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1. The Committee on Government P?ocurement met on 6 July 1982. The

participation in the meeting was limited to the Parties.

2. The meeting was held following a request made by the United States
delegation for the initiation of the procedures under Article VII:6 of

the Agreement, circulated on 2 July 1982 in GPR/Spec/18.

3. The representative of the United States introduced the document by
recalling that the Committee was well aware of his delegation's concefn
about the practice by the European:Communities to exclude value-added
taxes (VAT) in determining Whethe;'procﬁrement contracts exceéded the
threshold Vélge of the Agreement. " This concern had.existed ever since
the Agréeﬁent came into force. Thé Committeé had:discussed'the:matter
at previous occasions and consultations had been held pufsuaﬁt té
Articile VII:SIand 4 Bﬁt had not lea to a”sai;tion. Tﬁe quesfion'was
whether purchasing'agencies‘COuld,:in'tﬁe.process of determining whether
' , : _ F _ o y
a contract fell undexr the prqvisio@s of the Agféementg subtracf from the
contract price any elemepts of'that'price such . as, é.g;; the VAT. His

delegation's view wasvthét this was not permissible under the provisions
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of the Agreement. Since thelbilateral consultations had shown that
disagreeﬁént persisted, his delegation had requested the Committee to-
formally take up the matter in the hope that the conciliation process
provided for in A;ticle VII:é would bring about a.muﬁually'satiSfactofy

solution.

4, The representative of the European Communities said that he had -

hoped to continue the bilaterai>consu1ta£ions without fhe formal dispute
settleﬁént procedures already being invoked.v With regard to the US
contentioﬁ that the practice of the EC was incompatible with the
Agreement, pérticularly with Article I, he noted that Article I:1(b) was
silent.on the question of the inclusion or otherwise of indirect taxes
for the purpose of establisﬁinnghether a contract fell over the
threshold or not. A preliminary EC review of the negotiating history
had shown that this question had not been discussed in the MTN. On the
other hand, all participants in the negotiations ﬁad beeri aware of the
relevant EC Directive ;f 1976 on which the EC negotiators had based
themselves and which exciuded iﬁairect taxes. He rejecéed the US
allegation that‘:hé EC practice arbitrarily and unilateraily raised the
threshold level of the Agreement for purchases of EC member States'
entities., Indirect géxes were excluded when calculating the value of
contracts for thfeshold'purposes because ;his was the only system which
piaceé all enterprises in the Comﬁunity»on the séme level and gave them
equal chances. . It was difficult to see how in the GATT context a
différent practiée could be followed; >In addition, the US complaint
dealt with a margina1.probi;ﬁ in fhat it affecfed*only few contracts

which fell on théiborderline of the threshold. For these reasons, the
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EC thought that the matter was not cone which ought to set off the
proéedures invoked by the United States delegatidn. He was.all the more
surprised tﬁat this question had been raised sinéé more sgrious problemé
existed coﬁéerning the implemenfaﬁion of the Agreement. For instance,
whiie the United States had resently accepted to make its system more
transparent by publiéhing tender notices, this was précticélly only done
by one purchasing entity. In addition, more than 90 per cent of these
tender notices had not respected the 30-day time—liﬁit re&uired by the
Agreement. He therefore sﬁggested that the United States delegation
reflect on the implications of.ifs action rélating té the VAT question.
In conclusion,'whiie the EC did not object to the Committee examining
the request, he felt that neither the place nor the timing suggested was
appropriate. The matter might mdre éppropfiately be discussed in the

context of the three-<year review.

5. The representative of the United States stated that the question of
the»compliance of a:Party witﬁ the provisiéns of the present Agreement
could not be a subiect fbr‘renégotiations. In cases of‘disaggeement
between Parties, the Agreement provided for referral of thg matter to
the Committee. On the questiqnmbfﬁsubstance, the US delegation said
that the threshold had been Very carefully nggotiated.and the absence of
any mentioh of.the VAT in Article I was evidence that its exclusion was
not aliowed. If thQ‘ECfs contention were accepﬁéd, governments might
exclude any gost_elements'not mentféned in Article I from the cOnt?act
pricé, resﬁléing in different threshoids for differént Parties, whiéh
WOuld be contrary to the inteﬁtions of the drafters. The EC Directive

was known 1 en the Agreement was negotiated but it had also been



GPR/Spec/M/1
Page 4

recognized andbexpegted that governments would have to bring their
existing nafional laws and practices into conformity with.the Agreement
before it entered into force. It had not been thought neceésary to ask
each participant to list any ﬁractices that'might not have been
‘consistent with the Agreement and seek confirmation that they Wéuld be
chaﬁged. Furthermore, nc evidence existed that the matter was of
marginal importance : while EC statistics in this regard would be
yelcome, uUs figures indicated that by the exclusion of the VAT,
contracts of up to 185.000 SDR would be treated as not covered by the
Agreement. His autherities had identified products éold ?o governments
which might fall in that range. On the other points raised by ths EC
délegation, the US representative said tﬁaé his delégﬁtiéﬁ had not been
aware of a ffequent failure by US entitieés to meet the time-limits of
the Agreement but if tﬁis proved true, it would be corrected. Only a
limited number of pre—identified notices had in fact appeared in
Comme:ce_Busiﬁess Daily; Entities hadﬁthetefore=been reminded in
writidé ofvthis obligation which the US had impésed»on its prdcurement

entities.

6. The Chairman concluded that there was consensus in the_Cdmmittee
that the éontinuation of the detailed examination of.the queétion ﬁould
take place at the meeting>on 3=~5 November 1982‘and that by then no-oﬁher
action in this matter would be taken under the dispﬁte settlement

procedure.

7. The Committee so égﬁfggf it also‘agrggg that the examination would

take place in the session restricted to Parties to the Agreement.



