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Understanding the Rules of Origin (Ro0) under the United States—Mexico—Canada
Agreement (CUSMA) is essential for businesses aiming to benefit from
preferential tariff treatment. Specifically, Preference Criterion B addresses
regional value content and the substantial transformation of products to
qualify as originating within the CUSMA region. In this context, regional
rules play a pivotal role in determining whether products can be considered
originating, thus enabling them to enjoy the tariff advantages under CUSMA.
This article explores the various ways in which Rules of Origin for
Preference Criterion B facilitate regional origin of products, focusing on
regional considerations and the mechanisms involved.

Overview of Preference Criterion B Under CUSMA

What Is Preference Criterion B?

Preference Criterion B under CUSMA stipulates that a product can be
considered originating if it satisfies specific regional content
requirements, notably the regional value content (RVC) threshold. Unlike
Criterion A, which involves the transformation of non-originating materials
into a new product, Criterion B emphasizes the regional origin of the product
based on its value composition and the processing it undergoes within the
CUSMA region.

Importance of Regional Rules in Criterion B

The regional rules are designed to ensure that products genuinely originate
from the CUSMA region, promoting regional trade and economic integration.



These rules determine whether the value added or the processing performed
within the region is sufficient for the product to qualify for preferential
treatment.

Ways Rules Of Origin For Preference Criterion B
Make Products Originate Under CUSMA: Regional

1. Regional Value Content (RVC) Calculation

The primary mechanism under Preference Criterion B involves calculating the
Regional Value Content (RVC) of a product. This calculation assesses the
proportion of the product’s value attributable to regional factors. The steps
include:

1. Determine the transaction value or adjusted value of the good.

2. Subtract the value of non-originating materials used in the
manufacturing process.

3. Calculate the regional value: The remaining value represents the
regional contribution.

4. Compute RVC: (Regional Value / Transaction Value) x 100%

If the RVC exceeds the threshold specified in CUSMA (commonly 50%), the
product qualifies as originating under Criterion B. This process ensures that
a significant portion of the product’s value is added within the CUSMA
region, cementing its regional origin status.

2. Regional Content Thresholds and Their Role

CUSMA sets specific regional content thresholds that products must meet to
qualify under Criterion B. These thresholds are designed to ensure that
products are substantially produced or processed within the region. The key
aspects include:

e Minimum RVC percentage: Typically, at least 50% of the product’s value
must originate from within the CUSMA region.



e Applicable to various product categories: The threshold applies broadly
but may vary depending on the product type.

e Ensures regional benefit: Helps prevent products with minimal regional
content from qualifying.

3. Regional Processing and Manufacturing
Requirements

Regional rules under Preference Criterion B often specify that certain
processes or manufacturing operations must occur within the CUSMA region to
qualify the product as originating. These requirements include:

e Substantial transformation: The product must undergo a transformation
that results in a new and different good within the region.

e Specified processing operations: Certain processes, such as assembly,
finishing, or particular manufacturing steps, must be performed

domestically.

* Use of regional materials: The inputs used in processing should
originate within the region or meet specific regional content criteria.

4. Regional Value-Added Processes

Beyond simple assembly, the rules may require that a certain percentage of
value added through regional processes contributes to the product's origin
status. This involves:

e Adding regional inputs or components during manufacturing.

e Performing critical processing steps within the region that
significantly alter the product’s characteristics.

e Ensuring the product’s transformation aligns with regional processing
requirements to qualify under Criterion B.



5. Certification and Documentation Supporting
Regional Origin

To demonstrate regional origin under Criterion B, businesses need to maintain
proper documentation. This includes:

e Certificates of Origin indicating regional content.
e Records of manufacturing processes performed within the region.

e Cost and value calculations supporting the RVC thresholds.

Proper documentation ensures compliance and facilitates customs procedures,
confirming that the product qualifies as originating under the regional
rules.

Practical Examples of Regional Rules Making
Products Originate

Example 1: Automotive Manufacturing

An automotive manufacturer in Canada sources parts from the U.S. and Mexico.
To qualify for CUSMA preferences under Criterion B, the company must ensure:

- The regional value content of the assembled vehicle exceeds the 50%
threshold.

- Critical components such as the engine or transmission are manufactured or
assembled within the CUSMA region.

- The manufacturing process involves substantial transformation, such as
final assembly in Canada.

By meeting these regional rules, the vehicle qualifies as originating within
CUSMA, allowing for tariff preferences.

Example 2: Textile and Apparel

A clothing company in Mexico imports fabric from outside the CUSMA region but
performs cutting and sewing within Mexico. To qualify under Criterion B:



- The value added through sewing and finishing processes within Mexico must
constitute at least 50% of the total value.

- The fabric used must meet regional content requirements or be considered
originating if it has regional origin.

- The processing steps are substantial enough to transform the fabric into a
new article.

This regional processing makes the final apparel eligible for tariff
preferences under CUSMA.

Challenges and Considerations in Applying
Regional Rules of Origin

Complexity of Calculations

Calculating RVC and maintaining documentation can be complex, especially for
products with multiple components and intricate supply chains. Businesses
need accurate cost accounting and record-keeping to ensure compliance.

Supply Chain Management

Manufacturers must carefully manage their sourcing and processing to meet
regional content thresholds. This may involve sourcing more inputs
domestically or adjusting manufacturing processes.

Regional Content Variability

Different products and industries may have varying regional content
thresholds and rules, requiring tailored strategies for compliance.

Conclusion

Rules of Origin for Preference Criterion B under CUSMA leverage regional
content, processing, and transformation to determine the origin of products.
Through mechanisms such as regional value content calculations, processing
requirements, and regional manufacturing steps, these rules ensure that only
products with meaningful regional contribution qualify for preferential
tariffs. By understanding and applying these regional rules effectively,
businesses can maximize their benefits under CUSMA, promote regional trade,



and strengthen supply chain integration within North America.

Frequently Asked Questions

What are the main regional criteria that determine
product origin under Rules of Origin for Preference
Criterion B in CUSMA?

Under CUSMA, regional criteria focus on the substantial transformation of
goods within member countries, emphasizing where the product undergoes
significant manufacturing processes, and ensuring that the product originates
mainly from regional sources to qualify for preferential tariffs.

How does regional content contribute to products
qualifying under Preference Criterion B in CUSMA?

Regional content requirements specify that a certain percentage of the
product's value or materials must originate from CUSMA member countries,
ensuring that the product is substantially produced or processed within the
region to meet the preference criterion.

Can a product qualify under Rules of Origin for
Preference Criterion B if it undergoes minimal
processing outside CUSMA countries?

No, to qualify under Criterion B, the product must undergo substantial
transformation within CUSMA member states, meaning minimal processing outside
the region is insufficient; the key is that the final substantial
manufacturing occurs within the region.

In what ways do regional rules of origin under CUSMA
influence supply chain decisions for businesses?

Regional rules of origin incentivize companies to source and process
components within CUSMA countries, encouraging regional supply chains,
reducing reliance on external suppliers, and ensuring products meet the
regional transformation criteria to access preferential tariffs.

What documentation or evidence 1is required to
demonstrate regional origin under the Rules of
Origin for Preference Criterion B in CUSMA?

Businesses must provide detailed records such as invoices, supplier
declarations, and manufacturing documentation that prove the product's



substantial transformation within the region and compliance with regional
content requirements to qualify under Criterion B.

Additional Resources

Rules of Origin for Preference Criterion B are a fundamental component of
trade agreements such as CUSMA (United States—Mexico—Canada Agreement). These
rules determine whether a product qualifies for preferential treatment under
the agreement, primarily based on its origin. Understanding the various ways
to establish product origin under Preference Criterion B is essential for
manufacturers, exporters, and policymakers aiming to benefit from tariff
reductions and market access provisions. This article explores how products
can originate under CUSMA through regional content and other criteria,
focusing on the methods that facilitate compliance with Rule of Origin for
Preference Criterion B.

Understanding Rules of Origin and Preference
Criterion B in CUSMA

Before delving into the specific methods, it is important to clarify what
Rules of Origin (ROO) and Preference Criterion B entail within CUSMA. The ROO
are a set of standards that determine whether a product qualifies as
originating from a member country, thereby enabling it to enjoy preferential
tariffs. Preference Criterion B specifically addresses regional content
requirements, emphasizing the importance of a product’s regional
manufacturing or processing to qualify for preferential treatment.

Key Features of Preference Criterion B:

- Focuses on regional value content or regional processing.

- Ensures that a significant portion of the product's value or processing
occurs within the CUSMA region.

- Provides clarity and flexibility for manufacturers to structure their
supply chains.

Ways Products Can Originate Under CUSMA’s
Preference Criterion B

Several pathways exist for products to meet the regional content requirements
under Preference Criterion B. These methods enable manufacturers to align
their production processes and supply chains to qualify for preferential
tariffs.



1. Regional Content Calculation Methods

One of the core methods to establish origin under Criterion B involves
calculating the regional content of a product. There are generally two
primary approaches:

a) Regional Value Content (RVC) Method

Description:

This method assesses the proportion of the product’s value that originates
within the CUSMA region. To qualify, the product must meet a minimum regional
value content threshold, often expressed as a percentage of the total value.

How It Works:

- Determine the total value of the product (including manufacturing costs,
materials, etc.).

- Deduct the value of non-originating materials or components.

- Calculate the regional value content: (Value of originating materials /
Total value) x 100%.

Pros:

- Clear quantitative measure.

- Encourages regional sourcing and manufacturing.
- Widely used and accepted in trade agreements.

Cons:
- Requires detailed cost and valuation data.
- Can be complex for products with multiple components.

Features:

- Flexibility in sourcing; as long as the regional value threshold is met,
the origin is established.

- Often subject to specific percentage thresholds (e.g., 50%).

b) Regional Content or Processing Thresholds

Description:

Instead of value-based calculations, some rules specify specific types or
levels of regional processing or manufacturing that qualify a product as
originating.

How It Works:

- Certain manufacturing or processing steps must be performed within the
region.

- These steps could include assembly, packaging, or specific processing
activities.

Pros:



- Simplifies compliance by focusing on physical processing.
- Encourages regional manufacturing activities.

Cons:
- Less flexibility; not all processing steps qualify.
- May require detailed record-keeping of processing activities.

Features:
- Clear criteria based on manufacturing steps.
- 0ften combined with value content methods for comprehensive compliance.

2. De Minimis Provisions

Description:
De Minimis provisions allow a small percentage of non-originating materials
to be used without disqualifying the product’s origin status.

How It Works:

- A product can contain a certain percentage (e.g., 10%) of non-originating
materials, provided these materials do not significantly affect the product’s
regional character.

- Ensures flexibility for complex supply chains.

Pros:
- Reduces the burden of sourcing exclusively from the region.
- Facilitates trade in complex or multi-stage products.

Cons:
- Might be exploited if not carefully monitored.
- Thresholds must be carefully calibrated to prevent abuse.

Features:
- Provides flexibility in sourcing.
- Useful for products with complex supply chains.

3. Cumulation of Regional Content

Description:
Cumulation enables the combining of regional content from different member
countries to meet the origin criteria.

Types of Cumulation:

- Diagonal Cumulation: Allows materials originating in one member country to
be counted as originating in another, provided they are part of the same
supply chain.

- Bilateral or Full Cumulation: Enables countries within the agreement to
share regional content credits.



How It Works:

- Materials originating in Canada, Mexico, or the U.S. are considered as
regional content across the entire CUSMA region.

- Facilitates supply chain integration and sourcing flexibility.

Pros:
- Promotes regional integration.
- Reduces the need for sourcing exclusively within a single country.

Cons:
- Complex administrative requirements.
- Requires detailed documentation and certification.

Features:
- Encourages cross-border supply chain optimization.
- Widely used in regional trade agreements.

4. Material Processing and Manufacturing Activities

Description:
Certain manufacturing or processing activities are deemed sufficient to
confer origin status without the need for detailed value calculations.

Examples:

- Assembly operations.

- Packaging or labeling.

- Specific chemical or physical processing.

How It Works:
- The activity must meet the criteria specified in the agreement.
- The activity itself is considered as establishing regional origin.

Pros:
- Simplifies compliance for manufacturers.
- Encourages regional processing activities.

Cons:
- May be limited to specific activities.
- Requires detailed knowledge of the agreement’s processing rules.

Features:

- Focuses on tangible manufacturing steps.
- 0ften supplemented with other methods like value calculations.

Additional Considerations for Making Products



Originate

While methods such as regional value content and processing thresholds are
primary, other factors influence whether a product qualifies under CUSMA’s
Preference Criterion B:

- Documentation and Certification: Proper origin declarations and
certificates are essential for proof of origin.

- Record-Keeping: Companies must maintain records of sourcing, processing,
and value calculations.

- Supply Chain Management: Strategic sourcing and manufacturing planning can
optimize compliance.

Pros and Cons of Various Methods

| Method | Pros | Cons |

| Regional Value Content | Clear, quantifiable, promotes regional sourcing |
Data-intensive, complex calculations |

| Processing Thresholds | Simplifies compliance, promotes regional activities
| Limited flexibility, detailed activity records needed |

| De Minimis Provisions | Flexibility with complex products | Potential for
abuse if thresholds are too high |

| Cumulation | Enhances regional integration, supply chain flexibility |
Administrative complexity, documentation requirement |

| Manufacturing Activities | Simplifies origin determination | Limited to
specific activities, may require strict adherence |

Conclusion

The ways to make products originate under CUSMA’s Preference Criterion B are
diverse, offering flexibility and strategic options for businesses engaged in
regional manufacturing. By understanding and effectively applying methods
such as regional value content calculations, processing thresholds,
cumulation, and de minimis provisions, companies can enhance their ability to
qualify for preferential tariffs and expand their market access within North
America. However, each method comes with its own set of advantages and
challenges, emphasizing the importance of thorough compliance, precise
documentation, and strategic supply chain management. As trade dynamics
evolve, staying informed about these rules will remain vital for maximizing
the benefits of CUSMA and fostering robust regional trade relationships.
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