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KEY INTERNATIONAL TRADE AGREEMENTS
AND THEIR FINANCIAL IMPACT

How trade treaties change the economics of your business — USMCA, the EU Single Market, CPTPP,
RCEP, AfCFTA, economic sanctions, and export controls. The financial impact of each, and how to
engineer your supply chain to benefit from them.

IN THIS PART CASE STUDIES
e The WTO — MFN, National Treatment, and dispute Each part includes fully worked case studies with detailed
settlement calculations, real-world context, and practical lessons for

CFOs and finance leaders.
e Rules of origin — how to qualify and what it's worth

e USMCA — what changed from NAFTA and the financial
impact

e CPTPP, RCEP, and the Asia-Pacific trading architecture
e Economic sanctions — OFAC compliance and enforcement

e Export controls — ITAR, EAR, and criminal liability

mm THE ARCHITECTURE OF INTERNATIONAL TRADE LAW

Why Trade Agreements Are Financial Decisions, Not Just
Political Ones

When the United States and Mexico signed the original NAFTA agreement in 1994, it was reported as a political and
diplomatic event. But for the CFO of any company with North American supply chains, it was a financial event of the
first order. Tariffs that had averaged ten to twelve percent on goods crossing the US-Mexico border fell to zero.
Supply chain economics that had favored US or Canadian manufacturing were transformed. Companies that
understood the new rules and restructured their supply chains accordingly captured enormous competitive

advantage. Companies that ignored the change paid more in tariffs than their competitors for years.
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The same dynamic applies to every major trade agreement. Understanding the rules — which goods qualify for
preferential treatment, what origin requirements must be met, which sectors are excluded — is not a legal exercise. It
is a financial exercise that can be worth tens of millions of dollars annually to a company with significant international

trade flows.

The WTO: The Rules-Based Multilateral System

The World Trade Organization — which replaced the General Agreement on Tariffs and Trade in 1995 — is the
multilateral body that sets the basic rules for international trade among its one hundred and sixty-four member
countries. Two principles are foundational for any CFO dealing in international trade. The first is Most Favored Nation
treatment: if a WTO member gives a trade advantage to one country, it must give the same advantage to all WTO
members. This is why the tariff rate that the US charges on a product from Brazil is generally the same as the rate it
charges on the same product from Thailand. The second is National Treatment: once goods have entered a country
and the applicable duty has been paid, the importing country must treat those goods no less favorably than it treats
domestically produced goods.

Rules of Origin: The Most Important Technical Topic in Trade

Every preferential trade agreement — every FTA that gives goods from one country a lower duty rate in another
country — contains rules that specify which goods actually qualify as originating from that country. These rules of
origin exist to prevent tariff shopping — the practice of routing goods through a preferential country to access the
lower duty rate, even though the goods were actually made elsewhere. Understanding rules of origin and structuring

supply chains to meet them is one of the most financially valuable technical skills in international trade.

Part 16 of 25 - International Trade and Finance Masterclass - Page 2



INTERNATIONAL TRADE AND FINANCE MASTERCLASS - PART 16: KEY INTERNATIONAL TRADE AGREEMENTS AND THEIR/FINANGIAL INPACT

0 RULES OF ORIG N —METHODS AND FI NANCI AL VALUE

RULES OF ORIG N —THREE METHODS EXPLAI NED

METHOD 1: CHANGE | N TARI FF CLASSI FI CATI ON ( CTC)

Goods nust undergo sufficient processing that their HS code
changes at the chapter (2-digit), heading (4-digit), or
subheadi ng (6-digit) |evel

EXAMPLE: Yarn (HS 52.05) woven into fabric (HS 52.08)

= change in heading = qualifies as originating

VETHOD 2: REG ONAL VALUE CONTENT (RVC)

A m ni mum per cent age of the goods' val ue nmust be contri buted
by the qualifying country

USMCA exanpl e (autonotive): 75% RVC required

Car worth $30, 000 nust have $22,500 of North Anerican content
If North American content is only $18,000 = DOES NOT QUALI FY

Full 25%tariff applies instead of 0%

METHCOD 3: SPECI FI C PROCESS REQUI REMENT
Certain operations nust be performed in the qualifying country
EXAMPLE: Under sone agreenents, textile goods must be 'yarn

forward" —spun, woven, cut, and sewn all in the FTA zone

FI NANCI AL VALUE OF MEETI NG RULES OF ORI G N:

Product: autonotive steel parts, US to Mexico

MFN tariff rate (if not qualifying): 20%

USMCA preferential rate: 0%

Annual shi prent val ue: $8, 000, 000

Annual tariff saving if qualifying: $8M x 20% = $1, 600, 000

Worth significant supply chain engi neering investnent

USMCA: What Changed From NAFTA and Why It Matters

The United States-Mexico-Canada Agreement — which replaced NAFTA on July 1, 2020 — made significant

changes to the rules of origin, particularly for the automotive sector, and introduced entirely new provisions on digital
trade, intellectual property, and labor that had no counterpart in NAFTA. For CFOs with North American supply
chains, understanding what changed is a financial priority.

The most consequential change was the increase in the Regional Value Content requirement for automobiles from
sixty-two and a half percent under NAFTA to seventy-five percent under USMCA. Combined with new requirements

that forty to forty-five percent of automotive content be produced by workers earning at least sixteen dollars per hour
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— the so-called labor value content requirement — and new steel and aluminum purchase requirements, USMCA
fundamentally changed the economics of North American automotive supply chains. Many suppliers that qualified
under NAFTA had to undertake significant sourcing changes to continue qualifying under USMCA.

Economic Sanctions: OFAC Compliance

The US Office of Foreign Assets Control administers and enforces economic sanctions against countries, entities,
and individuals. OFAC sanctions are not limited to US companies — they apply to any transaction that touches the
US financial system, uses the US dollar, or involves a US person anywhere in the world. The concept of secondary
sanctions extends this reach further: non-US companies can face penalties for transactions with sanctioned parties
even when no US person is directly involved, if the transaction might otherwise give rise to US jurisdiction. The
financial consequences of OFAC violations are severe: penalties can reach hundreds of millions of dollars, individuals

can face criminal prosecution, and correspondent banking access can be lost.

NorthWest Auto Parts

USMCA Supply Chain Restructuring — Saving $2.1M in Annual Tariffs

Background

NorthWest Auto Parts manufactures precision steel components for the automotive sector. Under NAFTA, its products
qualified for zero tariff treatment based on a sixty-two and a half percent RVC calculation. When USMCA increased the RVC
requirement to seventy-five percent, NorthWest discovered that three of its five product lines no longer qualified — because
Korean steel inputs represented too large a share of the total value. The CFO built a supply chain restructuring business
case.
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0 USMCA SUPPLY CHAI N RESTRUCTURI NG RO

NORTHWEST — USMCA RVC COVPLI ANCE ANALYSI S

PRODUCT LI NE A — POST- USMCA ANALYSI S:

Fi ni shed part FOB val ue: $48.00/ unit

Non-originating inputs (Korean steel): $18.00/unit
Oiginating inputs (North American): $30.00/unit

RVC = ($48 - $18) / $48 = 62.5%

USMCA requi renent: 75% => DOES NOT QUALI FY

MFN tariff applies: 12.5%

Annual wunits: 600,000 | Annual tariff cost: $3,600, 000

RESTRUCTURI NG OPTI ON: Switch to Mexican steel supplier
Mexi can steel prem umvs. Korean: +$2.80/unit

New non-originating inputs: $8.20/unit (only additives)
New RVC: ($48 - $8.20) / $48 = 82. 9% — QUALI FI ES
Tariff rate: 0%

FI NANCI AL ANALYSI S:

Addi tional material cost: 600K units x $2.80 = $1, 680, 000
Tariff saving: $3, 600, 000

NET ANNUAL BENEFI T: $3, 600, 000 - $1, 680,000 = $1, 920, 000
Transition cost (supplier qual, tooling): $380, 000
Payback: $380, 000 / $1, 920,000 = 2.4 nonths

Industrial Controls Corp.
OFAC Fine — $14M Penalty for Payments Through a Sanctioned Intermediary

Background

Industrial Controls Corp. exported industrial automation equipment globally. Over three years, a regional sales manager in
Eastern Europe had been routing approximately forty-two million dollars of transactions through a third-party distributor in
Turkey, which was facilitating ultimate sales to an Iranian state-owned enterprise — a party on the OFAC Specially
Designated Nationals list. Neither the sales manager nor the company's compliance function had screened the end users.
OFAC discovered the transactions during a routine bank review.
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0 OFAC ENFORCEMENT — FI NANCI AL | MPACT

| NDUSTRI AL CONTROLS — OFAC ENFORCEMENT QUTCOVE

Total transactions involving sanctioned end user: $42, 000, 000
Period of violations: 3 years

Sal es manager's know edge: apparent (enmils confirmed)

OFAC PENALTY CALCULATI ON:

Base penalty: greater of $311,562 per violation or the

val ue of the transactions

Transacti on val ue used: $42, 000, 000

Egr egi ous case nultiplier (apparent know edge): applied
OFAC penalty assessed: $14, 200, 000

DQJ concurrent investigation: settlenent $6,500, 000

Export privil eges suspended: 18 nonths

Total financial inpact: $20, 700,000 + | egal costs $4, 200, 000
TOTAL COST: approxi mately $24, 900, 000

WHAT A COWVPLI ANCE PROGRAM WOULD HAVE COST:
OFAC screeni ng software: $40, 000/ year
Conpl i ance officer tine: $80,000/year
Annual training: $25,000/year

Total over 3 years: $435, 000

vs. $24,900, 000 enforcenent cost

RO of conpliance: 57x

Sunrise Manufacturing UK

Brexit Supply Chain Reconstruction — The Full Financial Cost

Background

Sunrise Manufacturing UK produces specialty food products. Before Brexit, it sourced sixty-five percent of ingredients from
EU suppliers under zero tariff and zero customs documentation conditions, and sold forty percent of its output to EU
customers under the same frictionless terms. When the UK left the EU Single Market on January 1, 2021, both its supply
chain and customer base faced new costs that the company had not fully modeled.
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O BREXI T FI NANCI AL | MPACT —FULL COST MODEL

SUNRI SE —FULL BREXI T FI NANCI AL | MPACT

Annual revenue: GBP 85, 000, 000

EU- sour ced ingredients (65% of COGS):

Annual COGS: GBP 51, 000,000 | EU portion: GBP 33, 150, 000
EU cust oner sal es (40% of revenue): GBP 34, 000, 000

NEW COSTS POST- BREXI T (annual )

Tariffs on EU ingredients (avg 4.5%:

GBP 33, 150,000 x 4.5% = GBP 1, 491, 750

Cust oms conpl i ance (broker, docunentation): GBP 380, 000

Rul es of origin certification for EU sal es: GBP 85, 000

EU regul atory re-approval costs (food safety): GBP 420, 000
VAT registration in 3 EU countries: GBP 65, 000

I ncreased border friction (delays, buffer stock): GBP 340, 000
TOTAL ANNUAL BREXI T COST: GBP 2, 781, 750

As % of pre-Brexit operating profit: 18.5%

M TI GATION: I rish subsidiary established

Rout es EU sal es through Irish entity

EU custoners deal with an EU entity —frictionless
Irish setup cost: GBP 280, 000

Annual saving on EU sales friction: GBP 850, 000

Rerai ni ng unavoi dabl e Brexit cost: GBP 1,931, 750/ yr
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