the differential may be difficult, because of differences 

between sectors and the final decision will have to be arbitrary. The chosen differential 

between the thresholds may be distortive as, dependent on the specific situation, this threshold 

may provide for rules which discriminates - either positively or negatively - certain 

manufacturers in a Party as compared to the manufacturers in the other Party. 

Option b) also allows for manufacturers to continue their practices under other FTA’s but 

moderates the possible distortive effects as manufacturers on both sides would have the 

choice to apply the most favourable calculation method. A manufacturer not qualifying under 

one method would be able to benefit from an alternative method; 

Option c) would require one of the Parties to give up its practice and therefore to apply a 

methods different from the ones applicable under its other preferential arrangements.  

Notwithstanding this, the advantage is obvious as the product specific rules would not have to 

provide for an arbitrary differential between the thresholds and all manufacturers will apply 

the same method; 

Option d) irrespective of the calculation of the price of the final product, the build-up method 

would be new for EU exporters and could sometimes be simpler (compared to the build-down 

method), e.g. when the value of a single originating component would meet the threshold for 

the final product.  

4.  Miscellaneous 

In a wider scope, the text of the Trans-Pacific Partnership (TPP) includes calculation methods 

(‘build-up’, ‘build-down’, ‘focussed value’ all on the basis of the FOB price), and adds, 

specifically for the automotive sector, a ‘net cost’ method where the PFP is based on the 

calculation of cost (excluding profits).  

In addition, TPP provides for differentials between thresholds, depending on the method used, 

these differentials being different, depending on the industrial sector concerned. 

Differences may also result from the way in which (in TPP) the value of self-produced 

materials is accounted for.  

 


