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SAAB Aircraft AB: Docket No. FAA-2006—
25271; Directorate Identifier 2006—-NM-—
067—-AD.

Comments Due Date

(a) The FAA must receive comments on
this AD action by August 7, 2006.

Affected ADs

(b) This AD supersedes AD 2005—-04—12.
Applicability

(c) This AD applies to Saab Model SAAB-
Fairchild SF340A (SAAB/SF340A) airplanes
having serial numbers 004 through 159
inclusive, and Model SAAB 340B airplanes
having serial numbers 160 through 367
inclusive; certificated in any category; on
which Saab Modification 2533 has not been
implemented.

Unsafe Condition

(d) This AD results from reports of
premature failures of the direct current (DC)
starter generator prior to scheduled overhaul.
We are issuing this AD to prevent failure of
the starter generator, which could cause a
low voltage situation in flight and result in
increased pilot workload and reduced
redundancy of the electrical powered
systems.

Compliance

(e) You are responsible for having the
actions required by this AD performed within
the compliance times specified, unless the
actions have already been done.

Restatement of the Requirements of AD
2005-04-12

Inspections for Wear of the DC Starter
Generator Brushes and Leads

(f) For generators overhauled in accordance
with Maintenance Review Board (MRB) Task
243104: Before 800 flight hours since last
overhaul, or within 100 flight hours after
April 1, 2005 (the effective date of AD 2005—
04-12), perform a general visual inspection
for wear of the DC starter generator brushes
and leads, in accordance with Saab Service
Bulletin 340-24-035, dated July 5, 2004.

Note 1: For the purposes of this AD, a
general visual inspection is: “A visual
examination of an interior or exterior area,
installation, or assembly to detect obvious
damage, failure, or irregularity. This level of
inspection is made from within touching
distance unless otherwise specified. A mirror
may be necessary to ensure visual access to
all surfaces in the inspection area. This level
of inspection is made under normally
available lighting conditions such as
daylight, hangar lighting, flashlight, or
droplight and may require removal or
opening of access panels or doors. Stands,
ladders, or platforms may be required to gain
proximity to the area being checked.”

Note 2: Saab Service Bulletin 340-24-035,
dated July 5, 2004, references Goodrich
Service Information Letter 23080—03X—24—
01, dated July 1, 2004, as an additional
source of service information.

(1) If the tops of the brush sets are above
the top of the brush box, repeat the
inspection thereafter at intervals not to

exceed 800 flight hours until paragraph (i) of
this AD is done.

(2) If the tops of the brush sets are below
the top of the brush box, before further flight,
measure the brushes and determine the
remaining amount of brush life remaining, in
accordance with the service bulletin.

(i) If the brush wear is within the limits
specified in the service bulletin, repeat the
inspection thereafter at intervals not to
exceed 800 flight hours until paragraph (i) of
this AD is done.

(ii) If the brush wear is outside the limits
specified in the service bulletin, before
further flight, replace the starter generator
with a new or serviceable starter generator,
in accordance with the service bulletin.

Inspections for Loose Rivets

(g) For generators overhauled in
accordance with MRB Task 243104: Before
800 flight hours since last overhaul, or within
100 flight hours after April 1, 2005,
whichever occurs later, perform a general
visual inspection of each leading wafer brush
for loose rivets, in accordance with Saab
Service Bulletin 340-24-035, dated July 5,
2004. Repeat the inspection thereafter at
intervals not to exceed 800 flight hours until
paragraph (i) of this AD is done. If any rivet
is loose, before further flight, replace the DC
starter generator with a new or serviceable
starter generator, in accordance with the
service bulletin.

MRB Task 243103 or 243101

(h) For generators overhauled or with
brush replacement accomplished in
accordance with MRB Task 243103 or
243101, no action is required by paragraphs
(f) and (g) of this AD.

New Requirements of This AD

Installation

(i) For all generators: Within 36 months
after the effective date of this AD, install new
improved generator control units (GCUs) in
accordance with the Accomplishment
Instructions of Saab Service Bulletin 340-24—
026, Revision 03, dated December 20, 2004.
Installing the GCUs terminates the repetitive
inspection requirements of paragraphs (f) and
(g) of this AD.

Alternative Methods of Compliance (AMOCs)

(j)(1) The Manager, International Branch,
ANM-116, Transport Airplane Directorate,
FAA, has the authority to approve AMOCs
for this AD, if requested in accordance with
the procedures found in 14 CFR 39.19.

(2) Before using any AMOC approved in
accordance with § 39.19 on any airplane to
which the AMOC applies, notify the
appropriate principal inspector in the FAA
Flight Standards Certificate Holding District
Office.

Related Information

(k) Swedish airworthiness directive 1-197,
dated November 5, 2004, also addresses the
subject of this AD.

Issued in Renton, Washington, on June 28,
2006.

Kalene C. Yanamura,

Acting Manager, Transport Airplane
Directorate, Aircraft Certification Service.

[FR Doc. E6-10537 Filed 7-5-06; 8:45 am]
BILLING CODE 4910-13-P

DEPARTMENT OF COMMERCE

Bureau of Industry and Security

15 CFR Parts 740, 742, 744 and 748
[Docket No. 060622180-6180-01]
RIN 0694—-AD75

Revisions and Clarification of Export
and Reexport Controls for the People’s
Republic of China (PRC); New
Authorization Validated End-User

AGENCY: Bureau of Industry and
Security, Commerce.

ACTION: Proposed rule.

SUMMARY: It is the policy of the United
States Government to prevent exports
that would make a material contribution
to the military capability of the People’s
Republic of China (PRC), while
facilitating U.S. exports to legitimate
civil end-users in the PRC. Consistent
with this policy, the Bureau of Industry
and Security (BIS) proposes to amend
the Export Administration Regulations
(EAR) by revising and clarifying United
States licensing requirements and
licensing policy on exports and
reexports of goods and technology to the
PRC.

The proposed amendments include a
revision to the licensing review policy
for items controlled on the Commerce
Control List (CCL) for reasons of
national security, including a new
control based on knowledge of a
military end-use on exports to the PRC
of certain CCL items that otherwise do
not require a license to the PRC. The
items subject to this license requirement
will be set forth in a list. This rule
further proposes to revise the licensing
review policy for items controlled for
reasons of chemical and biological
proliferation, nuclear nonproliferation,
and missile technology for export to the
PRC, requiring that applications
involving such items be reviewed in
conjunction with the revised national
security licensing policy.

This rule proposes the creation of a
new authorization for validated end-
users in certain destinations, including
the PRC, to whom certain, specified
items may be exported or reexported.
Such validated end-users would be
placed on a list in the EAR after review
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and approval by the United States
Government.

Finally, this rule proposes to require
exporters to obtain an End-User
Certificate, issued by the PRC Ministry
of Commerece, for all items that both
require a license to the PRC for any
reason and exceed a total value of
$5,000. The current PRC End-Use
Certificate applies only to items
controlled for national security reasons.
This rule also proposes to eliminate the
current requirement that exporters
submit PRC End-User Certificates to BIS
with their license applications but
provides that they must retain them for
five years.

DATES: Comments must be received by
November 3, 2006.

ADDRESSES: Written comments on this
rule may be sent to the Federal
eRulemaking Portal: http://
www.regulations.gov, or by e-mail to
publiccomments@bis.doc.gov. . Include
RIN 0694—AD75 in the subject line of
the message. Comments may be
submitted by mail or hand delivery to
Sheila Quarterman, Office of Exporter
Services, Regulatory Policy Division,
Bureau of Industry and Security,
Department of Commerce, 14th St. &
Pennsylvania Avenue, NW., Room 2705,
Washington, D.C. 20230, ATTN: RIN
0694—AD75; or by fax to (202) 482—
3355.

Send comments regarding the
collection of information to David
Rostker, Office of Management and
Budget (OMB), by e-mail to
David_Rostker@omb.eop.gov, or by fax
to (202) 395-7285; and to the Regulatory
Policy Division, Bureau of Industry and
Security, Department of Commerce, P.O.
Box 273, Washington, DC 20044.

FOR FURTHER INFORMATION CONTACT:
Bernard Kritzer, Director, Office of
National Security and Technology
Transfer Controls, Bureau of Industry
and Security, Department of Commerce,
P.O. Box 273, Washington, DC 20044;
telephone: (202) 482—0092, or e-mail:
bkritzer@bis.doc.gov.

SUPPLEMENTARY INFORMATION

Background

This rule proposes revisions and
clarifications to United States policy on
exports to the People’s Republic of
China (PRC) of goods and technologies
controlled for national security and
foreign policy reasons. As the PRC has
increased its participation in the global
economy, bilateral trade between the
PRC and the United States has grown
rapidly, and the PRC has emerged as a
major market for U.S. exports. In
addition, as the PRC also increasingly
has allowed foreign investment, many

U.S. companies have established
significant business operations there.
This greatly expanded economic
relationship is beneficial for both
nations. The United States and China
share an interest in expanding free and
fair trade, which has increased the
prosperity of both the American and
Chinese people. At the same time, the
United States has a long standing policy
of not permitting exports that would
make a material contribution to the
PRC’s military capability. Thus, the
United States seeks to facilitate trade for
confirmed civil end-uses and end-users
in the PRC, while preventing trade that
would serve military end-uses.

In 2005, U.S. companies exported
approximately $41 billion worth of
items to the PRC. During the same
period, approximately $2.4 billion
worth of exports were licensed for
export to the PRC, while $12.5 million
worth of exports were denied. In order
to strengthen U.S. Government
confidence that these U.S. exports
conform to U.S. policy and to determine
the bona fides of potential and actual
end-users, the U.S. Government
conducts end-use visits, consisting of
Pre-License Checks (PLCs) and Post-
Shipment Verifications (PSVs). In April
2004, the Vice Minister of Commerce of
the PRC and the U.S. Under Secretary of
Commerce for Industry and Security
exchanged letters transmitting an
understanding on strengthened
procedures for conducting such end-use
visits. This end-use visit understanding
has facilitated exports of items on the
Commerce Control List (CCL) in
Supplement No. 1 to Part 774 of the
Export Administration Regulations
(EAR) by providing greater assurance
that U.S. exports of controlled dual-use
items are being used by their intended
recipients for their intended purposes.

This rule proposes certain revisions
and clarifications to licensing
requirements and policies with regard to
the PRC to more precisely reflect U.S.
export control policy.

Revision of Licensing Review Policy and
License Requirements

To strengthen U.S. efforts to prevent
U.S. exports to the PRC that would
make a material contribution to the
PRC’s military capabilities, this rule
proposes revisions to the licensing
review policy for items controlled on
the CCL for reasons of national security
(i.e., controlled pursuant to the
Wassenaar Arrangement), set forth in
section 742.4(b)(7) of the EAR.
Specifically, this rule amends section
742.4(b)(7) to reaffirm that the overall
policy of the United States for exports
to the PRC of these items is to approve

exports for civil applications but
generally to deny exports that will
contribute to the advancement of
Chinese military capabilities.

Consistent with this revised policy
and U.S. commitments as a Participating
State in the Wassenaar Arrangement
regarding review of items not on that
regime’s dual use list that are destined
for military end-use in a country subject
to an arms embargo, this rule proposes
to implement a new control on exports
to the PRC of certain CCL items that
otherwise do not require a license to the
PRC when the exporter has knowledge,
as defined in section 772.1 of the EAR,
that such items are destined for military
end-use in the PRC or is informed that
such items are destined for such an end-
use. The additional items that would be
subject to this military end-use
restriction are based on careful
interagency review of items listed on the
CCL that currently do not require a
license for export to the PRC but have
the potential to advance the military
capabilities of the PRC. For purposes of
serving this revised policy and U.S.
commitments as a Participating State in
the Wassenaar Arrangement, this rule
proposes to define “military end-use”
as: incorporation into, or use for the
production , design, development,
maintenance, operation, installation, or
deployment, repair, overhaul, or
refurbishing of items (1) described on
the U.S. Munitions List (USML) (22 CFR
Part 121, International Traffic in Arms
Regulations); (2) described on the
Munitions List (IML) (as set out on the
Wassenaar Arrangement Web site at
http://www.wassenaar.org); or (3) listed
under Export Control Classification
Numbers (ECCNs) ending in “A018” on
the CCL in Supplement No. 1 to Part
774 of the EAR. This new control would
be set forth in new section 744.21 of the
EAR.

Applications to export, reexport, or
transfer items controlled pursuant to
proposed section 744.21 would be
reviewed on a case-by-case basis to
determine whether the export, reexport,
or transfer would make a material
contribution to the military capabilities
of the PRC and would result in
advancing the country’s military
activities contrary to the national
security interests of the United States.
Other end-use controls in part 744 of the
EAR will continue to apply. In addition,
BIS proposes to also review license
applications for items controlled for
chemical and biological proliferation,
nuclear nonproliferation and missile
technology under sections 742.2, 742.3
and 742.5, respectively, of the EAR, in
accordance with the licensing policies
in both paragraph (b) of the particular



Federal Register/Vol. 71, No. 129/ Thursday, July 6, 2006 / Proposed Rules

38315

proliferation section and section
742.4(b)(7) of the EAR when those items
are destined to the PRC.

Items primarily affected by the
revisions discussed in this section are
items controlled for anti-terrorism
reasons under the EAR. The specific
items that are subject to the military
end-use license requirement will be set
forth, by ECCN, including specific
parameters, in a list in Supplement No.
2 to Part 744 of the EAR.

See sections 744.6 (Restrictions on
certain activities of U.S. persons),
744.21 (Restrictions on Certain Military
End-uses in the People’s Republic of
China (PRC)), and Supplement No. 2 to
Part 744 (Supplement No. 2 to Part
744—List of Items Subject to the
Military End-Use License Requirement
of Section 744.21) of the EAR.

Revision of End-User Certificate
Requirements

To strengthen implementation of the
April 2004 end-use visit understanding
between the Vice Minister of Commerce
of the PRC and the U.S. Under Secretary
of Commerce for Industry and Security,
this rule proposes that the requirement
for exporters to obtain PRC End-User
Certificates from the Ministry of
Commerce of the PRC be expanded to
apply to all exports of controlled goods
and technologies over a specific value
threshold (and not merely to those
exports controlled for national security
reasons, as currently set forth in section
748.10 of the EAR). Specifically,
exporters would be required to obtain
an End-User Certificate, issued by the
PRC Ministry of Commerce, for all items
that require a license to the PRC for any
reason and exceed a total value of
$5,000 per single ECCN entry.
Consistent with the existing
Regulations, BIS will continue to
require End-User Certificates for all
computer exports to the PRC that
require license applications, regardless
of the dollar value of the export. BIS
anticipates that this expansion of the
End-Use Certificate requirement will
facilitate BIS’s ability to conduct end-
use checks on exports or reexports of
controlled goods and technologies to the
PRC, consistent with the existing end-
use visit understanding with the
Government of the PRC. Facilitation of
end-use checks should facilitate
increased U.S. exports to the PRC. This
revised requirement would be set forth
in revised section 748.10 of the EAR.

To minimize the impact that this
expanded support documentation
requirement will have on exporters, this
rule also proposes to eliminate the
requirement that exporters submit PRC
End-User Certificates to BIS as required

support documentation provided with
the license application. Instead, this
rule would require exporters to include
the serial number of the PRC End-User
Certificate in an appropriate field of the
license application, and to retain the
PRC End-User Certificate in accordance
with the recordkeeping provisions of the
EAR. See section 762.3 (Records exempt
from recordkeeping requirements) of the
EAR. These changes would be set forth
in sections 748.9 (Support Documents
for License Applications), 748.10
(Import and End-User Certificates), and
748.12 (Special Provisions for Support
Documents) of the EAR.

New Authorization Validated End-User
(VEU)

To facilitate legitimate exports to
civilian end-users, BIS proposes to
establish a new authorization for
validated end-users in section 748.15 of
the EAR. This proposed authorization
would allow the export, reexport, and
transfer of eligible items to specified
end-users in an eligible destination,
including the PRC. These validated end-
users would be those who meet a
number of criteria, including a
demonstrated record of engaging only in
civil end-use activities and not
contributing to the proliferation of
weapons of mass destruction or
otherwise engaged in activity contrary
to U.S. national security or foreign
policy interests.

In conjunction with other relevant
agencies, BIS proposes to evaluate
prospective validated end-users on the
basis of a range of specific factors,
which include the party’s record of
exclusive engagement in civil end-use
activities; the party’s compliance with
U.S. export controls; the party’s
capability to comply with the
requirements for VEU; the party’s
agreement to on-site compliance
reviews by representatives of the United
States Government; and the party’s
relationships with U.S and foreign
companies. In addition, when
evaluating the eligibility of an end-user,
agencies would consider the status of
export controls in the eligible
destination and the support and
adherence to multilateral export control
regimes of the government of the
eligible destination. The proposed rule
states that requests to be listed as a
validated end-user should be submitted
in the form of an advisory opinion
request as set forth in new section
748.15(a)(2) (Eligible end-users) of the
EAR. In addition, requests would have
to include a list of items identified by
ECCN that would be exported,
reexported or transferred to an eligible
end-user. Those items would have to be

specified to the extent of the applicable
subparagraph of the ECCN entry. The
request also should include a
description of how each item would be
used by the eligible end-user in an
eligible destination. Such requests
would be accepted from exporters,
reexporters and end-users. A list of
validated end-users, respective eligible
items, and eligible destinations would
appear in proposed Supplement No. 7 to
Part 748 (Supplement No. 7 to Part
748—Authorization Validated End-User
(VEU): List of Validated End-Users,
Respective Eligible Items and Eligible
Destinations) of the EAR.

The proposed rule also provides, as
set forth in proposed section 748.15(c)
(Item restrictions), that some items
would not be eligible for export,
reexport, or transfer under this
authorization. Ineligible items are those
restricted by statute.

Finally, under new section 748.15,
exporters, reexporters and end-users
who use authorization VEU would be
required to comply with recordkeeping
and reporting requirements, as
described in sections 748.15(e)
(Certification and recordkeeping) and (f)
(Reporting and auditing requirements)
of the EAR. As required in proposed
section 748.15(e), prior to the initial
export or reexport under authorization
VEU, exporters or reexporters would be
required to receive and retain
certifications from eligible end-users
that state that they are informed of and
will abide by all VEU end-use
restrictions; they have procedures in
place to ensure compliance with the
terms and conditions of VEU; they will
not use items obtained under VEU in
any of the prohibited activities
described in part 744 of the EAR; and
they agree to allow on-site visits by U.S.
Government officials to verify their
compliance with the conditions of VEU.
Validated end-users found to be not in
compliance with the requirements of
VEU as set forth in section 748.15 will
be subject to removal from the list of
validated end-users and other action, as
appropriate.

In addition, as described in proposed
section 748.15(f)(1), exporters and
reexporters who use authorization VEU
would be required to submit annual
reports to BIS. These reports must
include specific information regarding
the export or reexport of eligible items
to each validated end-user. Exporters,
reexporters, and end-users who avail
themselves of VEU also would be
audited on a routine basis, as described
in proposed section 748.15(f)(2)
(Audits). Upon request by BIS,
exporters, reexporters, and validated
end-users would be required to allow
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inspection of records or on-site
compliance review. For audit purposes,
this rule would require records and
information identified in proposed
section 748.15 to be retained in
accordance with the recordkeeping
requirements set forth in part 762 of the
EAR.

Although the Export Administration
Act expired on August 20, 2001, the
President, through Executive Order
13222 of August 17, 2001 (3 CFR, 2001
Comp., p. 783 (2002)), as extended by
the Notice of August 2, 2005, 70 FR
45273 (August 5, 2005), has continued
the Export Administration Regulations
in effect under the International
Emergency Economic Powers Act. BIS
proposes to amend the EAR in this rule
under the provisions of the EAA as
continued in effect under IEEPA and
Executive Order 13222.

Expansion of Foreign Policy-Based
Controls

[The following language will apply at
the point the rule passes the proposed
stage: This action is taken after
consultation with the Secretary of State.
This rule imposes new export controls
for foreign policy reasons. As required
by section 6 of the Export
Administration Act of 1979, as amended
(the Act), a report on the imposition of
these controls was delivered to the
Congress on [INSERT DATE OF
DELIVERY TO THE CONGRESS.]].
Although the Act expired on August 20,
2001, Executive Order 1322 of August
17, 2001, 3 CFR, 2001 Comp., p. 783
(2002), as extended by the Notice of
August 2, 2005, 70 FR 45273 (August 5,
2005), has continued the Export
Administration Regulations in effect
under the International Emergency
Economic Powers Act.]

Rulemaking Requirements

1. This proposed rule has been
determined to be not significant for
purposes of E.O. 12866.

2. Notwithstanding any other
provision of law, no person is required
to respond to, nor shall any person be
subject to a penalty for failure to comply
with, a collection of information subject
to the requirements of the Paperwork
Reduction Act of 1995 (44 U.S.C. 3501
et seq.) (PRA), unless that collection of
information displays a currently valid
Office of Management and Budget
(OMB) Control Number. This proposed
rule contains collections of information
subject to the requirements of the PRA.
These collections have been approved
by OMB under Control Numbers 0694—
0088 (Multi-Purpose Application),
which carries a burden hour estimate of
58 minutes to prepare and submit form

BIS-748, and 0694—0093, “Import
Certificates and End-User Certificates,”
which carries a burden of 15 minutes
per submission. This proposed rule also
contains a proposed revision to the
existing collection under Control
Number 0694—0088 for recordkeeping,
reporting and auditing requirements,
which would be submitted in
connection with proposed authorization
Validated End-User and would carry an
estimated burden of 30 minutes per
submission. An amendment to the
existing collection under Control
Number 0694-0088 will be submitted to
OMB for approval. Public comment will
be sought regarding the burden of the
collection of information associated
with preparation and submission of
these proposed requirements. This
proposed rule is not expected to result
in a significant increase in license
applications or other documentation
submitted to BIS. Send comments
regarding this burden estimate or any
other aspect of this collection of
information, including suggestions for
reducing the burden, to David Rostker,
Office of Management and Budget
(OMB), and to the Regulatory Policy
Division, Bureau of Industry and
Security, Department of Commerce, as
indicated in the ADDRESSES section of
this rule.

3. This rule does not contain policies
with Federalism implications as that
term is defined under Executive Order
13132.

4. The provisions of the
Administrative Procedure Act (5 U.S.C.
553) requiring notice of proposed
rulemaking and the opportunity for
public participation are inapplicable
because this regulation involves a
military or foreign affairs function of the
United States (5 U.S.C. 553(a)(1)).
Further, no other law requires that a
notice of proposed rulemaking and an
opportunity for public comment be
given for this rule. Because a notice of
proposed rulemaking and an
opportunity for public comment are not
required to be given for this rule by 5
U.S.C. 553, or by any other law, the
analytical requirements of the
Regulatory Flexibility Act, 5 U.S.C. 601
et seq., are not applicable. However, in
order to obtain the benefit of a variety
of viewpoints before publishing any
final rule, BIS is issuing this proposed
rule with a request for comments. The
period for submission of comments will
close on November 3, 2006. In
developing a final rule, BIS will
consider all comments on all aspects of
this proposed rule that are received
before the close of the comment period.
Comments received after the end of the
comment period will be considered if

possible, but their consideration cannot
be assured. BIS will not accept public
comments accompanied by a request
that a part or all of the material be
treated confidentially because of its
business proprietary nature or for any
other reason. BIS will return such
comments and materials to the persons
submitting the comments and will not
consider them in the development of the
final rule. All public comments on this
proposed rule must be in writing
(including fax or e-mail) and will be a
matter of public record, available for
public inspection and copying at the
Federal eRulemaking Portal at http://
www.regulations.gov and on the BIS
Freedom of Information Act (FOIA) web
site at http://www.bis.doc..gov/foia. BIS
does not maintain a separate public
inspection facility. If you have technical
difficulties accessing this web site,
please call BIS’s Office of
Administration at (202) 482—0500 for
assistance.

List of Subjects

15 CFR Parts 740 and 748

Administrative practice and
procedure, Exports, Foreign trade,
Reporting and recordkeeping
requirements.

15 CFR Part 742
Exports, Terrorism.

15 CFR Part 744

Exports, Foreign trade, Reporting and
recordkeeping requirements.

Accordingly, parts 740, 742, 744 and
748 of the Export Administration
Regulations (15 CFR parts 730-799) are
proposed to be amended as follows:

PART 742—[AMENDED]

1. The authority citation for 15 CFR
part 742 continues to read as follows:

Authority: 50 U.S.C. app. 2401 et seq.; 50
U.S.C. 1701 et seq.; 18 U.S.C. 2510 et seq.;
22 U.S.C. 3201 et seq.; 42 U.S.C. 2139a; Sec.
901-911, Pub. L. 106-387; Sec. 221, Pub. L.
107-56; Sec 1503, Pub. L. 108-11,117 Stat.
559; E.O. 12058, 43 FR 20947, 3 CFR, 1978
Comp., p. 179; E.O. 12851, 58 FR 33181, 3
CFR, 1993 Comp., p. 608; E.O. 12938, 59 FR
59099, 3 CFR, 1994 Comp., p. 950; E.O.
13026, 61 FR 58767, 3 CFR, 1996 Comp., p.
228; E.O. 13222, 66 FR 44025, 3 CFR, 2001
Comp., p. 783; Presidential Determination
2003-23 of May 7, 2003, 68 FR 26459, May
16, 2003; Notice of August 2, 2005, 70 FR
45273 (August 5, 2005); Notice of October 25,
2005, 70 FR 62027 (October 27, 2005).

2. Amend § 742.2 by adding
paragraph (b)(4) to read as follows:

§742.2 Proliferation of Chemical and
Biological Weapons.
* * * * *
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(b) * % %

(4) BIS will review license
applications for items described in
paragraph (a) of this section in
accordance with the licensing policies
described in paragraph (b) of this
section and the licensing policies in
both paragraph (b) of this section and
§ 742.4(b)(7) when those items are
destined to the People’s Republic of
China.

3. Amend § 742.3 by adding
paragraph (b)(4) to read as follows:

§742.3 Nuclear nonproliferation.
* * * * *

(b) * x %

(4) BIS will also review license
applications for items described in
paragraph (a) of this section in
accordance with the licensing policies
described in paragraph (b) of this
section and the licensing policies in
both paragraph (b) of this section and
§742.4(b)(7) when those items are
destined to the People’s Republic of
China.

4. Amend § 742.4 by revising
paragraph (b)(7) to read as follows:

§742.4 National Security.
* * * * *

(b) EE I

(7) For the People’s Republic of
China, there is a general policy of
approval for license applications to
export, reexport, or transfer items to
civil end-uses. There is a presumption
of denial for items that would make a
material contribution to the military
capabilities of the People’s Republic of
China. Thus, all license applications for
exports, reexports, and transfers to the
People’s Republic of China will be
reviewed on a case-by-case basis to
determine whether the export, reexport,
or transfer would make a material
contribution to the military capabilities
of the People’s Republic of China. In
addition, license applications may be
reviewed under missile technology,
nuclear nonproliferation, or chemical
and biological weapons review policies,
to determine if the end-user may be
involved in proliferation activities.
* * * * *

5. Amend § 742.5 by adding
paragraph (b)(4) to read as follows:

§742.5 Missile Technology.

(b) L

(4) BIS will also review license
applications for items described in
paragraph (a) of this section in
accordance with the licensing policies
described in paragraph (b) of this

section and the licensing policies in
both paragraph (b) of this section and
section 742.4(b)(7) of the EAR when
those items are destined to the People’s
Republic of China.

* * * * *

PART 744—[AMENDED]

6. The authority citation for 15 CFR
part 744 is revised to read as follows:

Authority: 50 U.S.C. app. 2401 et seq.; 50
U.S.C. 1701 et seq.; 22 U.S.C. 3201 et seq.;
42 U.S.C. 2139a; Sec. 901-911, Pub. L. 106—
387; Sec. 221, Pub. L. 107-56; E.O. 12058, 43
FR 20947, 3 CFR, 1978 Comp., p. 179; E.O.
12851, 58 FR 33181, 3 CFR, 1993 Comp., p.
608; E.O. 12938, 59 FR 59099, 3 CFR, 1994
Comp., p. 950; E.O. 12947, 60 FR 5079, 3
CFR, 1995 Comp., p. 356; E.O. 13026, 61 FR
58767, 3 CFR, 1996 Comp., p. 228; E.O.
13099, 63 FR 45167, 3 CFR, 1998 Comp., p.
208; E.O. 13222, 66 FR 44025, 3 CFR, 2001
Comp., p. 783; E.O. 13224, 66 FR 49079, 3
CFR, 2001 Comp., p. 786; Notice of August
2, 2005, 70 FR 45273 (August 5, 2005); Notice
of October 25, 2005, 70 FR 62027 (October
27, 2005).

7. Amend § 744.6 by revising
paragraph (a)(1)(ii) to read as follows:

§744.6 Restrictions on certain activities of
U.S. persons.

(a] * *x *

(1) * % %

(ii) No U.S. person, as defined in
paragraph (c) of this section, shall,
without a license from BIS, knowingly
support an export or reexport, or
transfer that does not have a license as
required by this section or by § 744.21.
Support means any action, including
financing, transportation, and freight
forwarding, by which a person
facilitates an export, reexport, or
transfer without being the actual
exporter or reexporter.

* * * * *

8. Section 744.21 is added to read as
follows:

§744.21 Restrictions on Certain Military
End-uses in the People’s Republic of China
(PRC).

(a) General prohibition. In addition to
the license requirements for items
specified on the Commerce Control List
(CCL), you may not export, reexport, or
transfer any item listed in Supplement
No. 2 to Part 744 to the PRC without a
license or under a license exception
described in paragraph (c) of this
section if, at the time of the export,
reexport, or transfer, you know,
meaning either:

(1) You have knowledge that the item
is intended, entirely or in part, for a
“military end-use,” as defined in
paragraph (f) of this section, in the PRC;
or

(2) You have been informed by BIS
that the item is or may be intended,
entirely or in part, for a “‘military end-
use”” in the PRC.

(b) Additional prohibition on those
informed by BIS. BIS may inform you
either individually by specific notice,
through amendment to the EAR
published in the Federal Register, or
through a separate notice published in
the Federal Register, that a license is
required for specific exports, reexports,
or transfers of any item because there is
an unacceptable risk of use in or
diversion to military end-use activities
in the PRC. Specific notice will be given
only by, or at the direction of, the
Deputy Assistant Secretary for Export
Administration. When such notice is
provided orally, it will be followed by
written notice within two working days
signed by the Deputy Assistant
Secretary for Export Administration or
the Deputy Assistant Secretary’s
designee. The absence of BIS
notification does not excuse the
exporter from compliance with the
license requirements of paragraph (a) of
this section.

(c) License Exception. The only
License Exception that may apply to the
prohibitions described in paragraphs (a)
and (b) of this section are the provisions
of License Exception GOV set forth in
§740.11(b)(2)(i) or (ii) of the EAR.

(d) License application procedure.
When submitting a license application
pursuant to this section, you must state
in the “additional information” section
of the BIS-748P “Multipurpose
Application” or its electronic equivalent
that “this application is submitted
because of the license requirement in
§744.21 of the EAR (Restrictions on
Certain Military End-uses in the
People’s Republic of China).” In
addition, either in the additional
information section of the application or
in an attachment to the application, you
must include all known information
concerning the military end-use of the
item(s). If you submit an attachment
with your license application, you must
reference the attachment in the
additional information section.

(e) License review standards. (1)
Applications to export, reexport, or
transfer items described in paragraph (a)
of this section will be reviewed on a
case-by-case basis to determine whether
the export, reexport, or transfer would
make a material contribution to the
military capabilities of the PRC and
would result in advancing the country’s
military activities contrary to the
national security interests of the United
States.

(2) Applications may be reviewed
under missile technology, nuclear
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nonproliferation, or chemical and
biological weapons review policies if
the end-user may be involved in certain
proliferation activities.

(3) Applications for items requiring a
license for other reasons that are
destined to the PRC for a military end-
use also will be subject to the review
policy stated in paragraph (e) of this
section.

(f) In this section, “military end-use”
means: incorporation into, or use for the
production, design, development,
maintenance, operation, installation, or
deployment, repair, overhaul, or
refurbishing of items:

(1) Described on the U.S. Munitions
List (USML) (22 CFR Part 121,
International Traffic in Arms
Regulations);

(2) Described on the International
Munitions List (IML) (as set out on the
Wassenaar Arrangement Web site at
http://www.wassenaar.org); or

(3) Listed under ECCNs ending in
“A018” on the Commerce Control List
(CCL) in Supplement No. 1 to Part 774
of the EAR.

Note to paragraph (f) of this section: For
purposes of this section: “production” means
integration, assembling, inspection, or
testing; “development” means design, and
includes testing and building of prototypes;
“maintenance” means performing work to
bring an item to its original or designed
capacity and efficiency for its intended
purpose, and includes testing, measuring,
adjusting, inspecting, replacing parts,
restoring, calibrating, overhauling;
“operation”” means to cause to function as
intended; “installation’” means to make ready
for use, and includes connecting, integrating,
incorporating, loading software, and testing;
“deployment”” means placing in battle
formation or appropriate strategic position.

9. Supplement No. 2 to Part 744 is
added to read as follows:

Supplement No. 2 to Part 744—List of
Items Subject to the Military End-Use
License Requirment of § 744.21

The following items are subject to the
military end-use license requirement in
§744.21.

(1) Category 1—Materials, Chemicals,
Microorganisms, and Toxins

(i) 1A290 Depleted uranium (any uranium
containing less than 0.711% of the isotope
U-235) in shipments of more than 1,000
kilograms in the form of shielding contained
in X-ray units, radiographic exposure or
teletherapy devices, radioactive
thermoelectric generators, or packaging for
the transportation of radioactive materials.

(ii) 1B999 Equipment controlled by
1B999.e specially designed for the
production of structural composites, fibers,
prepregs and preforms controlled in Category
1, n.e.s.

(iii) 1C990 Fibrous and filamentary
materials, not controlled by 1C010 or 1G210,

for use in “‘composite” structures and with a
specific modulus of 3.18 x 10°m or greater
and a specific tensile strength of 7.62 x 104m
or greater.

(iv) 1C995 Mixtures not controlled by
1C350, 1C355 or 1C395 that contain
chemicals controlled by 1C350 or 1C355 and
medical, analytical, diagnostic, and food
testing kits not controlled by 1C350 or 1C395
that contain chemicals controlled by
1C350.d, as follows (see List of Items
Controlled), except 1C995.c “Medical,
analytical, diagnostic, and food testing kits.”

(v) 1C996 Hydraulic fluids containing
synthetic hydrocarbon oils, having all the
following characteristics (see List of Items
Controlled).

(vi) 1D999 Specific software controlled by
1D999.b for equipment controlled by 1B999.e
specially designed for the production of
structural composites, fibers, prepregs and
preforms controlled in Category 1, n.e.s.

(vii) 1D993 ““Software” specifically
designed for the “development”,
“production”, or “use” of equipment or
materials controlled by 1C210.b, or 1C990.

(viii) 1E994 “Technology” for the
“development”, “production”, or “use”” of
fibrous and filamentary materials controlled
by 1C990.

(2) Category 2—Materials Processing

(i) 2A991 Bearings and bearing systems not
controlled by 2A001.

(ii) 2B991 Limited to machine tools
controlled under 2B991 having “positioning
accuracies”, with all compensations
available, better than 0.010 mm along any
linear axis; and machine tools having the
characteristic of one or more contouring
“tilting spindles” controlled by 2B991.d.1.a.

(iii) 2B992 Non-"numerically controlled”
machine tools for generating optical quality
surfaces, and specially designed components
therefor.

(iv) 2B993 Limited to gear making and/or
finishing machinery not controlled by 2B003
capable of producing gears to a quality level
of better than AGMA 12.

(v) 2B996 Dimensional inspection or
measuring systems or equipment not
controlled by 2B006.

(3) Category 3—Electronics Design,
Development and Production

(i) 3A292 Oscilloscopes and transient
recorders other than those controlled by
3A002.a.5, and specially designed
components therefor.

(i) 3A999 Limited to items controlled by
3A999.c.

(iii) 3B991 Equipment not controlled by
3B001 for the manufacture of electronic
components and materials, and specially
designed components and accessories
therefor.

(iv) 3B992 Equipment not controlled by
3B002 for the inspection or testing of
electronic components and materials, and
specially designed components and
accessories therefor.

(v) 3D991 “Software” specially designed
for the “development”, “production”, or
“use” of electronic devices or components
controlled by 3A991, general purpose
electronic equipment controlled by 3A992, or

manufacturing and test equipment controlled
by 3B991 and 3B992.

(vi) 3E292 “Technology” according to the
General Technology Note for the
“development’, “production”, or “use”” of
equipment controlled by 3A292.

(vii) 3E991 “Technology” for the
“development”, “production”, or “use” of
electronic devices or components controlled
by 3A991, general purpose electronic
equipment controlled by 3A992, or
manufacturing and test equipment controlled
by 3B991 or 3B992.

(4) Category 4—Computers

(i) 4A994 Limited to computers not
controlled by 4A003, with an Adjusted Peak
Performance (“APP”’) exceeding 0.1
Weighted TeraFLOPS ( WT).

(ii) 4D993 “Program” proof and validation
“software”, “software” allowing the
automatic generation of “‘source codes”, and
operating system ““‘software’ not controlled
by 4D003 that are specially designed for real
time processing equipment.

(iii) 4D994 ““Software” specially designed
or modified for the “development”,
“production” or “use” of equipment
controlled by 4A101, 4A994 with an
Adjusted Peak Performance (“APP”’)
exceeding 0.1 Weighted TeraFLOPS (WT),
4B994 and materials controlled by 4C994.

(iv) 4E992 “Technology” for the
“development”, “production”, or ‘“use” of
equipment controlled by 4A994, as described
in this Supplement No. 2 to Part 744, and
4B994, materials controlled by 4C994, or
“software” controlled by 4D993 or 4D994.

(5) Category 5—(Part 1) Telecommunications

(i) 5A991 Limited to items controlled by
5A991.a., 5A991.b.5., 5A991.b.7. and
5A991.1.

(i1) 5B991 Telecommunications test
equipment, n.e.s.

(iii) 5C991 Preforms of glass or of any other
material optimized for the manufacture of
optical fibers controlled by 5A991.

(iv) 5D991 ““Software” specially designed
or modified for the “‘development”,
“production”, or “use” of equipment
controlled by 5A991 and 5B991.

(v) 5E991 “Technology” for the
“development”, “production” or “use” of
equipment controlled by 5A991 or 5B991, or
“software” controlled by 5D991, and other
“technologies’ as follows (see List of Items
Controlled).

(6) Category 5—(Part 2) Information Security

(i) 5A992 Equipment not controlled by
5A002, except mass market encryption
commodities and software described in
§§742.15(b)(1)(i) and 742.15(b)(2); certain
“short-range wireless”” commodities and
software described in § 742.15(b)(3)(ii); and
commodities and software with limited
cryptographic functionally described in
§ 742.15(b)(3)(iii).

(ii) 5D992 “Information Security”
“software” not controlled by 5D002, except
mass market encryption commodities and
software described in §§ 742.15(b)(1)(i) and
742.15(b)(2); certain “short-range wireless”
commodities and software described in
§742.15(b)(3)(ii); and commodities and
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software with limited cryptographic

functionality described in § 742.15(b)(3)(iii).
(iii) 5E992 “Information Security”

“technology”’, not controlled by 5E002.

(7) Category 6—Sensors and Lasers

(i) 6A995 “Lasers”, not controlled by
6A005 or 6A205.

(i1) 6C992 Optical sensing fibers not
controlled by 6A002.d.3 which are modified
structurally to have a “beat length” of less
than 500 mm (high birefringence) or optical
sensor materials not described in 6C002.b
and having a zinc content of equal to or more
than 6% by mole fraction.

(8) Category 7—Navigation and Avionics

(i) 7A994 Other navigation direction
finding equipment, airborne communication
equipment, all aircraft inertial navigation
systems not controlled under 7A003 or
7A103, and other avionic equipment,
including parts and components, n.e.s.

(ii) 7B994 Other equipment for the test,
inspection, or “production” of navigation
and avionics equipment.

(iii) 7D994 ““Software”, n.e.s., for the
“development”, “production”, or “use” of
navigation, airborne communication and
other avionics.

(iv) 7E994 “Technology”, n.e.s., for the
“development”, “production”, or “use” of
navigation, airborne communication, and
other avionics equipment.

(9) Category 8—Marine

(i) 8A992 Underwater systems or
equipment, not controlled by 8A002, and
specially designed parts therefor.

(i) 8D992 “Software” specially designed or
modified for the “development”,
“production” or “‘use” of equipment
controlled by 8A992.

(iii) 8E992 “Technology” for the
“development”, “production” or “use”” of
equipment controlled by 8A992.

(10) Category 9—Propulsion Systems, Space
Vehicles and Related Equipment

(i) 9A991 ““Aircraft”, n.e.s., and gas turbine
engines not controlled by 9A001 or 9A101
and parts and components, n.e.s.

(ii) 9B990 Vibration test equipment and
specially designed parts and components,
n.e.s.

(iii) 9D990 ““Software”, n.e.s., for the
“development” or “production” of
equipment controlled by 9A990 or 9B990.

(iv) 9D991 “Software”, for the
“development” or “production” of
equipment controlled by 9A991 or 9B991.

(v) 9E990 “Technology”, n.e.s., for the
“development” or “production” or “use” of
equipment controlled by 9A990 or 9B990.

(vi) 9E991 “Technology”, for the
“development”, “production” or “use” of
equipment controlled by 9A991 or 9B991.

PART 748—[AMENDED]

10. The authority citation for 15 CFR
part 748 continues to read as follows:

Authority: 50 U.S.C. app. 2401 et seq.; 50
U.S.C. 1701 et seq.; E.O. 13026, 61 FR 58767,
3 CFR, 1996 Comp., p. 228; E.O. 13222, 66
FR 44025, 3 CFR, 2001 Comp., p. 783; Notice

of August 2, 2005, 70 FR 45273 (August 5,
2005).

11. Section 748.9 is amended:

a. By revising paragraph (b)(1)
introductory text;

b. By revising paragraph (b)(2)
introductory text before the list of
countries;

c. By revising paragraphs (b)(2)(i) and
(b)(2)(ii); and

d. By revising paragraph (c)(1).

The revisions read as follows:

§748.9 Support Documents for License
Applications.
* * * * *

(b) * % %

(1) Does your transaction involve
items controlled for national security
reasons?

Does your transaction involve items
destined for the People’s Republic of
China (PRC)?

* * * * *

(2) Does your transaction involve
items controlled for national security
reasons destined for one of the
following countries? (This applies only
to those overseas destinations
specifically listed.) If your item is
destined for the PRC, does your
transaction involve items that require a
license to the PRC for any reason?

* * * * *

(i) If yes, your transaction may require
an Import or End-User Certificate. If
your transaction involves items destined
for the PRC that are controlled to the
PRC for any reason, your transaction
may require a PRC End-User Certificate.
Note that if the destination is the PRC,

a Statement of Ultimate Consignee and
Purchaser may be substituted for a PRC
End-User Certificate when the item to be
exported (i.e., replacement parts and
sub-assemblies) is for servicing
previously exported items and is valued
at $75,000 or less.

(ii) If no, your transaction may require
a Statement by Ultimate Consignee and
Purchaser. Read the remainder of this
section, then proceed to § 748.11 of the
EAR.

(c) License Applications Requiring
Support Documents. * * *

(1) License applications supported by
an Import or End-User Certificate. You
may submit your license application
upon receipt of a facsimile or other
legible copy of the Import or End-User
Certificate, provided that no shipment is
made against any license issued based
upon the Import or End-User Certificate
prior to receipt and retention of the
original statement by the applicant.

* * * * *

12. Section 748.10 is amended:

a. By revising the fourth sentence in
paragraph (a);

b. By redesignating paragraph (b)(4) as
paragraph (b)(5) and by adding a new
paragraph (b)(4) and revising newly
designated paragraph (b)(5);

c. By revising paragraph (c)(1);

d. By revising paragraph (c) (3)
introductory text; and h (@)

e. By revising paragra .

Theyadditiongs Ie)mdgrevii)siois read as
follows:

§748.10 Import and End-User Certificates.

(a) Scope. * * * This section
describes exceptions and relationships
true for both Import and End-User
Certificates, and applies only to
transactions involving national security
controlled items destined for one of the
countries identified in § 748.9(b)(2) of
this part, or, in the case of the PRC, for
all items that require a license to the
PRC for any reason.

(b) EE

(4) Your transaction involves an
export to the People’s Republic of China
(PRC) of commodities and software
classified in a single entry on the CCL,
the total value of which exceeds $5,000.
Note that this $5,000 threshold does not
apply to exports to the PRC of
computers, which are subject to the
provisions of § 748.10(b)(3).

(i) Your license application may list
several separate CCL entries. If the total
value of entries that require a license to
the PRC for any reason on the CCL on
a license application exceeds $5,000,
then a PRC End-User Certificate
covering all controlled items on your
license application must be obtained;

(ii) You may be specifically requested
by BIS to obtain an End-User Certificate
for a transaction valued under $5,000 or
for a transaction that requires a license
to the PRC for reasons in the EAR other
than those listed on the CCL.

(5) Your transaction involves a
destination other than the PRC and your
license application involves the export
of commodities and software classified
in a single entry on the CCL, the total
value of which exceeds $5,000.

(i) Your license application may list
several separate CCL entries. If any
entry controlled for national security
reasons exceeds $5,000, then an Import
Certificate must be obtained covering all
items controlled for national security
reasons on your license application;

(ii) If your license application
involves a lesser transaction that is part
of a larger order for items controlled for
national security reasons in a single
ECCN exceeding $5,000, an Import
Certificate must be obtained.

(iii) You may be specifically requested
by BIS to obtain an Import Certificate for
a transaction valued under $5,000.

(c) How to obtain an Import or End-
User Certificate. (1) Applicants must
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request that the importer (e.g., ultimate
consignee or purchaser) obtain the
Import or End-User Certificate, and that
it be issued covering only those items
that are controlled for national security
reasons. Note that in the case of the
PRC, applicants must request that the
importer obtain an End-User Certificate
for all items on a license application
that are controlled to the PRC for any
reason on the CCL. Importers should not
be requested, except in the case of the
PRC, to obtain an Import or End-User
Certificate for items that are controlled
for reasons other than national security.
Applicants must obtain original Import
or End-User Certificates from importers.
* * * * *

(3) If your transaction requires the
support of a PRC End-User Certificate,

you must ensure that the following
information is included on the PRC
End-User Certificate signed by an
official of the Department of Scientific
and Technological Development and
Trade in Technology of the PRC
Ministry of Commerce (MOFCOM), with
MOFCOM’s seal affixed to it:

* * * * *

(g) Submission of Import and End-
User Certificates. Certificates must be
retained on file by the applicant in
accordance with the recordkeeping
provisions of part 762 of the EAR, and
should not be submitted with the
license application. For more
information on what Import and End-
user Certificate information must be
included in license applications, refer to
§748.9(c) of the EAR. In addition, as set

forth in § 748.12(e), to assist in license
reviews, BIS will require applicants, on
a random basis, to submit specific
original Import and End-user
Certificates.

* * * * *

§748.12 [Amended]

13. Section 748.12 is amended by
removing and reserving paragraph (a).

14. Supplement No. 4 to Part 748, is
amended by revising the entry for
“China, People’s Republic of”, to read
as follows:

Supplement No. 4 to Part 748—
Authorities Administering Import
Certificate/Delivery Verification (IC/DV)
and End-Use Certificate Systems in
Foreign Countries

Country

IC/DV authorities

System administered

* *

China, People’s Republic of

* * *

Export Control Division | Department of S&T
No. 2 Dong Chang An Street Beijing Phone:
8610-6519-7366 Fax: 8610-6519-7926.

* * *

* *

PRC End-User Cetrtificate.

15. Section 748.15 is added to read as
follows:

§748.15 Authorization Validated End-User
(VEU).

Authorization Validated End-User
(VEU) permits the export, reexport, and
transfer to validated end-users of any
eligible items that will be used in an
eligible destination. Validated end-users
are those who have been approved in
advance pursuant to the requirements of
this section. To be eligible for
authorization VEU, exporters,
reexporters, and potential validated
end-users must adhere to the conditions
and restrictions set forth in paragraphs
(a) through (f) of this section.

(a) Eligible end-users. The only end-
users to whom eligible items may be
exported, reexported, or transferred
under VEU are those validated end-
users identified in Supplement No. 7 to
Part 748.

(1) In evaluating an end-user for
eligibility under this authorization, BIS,
in consultation with the Departments of
State, Energy, and Defense and other
agencies, as appropriate, will consider a
range of information, including such
factors as: The party’s record of
exclusive engagement in civil end-use
activities; the party’s compliance with
U.S. export controls; the party’s
capability to comply with the
requirements of authorization VEU; the
party’s agreement to on-site compliance

reviews by representatives of the United
States Government; and the party’s
relationships with U.S and foreign
companies. In addition, when
evaluating the eligibility of an end-user,
agencies will consider the status of
export controls and the support and
adherence to multilateral export control
regimes of the government of the
eligible destination.

(2) Requests for authorization must be
submitted in the form of an advisory
opinion request, as described in
§748.3(c), and should include a list of
items, identified by Export Control
Classification Number (ECCN), that
exporters or reexporters intend to
export, reexport or transfer to an eligible
end-user. In addition to the information
described in § 748.3, the items
identified by ECCN should be specified
to the extent of the applicable
subparagraph of the ECCN entry. The
request also should include a
description of how each item would be
used by the eligible end-user in an
eligible destination. Requests for
authorization will be accepted from
exporters, reexporters and end-users.
Submit the request to:

The Office of Exporter Services, Bureau
of Industry and Security, U.S.
Department of Commerce, 14th Street
and Pennsylvania Avenue, NW.,
Room 2075, Washington, DC 20230;
or to

The Office of Exporter Services, Bureau
of Industry and Security, U.S.
Department of Commerce, P.O. Box
273, Washington, DC 20044.

Mark the package sent to either
address “Request for Authorization
Validated End-User”.

(3) Exports, reexports, or transfers
made under authorization VEU may
only be made to an end-user listed in
Supplement No. 7 to Part 748 if the
items will be consigned to and for use
by the validated end-user.

(b) Eligible destinations.
Authorization VEU may be used for the
following destinations:

(1) The People’s Republic of China.

(2) [Reserved].

(c) Item restrictions. (1) Items
controlled under the EAR for missile
technology (MT) and crime control (CC)
reasons may not be exported or
reexported under this authorization.

(d) End-use restrictions. Items
obtained under authorization VEU may
not be used for any activities described
in part 744. Eligible end-users who
obtain items under VEU may only:

(1) Use such items at the end-user’s
own facility located in an eligible
destination or at a facility located in an
eligible destination over which the end-
user demonstrates effective control;

(2) Consume such items during use; or

(3) Transfer or reexport such items
only as authorized by BIS.



Federal Register/Vol. 71, No. 129/ Thursday, July 6, 2006 / Proposed Rules

38321

(e) Certification and recordkeeping.
Prior to the initial export or reexport
under authorization VEU, exporters or
reexporters must receive and retain end-
use certifications from eligible end-users
stating that:

(1) They are informed of and will
abide by all authorization VEU end-use
restrictions;

(2) They have procedures in place to
ensure compliance with authorization
VEU destination and end-use
restrictions;

(3) They will not use items obtained
under authorization VEU in any of the
prohibited activities described in part
744 of the EAR; and

(4) They agree to allow on-site visits
by U.S. Government officials to verify
the end-users’ compliance with the
conditions of authorization VEU.

Note to paragraph (e) of this section: These
certifications must be retained by exporters
or reexporters in accordance with the
recordkeeping requirements set forth in part
762 of the EAR.

(f) Reporting and auditing
requirements—(1)(i) Reports. Exporters
and reexporters who use authorization
VEU are required to submit annual
reports to BIS. These reports must
include, for each validated end-user to
whom the exporter or reexporter
exported or reexported eligible items:

(A) The name and address of any
validated end-users to whom the
exporters or reexporters exported or
reexported eligible items;

(B) The eligible destination to which
the items were exported or reexported;

(C) The quantity of such items;

(D) The value of such items; and

(E) The ECCN(s) of such items.

(ii) Reports are due by February 15 of
each year, and must cover the period of
January 1 through December 31 of the
prior year. Packages containing such
reports should be marked
“Authorization Validated End-User
Reports.” Reports should be sent to:
Office of Export Enforcement, Bureau of
Industry and Security, U.S. Department
of Commerce, 14th Street and
Constitution Avenue, NW., Room H—
4520, Washington, DC 20230.

(2) Audits. Users of authorization VEU
will be audited on a routine basis. Upon
request by BIS, exporters, reexporters,
and validated end-users must allow
inspection of records or on-site
compliance reviews. For audit purposes,
records, including information
identified in paragraphs (e), (f)(1) and
the note to paragraph (c) of this section,
should be retained in accordance with
the recordkeeping requirements set forth
in part 762 of the EAR.

12. Supplement No. 7 to Part 748 is
added to read as follows:

Supplement No. 7 to Part 748—
Authorization Validated End-User
(VEU): List of Validated End-Users,
Respective Eligible Items and Eligible
Destinations

Validated End-Users, Respective Eligible
Items and Eligible Destinations for Exports
and Reexports Under Authorization VEU:
Certified End-User
Eligible Items
Eligible Destination
Dated: June 29, 2006.
Matthew S. Borman,

Deputy Assistant Secretary for Export
Administration.

[FR Doc. E6-10504 Filed 7—5—06; 8:45 am]|
BILLING CODE 3510-33-P

DEPARTMENT OF COMMERCE

Bureau of Industry and Security

15 CFR Parts 764 and 766
[Docket No. 060511128—-6128-01]

RIN 0694-AD63
Antiboycott Penalty Guidance

AGENCY: Bureau of Industry and
Security, Commerce.

ACTION: Proposed rule; correction.

SUMMARY: This notice corrects a
transposition error in the Regulatory
Identification Number (RIN) in the
preamble to a proposed rule that the
Bureau of Industry and Security
published on June 30, 2006 (71 FR
37571). The correct RIN is 0694—AD63.
The RIN was incorrectly listed as 0694—
AD36. In addition this notice corrects
that same transposition error that
appeared in the final sentence of the
ADDRESSES paragraph of the preamble of
that propose rule. As corrected, the final
sentence of the ADDRESSES paragraph
reads:

ADDRESSES: * * * Please refer to RIN
0694—AD63 in all comments.

FOR FURTHER INFORMATION CONTACT:
Edward O. Weant III, Acting Director,
Office of Antiboycott Compliance,
Bureau of Industry and Security, United
States Department of Commerce, at
(202) 482-2381.

Dated: June 30, 2006.
Eileen Albanese,
Director, Office of Export Services.
[FR Doc. E6-10560 Filed 7-5-06; 8:45 am]
BILLING CODE 3510-33-P

FEDERAL TRADE COMMISSION
16 CFR Part 311

Test Procedures and Labeling
Standards for Recycled Oil

AGENCY: Federal Trade Commission.
ACTION: Request for public comments.

SUMMARY: The Federal Trade
Commission (“FTC” or “Commission”)
requests public comment on the overall
costs, benefits, and regulatory and
economic impact of its rule specifying
Test Procedures and Labeling Standards
for Recycled Oil (“Recycled Oil Rule” or
“Rule”), as part of the Commission’s
systematic review of all current FTC
rules and guides.
DATES: Written comments will be
accepted until September 5, 2006.
ADDRESSES: Interested parties are
invited to submit written comments.
Comments should refer to ““16 CFR Part
311 Comment—Recycled Oil Rule,
Matter No. R511036” to facilitate the
organization of comments. A comment
filed in paper form should include this
reference both in the text and on the
envelope, and should be mailed or
delivered to the Office of the Secretary,
Federal Trade Commission, Room H—
135 (Annex P), 600 Pennsylvania
Avenue, NW., Washington, DC 20580.
Comments containing confidential
material, however, must be filed in
paper form, must be clearly labeled
“Confidential,” and must comply with
Commission Rule 4.9(c).? The FTC is
requesting that any comment filed in
paper form be sent by courier or
overnight service, if possible, because
postal mail in the Washington area and
at the Commission is subject to delay
due to heightened security precautions.
Comments filed in electronic form
should be submitted by clicking on the
following: https://
secure.commentworks.com/ftc-
recycledoil and following the
instructions on the web-based form.
The FTC Act and other laws the
Commission administers permit the
collection of public comments to
consider and use in this proceeding as
appropriate. The Commission will
consider all timely and responsive
public comments that it receives,
whether filed in paper or electronic
form. Comments received will be

1The comment must be accompanied by an
explicit request for confidential treatment,
including the factual and legal basis for the request,
and must identify the specific portions of the
comment to be withheld from the public record.
The request will be granted or denied by the
Commission’s General Counsel, consistent with
applicable law and the public interest. See
Commission Rule 4.9(c), 16 CFR 4.9(c).
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DEPARTMENT OF COMMERCE

Bureau of Industry and Security

15 CFR Parts 740, 742, 744 and 748
[Docket No. 06022180-6266—02]
RIN 0694—-AD75

Revisions and Clarification of Export
and Reexport Controls for the People’s
Republic of China (PRC); New
Authorization Validated End-User

AGENCY: Bureau of Industry and
Security, Commerce.

ACTION: Proposed rulemaking; extension
of comment period.

SUMMARY: This notice extends the
comment period on a July 6, 2006
proposed rule in which the Bureau of
Industry and Security (BIS) proposed
amending the Export Administration
Regulations (EAR) to revise and clarify
the United States’ policy for exports and
reexports of dual-use items to the
People’s Republic of China (PRC).

DATES: All comments on the proposed
rule must be received by no later than
December 4, 2006.

ADDRESSES: Written comments on this
rule may be sent to the Federal
eRulemaking Portal: http://
www.regulations.gov, or by e-mail to
publiccomments@bis.doc.gov. Include
RIN 0694—-AD75 in the subject line of
the message. Comments may be
submitted by mail or hand delivery to
Sheila Quarterman, Office of Exporter
Services, Regulatory Policy Division,
Bureau of Industry and Security,
Department of Commerce, 14th St. &
Pennsylvania Avenue, NW., Room 2705,
Washington, DC 20230, ATTN: RIN
0694—-AD75; or by fax to (202) 482—
3355.

FOR FURTHER INFORMATION CONTACT: For
further information regarding this notice
or the proposed rule, contact Sheila
Quarterman, Office of Exporter Services,
Regulatory Policy Division, by
telephone at (202) 482—-2440 or by fax at
(202) 482-3355.

SUPPLEMENTARY INFORMATION: On July 6,
2006, the Bureau of Industry and
Security (BIS) published a proposed
rule in the Federal Register (71 FR
38313) that proposed amending the
Export Administration Regulations
(EAR) to revise and clarify the United
States’ policy for exports and reexports
of dual-use items to the People’s
Republic of China (PRC). Specifically,
the proposed rule states that it is the
policy of the United States Government
to prevent exports that would make a
material contribution to the military

capability of the PRC, while facilitating
U.S. exports to legitimate civil end-users
in the PRC. Consistent with this policy,
BIS proposed to amend the EAR by
revising and clarifying United States
licensing requirements and licensing
policy on exports and reexports of goods
and technology to the PRC. The main
amendments in the proposed rule
include restrictions on certain exports
and reexports for military end-uses in
the PRC; a change in scope of end-user
certificate requirement for the PRC; and
a new Authorization Validated End-
User (VEU).

The proposed rule indicated that the
deadline for public comments closes on
November 3, 2006. BIS is now extending
the comment period until December 4,
2006, to allow the public more time to
submit comments in light of discussions
heard during the public meetings.

Dated: October 13, 2006.
Eileen Albanese,
Director, Office of Exporter Services.
[FR Doc. E6-17429 Filed 10-18-06; 8:45 am]
BILLING CODE 3510-33-P

DEPARTMENT OF THE TREASURY

Internal Revenue Service

26 CFR Part 1
[REG-127819-06]
RIN 1545-BF79

TIPRA Amendments to Section 199

AGENCY: Internal Revenue Service (IRS),
Treasury.

ACTION: Notice of proposed rulemaking
by cross-reference to temporary
regulations and notice of public hearing.

SUMMARY: In the Rules and Regulations
section of this issue of the Federal
Register, the IRS is issuing temporary
regulations concerning the application
of section 199 of the Internal Revenue
Code, which provides a deduction for
income attributable to domestic
production activities. The text of those
regulations also serves as the text of
these proposed regulations. This
document also provides notice of a
public hearing on these proposed
regulations.

DATES: Written or electronic comments
must be received by January 17, 2007.
Outlines of topics to be discussed at the
public hearing scheduled for February
5, 2007, must be received by January 16,
2007.

ADDRESSES: Send submissions to:
CC:PA:LPD:PR (REG-127819-06), room
5203, Internal Revenue Service, PO Box

7604, Ben Franklin Station, Washington,
DC 20044. Submissions may be hand
delivered Monday through Friday
between the hours of 8 a.m. and 4 p.m.
to CC:PA:LPD:PR (REG-127819-06),
Internal Revenue Service, Crystal Mall 4
Building, 1901 S. Bell St., Arlington,
VA, or sent electronically, via the IRS
Internet site at http://www.irs.gov/regs
or via the Federal eRulemaking Portal at
http://www.regulations.gov (IRS—-REG—
127819-06). The public hearing will be
held in the auditorium of the New
Carrollton Federal Building, 5000 Ellin
Rd., Lanham, Maryland 20706.

FOR FURTHER INFORMATION CONTACT:
Concerning the regulations, Paul
Handleman or Lauren Ross Taylor, (202)
622—3040; concerning submission of
comments, the hearing, and/or to be
placed on the building access list to
attend the hearing, Kelly D. Banks, (202)
622-7180 (not toll-free numbers).
SUPPLEMENTARY INFORMATION:

Background

Temporary regulations in the Rules
and Regulations section of this issue of
the Federal Register amend the Income
Tax Regulations (26 CFR part 1) relating
to section 199. The temporary
regulations provide guidance
concerning the amendments made by
the Tax Increase Prevention and
Reconciliation Act of 2005 to section
199 of the Internal Revenue Code. The
text of those regulations also serves as
the text of these proposed regulations.
The preamble to the temporary
regulations explains the amendments.

Special Analyses

It has been determined that this notice
of proposed rulemaking is not a
significant regulatory action as defined
in Executive Order 12866. Therefore, a
regulatory assessment is not required. It
also has been determined that section
553(b) of the Administrative Procedure
Act (5 U.S.C. chapter 5) does not apply
to these regulations, and because the
regulations do not impose a collection
of information on small entities, the
Regulatory Flexibility Act (5 U.S.C.
chapter 6) does not apply. Pursuant to
section 7805(f) of the Internal Revenue
Code, this notice of proposed
rulemaking will be submitted to the
Chief Counsel for Advocacy of the Small
Business Administration for comment
on their impact on small business.

Comments and Public Hearing

Before these proposed regulations are
adopted as final regulations,
consideration will be given to any
written comments (a signed original and
eight (8) copies) or electronic comments
that are submitted timely to the IRS.



July 15, 2006

To: publiccomments @bis.doc.gov
From: William A. Root - waroot@aol.com
Subject: China Proposed Rule RIN0694-AD75 (71 FR 38313-38321, July 6, 2006)

It is recommended that, in the subject proposed rule, 744.21(a), the last sentence of 744.21(b),
and 744 Supplement 2 be deleted and “paragraphs (a) and (b)” be changed to “paragraph (b)” in
744.21(c).

This recommendation is for consistency with the policy stated in the first sentence of the Federal
Register notice, namely:
It is the policy of the United States Government to prevent exports that would make a
material contribution to the military capability of the People’s Republic of China (PRC),
while facilitating U.S. exports to legitimate civil end-users in the PRC.

License requirements for export or reexport to China were removed from the items listed in
proposed 744 Supplement 2 on findings by the U.S. Government, and its allies in COCOM or
Wassenaar, that this would be consistent with the agreed criteria of those organizations. Those
criteria did not, and do not, differ substantially from the material contribution to military
capability policy stated in the proposed rule. The proposed license requirement for such items if
the exporter knows of any military end-use would cast a much broader net than the stated policy
of preventing a material contribution to China’s military capability. The proposed broad
definition of “military end-use” clearly goes far beyond “material contribution to military
capability.” It is unlikely that the problem can be solved by revising that definition, because
“material contribution to military capability” is a largely subjective judgment best left to military
experts in the Government. The issue is, therefore, whether, in order to further the stated policy,
export controls must restrict trade which, in the vast majority of cases, would not come close to
contravening that policy.

It is possible that a situation might arise in which an export or reexport to China of an item not
now requiring a license could make a material contribution to that country’s military capability.
For example, about 20 years ago, the U.S. Government obtained intelligence on the basis of
which it determined that export of a Consarc furnace to a destination of concern should be
stopped. Extraordinary measures were required to accomplish this, because that furnace did not
require a license for export to that destination. This experience led to the Enhanced Proliferation
Control Initiative (EPCI) in the early 1990s. Since then, under EPCI, a license has been required
for unlisted items if the exporter knows, or BIS informs the exporter, that the end-use would be
related to a weapon of mass destruction (WMD).

It is now proposed to expand EPCI to cover all military uses, not just relatively narrow WMD
uses. Moreover, this expansion is being proposed without informing the public of any evidence
that the “exporter knows” portion of the EPCI procedure has been effective in furthering its



goals. The Government is much more likely to become aware than the exporter of a potential
export of an unlisted item which should be stopped. That is what happened in the Consarc
furnace case. A future such case could be stopped using the “is informed by BIS” procedure,
which would remain in the proposed rule under the above recommendation.



From: "Richard Pearce" <azarrays@msn.com>

To: <publiccomments@bis.doc.gov>
Date: Fri, Jul 28, 2006 6:23 PM
Subject: RIN 0694-AD75

I am a small manufacturer of geophysical seismic equipment used in marine
geophysics. I am also the inventor of a technology for use in seismic towed
arrays that was classified Secret upon approval of my patent in 1992. The
secret designation was released in 1994 and my patent was issued. As a result
of my invention of the polymer hydrophone in 1992, in 1994 the export
regulations were re-written to specifically include my technology and have
remained so since. The irony of all this if the fact that the US Navy has
never implemented my technology in any system. Over the years the export
requirements of 6A001 have been relaxed to allow export of my systems to all
the Wasswnaar country's with No License Required based on National Security.
As most are aware, the People's Republic of China is one of the fastest
growing markets in the world especially for systems related to the exploration
and production of 0il and gas. For those of us in the manufacturing end of
the seismic exploration business, the past many years have not been good, with
most US firms having been absorbed by foreign companies. Those foreign
companies now export to China, perform surveys in China and have formed
partnerships with Chinese companies. Secondly, many Chinese companies are
manufacturing the constituent parts that we use here in the US to build
seismic systems. For instance, the Chinese now manufacture geophones and
hydrophones used in towed arrays and land seismic systems. Many US
manufactures use the Chinese manufactured products.

The regulations are very specific regarding the type and performance of
hydrophones exported from the US, the regulations prohibit the export of
various configurations of hydrophones within a system and place unreasonable
limits on those configurations under the assumption that they can be used in
military applications. The unreasonable part of this is that the performance
specifications relative to sensitivity prohibit and make senseless the
restrictions on channel spacing. So, on one hand we know that a certain
sensitivity is required to make a system militarily useful, a system
constructed that does not incorporate still is restricted in the channel
spacing requirement. Virtually all geophysical systems use hydrophones that
possess a sensitivity of -194 dB re 1lv/uPa. The regulation indicates that any
hydrophone with a sensitivity of -180 dB re lv/uPa is restricted (-180 being
more sensitive than -194). There are many reasons for the magic -180 number
and are justified. However, a system constructed using the -194 hydrophone
can not achieve the performance necessary to make it useful for such things as
submarine detection so it is virtually of no use for that purpose. The
largest roadblock faced in construction of commercial seismic arrays for
export is the limitation imposed by the channel spacing. It is unreasonable
considering what is necessary to achieve the performance of any surveillance
array now or in the past used by the US Navy. The current regulation
indicates a 12.5 meter channel spacing. This is the standard channel spacing
for deep seismic operations both 2D and 3D. The manufacturers of deep seismic
systems are able to export with little problem. They are large companies like
Teledyne. I am a small company making small systems used specifically for
high resolution engineering geophysics surveys which are performed prior to
placing rigs, building bridges and are necessary to define the faults and
subsurface characteristics of the sea-floor. They are shallow surveys and



required denser spatial sampling so naturally, given the methods by which
surveys are done, they require shorter spacing between the groups.
Conventional seismic arrays are constructed using an oil filled tube into
which the acoustic sensors are placed. Modifying the spacing is a simple
matter of emptying out the oil, and putting the sensors closer together. It
is not rocket science and the Chinese are quite capable of doing this. So it
is easy to compromise the spacing on an oil filled array to violate the
spacing requirements imposed by the regulations yet we allow these systems to
be exported to China. My company constructs solid arrays that by their nature
can not be altered in any way and yet I can not export to China unless I
maintain the 12.5 meter spacing requirement.

I believe that we should allow export under license of seismic towed arrays to
China that have channel spacing as small as 3.125 meters while observing the
depth performance limitations as well as the sensitivity limitations imposed
by the current regulations. This will prohibit their use in dual purpose
applications. After all, the Chinese have the capability and can build arrays
in any configuration they please. The restrictions imposed by this notion
that we would somehow transfer to the Chinese a technology that has dual
purpose is ludicrous. The US has allowed it's dominance in this field to be
sold off to the highest non-US bidder over the past several years. We are now
at a serious disadvantage in the field of seismic exploration. That I believe
is the tragedy and presents a larger threat to our national security than does
the channel spacing of an array.

Sincerely,
Richard Pearce

President
Pearce Technologies Inc.



\_& B S I~\e Robert W. Holleyman, Ii

BUBINESS SOFTWARE ALLIANCE President and Chief Executive Officer
1150 18th Street, NW September 6, 2006
Suite 700
Washington, DC 20036 The Honorable Mark Foulon
Acting Under Secretary for Industry and Security
Bureau of Industry and Security (BIS)
p. 202/872.5500 U.S. Department of Commerce
f. 202/872.5501 14th Street and Constitution Avenue, NW

Washington, D.C. 20230
Dear Mr. Foulon:

On behalf of the members of the Business Software Alliance (BSA)*, we
appreciate the opportunity to continue this dialogue with you and your
office concerning the proposed changes to the U.S. export control
regulations applying to U.S.-China trade. BSA and its member
companies support an effective export control system that protects U.S.
national security, while also maintaining a favorable environment for
U.S. businesses. However, we continue to have serious concerns with the
proposed rule and the unilateral approach the U.S. appears to be taking
in fulfilling the multilateral commitment of the Wassenaar
Arrangement. : ' - o :

No other countries appear to be taking similar approaches with regards
to their exports to China. It is in our view that this regulation will
significantly harm our industry’s ability to compete in China with foreign
and homegrown competitors. The regulation also places an incremental,
higher control over proprietary source code to China: restricting the
ability of U.S. companies to export this type of widely available
commercial proprietary software will boost the efforts of those in the
Chinese government who favor adopting open source software
procurement preferences. The U.S. government has long supported a
position of technology neutrality toward software platforms.

We outline some of our immediate thoughts below.

Widely available products, such as retail software and those
products sold through retail channels should be excluded:

We recommend that retail software, as well as products typically sold
through retail channels be excluded from the proposed regulations.
Specifically, these would be products classified under ECCN 5D992 and -
5D002 eligible for ENC Unrestricted treatment. In the past, these
products were exempted from most restrictions and national security
controls because they were deemed not useful for military end use
purposes. Software products, by nature, are a commodity so widely
available to the general public that they cannot be easily controlled.

WWW.BSA.ORG




The Honorable Mark Foulon
September 6, 2006
Page 2

Rampant software piracy in China is a clear indication of this. Therefore,
rolling back export controls on retail software and products typically sold
through retail channels in China will not add significant national security
value.

End-User Certificate (EUC) requirements will hinder our ability to
compete in China:

We believe the EUC requirements are too broad. We recommend that
certification apply only to dual-use products and that we try to push for
a distribution license exception (1 year vs. individual product).
Furthermore, the EUC requires additional operational due diligence,
time and support, which imposes significant time lags for U.S. companies
and BIS. The resulting additional delays would put U.S. companies at a
competitive disadvantage versus companies in other countries that are
not held to the same restrictions for conducting business in China. In
addition we are skeptical that China’s Ministry of Commerce (MOFCOM)
has the capacity and staffing required to fulfill their end of the
commitment and perform in a timely fashion. It also would not be
unreasonable to assume that MOFCOM could discriminate against
issuing certificates to US companies in order to favor domestic Chinese
producers. For this rule to be properly considered, the U.S. would at
least need serious commitments from China to ensure timeliness,
appropriate staffing, and non-discriminatory issuance of certificates. It
would be helpful if BIS circulate recommendations on a distribution
license scheme as well as provide proposed conditions for such a
licensing scheme.

Validated End User Authorization (VEU) creates significant
burdens that hurt our competitiveness:

The proposed VEU, much like the EUC, creates additional process
burdens for both U.S. companies and BIS. It is our understanding that
BIS will only list names provided by U.S. companies after they have been
vetted. The requirement places a huge burden on U.S. companies
without much benefit. In addition, the VEU would be extremely difficult
to police and would most probably inundate companies with compliance
burdens. It would be much more beneficial to US companies if BIS
would provide names of companies they have previously vetted and for
whom they have provided individually validated licenses (IVLs). Of
course such a list would need disclaimer language so not to have the
appearance of a commercial endorsement from BIS.

Clear guidance on due diligence for obtaining knowledge of a
military end use is needed:

We urge greater clarification on the expectation for due diligence in
attaining knowledge of a military end-use. Military end-use can
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encompass a breadth of applications if due diligence and knowledge are
not applied restrictively. There needs to be clear guidelines on what
constitutes acceptable forms of due diligence. Specifically, there needs

: to be guidance on handling manufacturing relationships for

; technologies and products that did not previously require licenses, but
now do. Additionally BIS should provide guidance about how one

. should treat entities that appear to be private/commercial in nature but
i may in fact be controlled by the Chinese military, unbeknownst to the

s US company.

Beyond these important specific concerns, we urge a fundamental
reevaluation of the current unilateral approach to the proposed
regulations. We encourage a multilateral approach, one that involves
negotiating guidelines with other supplier countries, to adequately
address U.S.-China policies and formulate reasonable export control
regulations. We look forward to collaborating with you and your office
to address our national security priorities, while also maintaining a
favorable environment for US businesses.

| Sincerely—>

1 e "~

e (% »

Robert W. Holfeyman, Ii
! President ang/ CEO

!
|
|
1 Cc: Matthew Borman, Deputy Assistant Secretary for Export
: Administration

| Bernard Kritzer, Director, Office of National Security and

f Technology Transfer Controls, Bureau of Industry and Security
| Catherine Pratt, Director, Office of Information Technology
Controls Division, Bureau of Industry and Security

*The Business Software Alliance (www.bsa.org) is the foremost organization dedicated to

i promoting a safe and legal digital world. BSA is the voice of the world's commercial software

i industry and its hardware partners before governments and in the international marketplace.

: Its members represent one of the fastest growing industries in the world. BSA programs foster
technology innovation through education and policy initiatives that promote copyright

: protection, cyber security, trade and e-commerce. BSA members include Adobe, Apple,

i Autodesk, Avid, Bentley Systems, Borland, Cadence Design Systems, Cisco Systems, CNC

! Software/Mastercam, Dell, Entrust, HP, IBM, Intel, Internet Security Systems, McAfee, Microsoft,

: PTC, RSA Security, SAP, SolidWorks, Sybase, Symantec, Synopsys, The MathWorks, and UGS.
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October 12, 2006

U.S. Department of Commerce
Bureau of Industry and Security
Regulatory Policy Division

Office of Exporter Services

14™ St. and Constitution Ave. NW
Room 2705

Washington, DC 20230

Attention: Sheila Quarterman
RIN 0694-AD75

RE: Proposed Rulemaking Concerning Revisions and Clarifications of Export
and Re-export Controls for the People’s Republic of China (PRC) and New
Authorization Validated End-User (71 Fed. Reg. at 38.313, July 6, 2006)

Dear Ms. Quarterman:

On behalf of the members of the EDA Consortium, we appreciate the opportunity to
comment on this important proposed rule.

EDA Consortium appreciates the difficulty inherent in developing an export control
policy that fosters civilian trade with China while at the same time recognizing that
exports to certain end-uses may not further the national security and foreign policy
interests of the United States. The evolution of the Proposed Rule for China
highlights some of these difficulties. As currently proposed, EDA Consortium
member companies feel that this rule has potentially serious impact on both export
compliance costs and risk in a critical export market for the United States. As you
continue to discuss this matter inter-agency, we hope that you will consider the
following points.

EDA software has been specifically excluded from the Wassenaar Dual Use List
for fifteen years, as recognized in the Dual Use List Reviews for 2003 and 2005,
and should be excluded from MEUR for China

EDA Consortium appreciates all of the efforts put forth by the Bureau of Industry and
Security and other interested agencies to ensure that Electronic Design Automation
(“EDA”) software has been, and remains, excluded from the Wassenaar Dual Use
List. The clarification of Item 3.D.3 in the 2003 Dual Use List Review, and the
addition of a new Note to Item 5.A.2 in the 2005 Dual Use List Review, have
reaffirmed that EDA software is not of significant strategic concern. EDA software is
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foreign policy interests of the United States to disadvantage items classified under
3D991 because they do not include cryptography, vis-a-vis items classified under
5D992 because they do include cryptography. Clearly, the preferred outcome would
be to exclude EDA software entirely from the scope of MEUR for China.

The China market for EDA software is the fastest growing segment of the world
market.

The China market for EDA software is not large compared with markets for
aerospace and even for other electronics products. However, China is the fastest
growing market segment in the world for EDA software, and has one particular
characteristic which could cause a disproportionate impact on EDA Consortium
member companies.

Most students of integrated circuit design learn to use EDA software when they are in
college or university engineering programs. In order to “seed” the market, EDA
Consortium member companies often provide EDA software at a reduced price to
college and university engineering programs, with the expectation that graduates will
continue to use the programs learned during their academic experience.

If Chinese colleges and universities should conclude that a significant number of their
graduates would not be able to use EDA software from U.S. companies in the full
scope of their employment, they might prefer to use EDA software from other
sources, either indigenous or from third countries. Such a reluctance to use EDA
software from U.S. companies could have a dramatic impact on sales to legitimate
end-users in China, if the “best and brightest” integrated circuit engineers in China
learn their trade using EDA software from indigenous or third country sources.

The proposed License Exception Certified End-User would be most helpful to
companies that sell large dollar value products directly to small numbers of
customers, but it would not be particularly helpful to companies like EDA
member companies that sell small dollar value products indirectly to large
numbers of customers

EDA Consortium recognizes that the MEUR for China has evolved to include not
only a “stick” in the form of a restriction on sales to military end-uses, but also a
“carrot” in the form of the new License Exception Certified End-User. We believe
that this is a positive development, and would not like to see the License Exception
Certified End-User removed.

Nevertheless, it is important to point out that the License Exception Certified End-
User is likely to be useful only to companies that sell large dollar value products
directly to a small number of customers. For example, it might be useful to some
number of aerospace companies that sell to China’s civil aviation operators.
Companies like EDA Consortium members, that sell (relatively) small dollar value
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products to large numbers of customers through indirect sales channels are not likely
to benefit from the License Exception Certified End-User.

As regulations concerning exports to China become more complex, greater
clarity in knowing the end-user can be obtained by providing CEU and Entity
Names in Mandarin.

Assuming that a Certified End-User program is adopted, EDA Consortium strongly
advocates that BIS help the exporting community by publishing the list of companies
on this list in Mandarin Chinese. In addition, and even more important, is to have BIS
publish the list of Entity and Unverified Chinese destinations in Mandarin. Today
there is unnecessary confusion created when order-takers in China are translating
narnes from English to Chinese. For example, the listed Entity “Beihang University”
is known in Chinese as “Bei Hang” — two words. This Entity name may be missed by
database checkers who are entering “Bei Hang” instead of “Beihang”. We all want to
ensure that we are not selling to proscribed entities — BIS could assist the exporting
community in a meaningful way by providing the correct Mandarin names.

Conclusion

For these reasons, among others, we respectfully submit that EDA software classified
under 3D991 should be removed from the scope of the MEUR for China. We remain
optimistic that a reasonable scope of a MEUR for China can be devised that not only
protects the national security and foreign policy interests of the United States, but
also recognizes that unfettered EDA software can contribute to the continuing market
leadership of American companies in the EDA software field in China. We would be
pleased to respond to any additional questions and concerns that may not have been
addressed in this letter, in a manner and time that would be mutually convenient.

Sincerely,
r - g
,"’l a I /
AR ] {
Larry Disenhof

Export Committee Chair, EDA Consortium

Group Director, Export Compliance and Government Relations, Cadence Design
Systems

Cc: EDA Consortium Export Committee



October 23, 2006,

To: publiccomments @bis.doc.gov
From: William A. Root - waroot@aol.com
Subject: China Proposed Rule RIN0694-AD75 (71 FR 38313-38321, July 6, 2006)

Authority and Justification

The statutory authority and national security justification for the proposed new control on exports
to China are questionable.

Section 5(c)(6) of the Export Administration Act restricts authority to impose national security
export controls unilaterally. Section 202(b) of IEEPA limits the exercise of authorities under that
Act to dealing with an unusual and extraordinary threat with respect to which a national
emergency has been declared. No emergency has been declared to authorize imposition of
unilateral controls on exports to China of items which the United States has determined over the
years would not make a material contribution to a conventional military capability.

The recent North Korean test of a nuclear weapon constitutes the current extraordinary threat in
East Asia. Countering that threat is vastly more important than controlling exports to China of
items of no demonstrated military significance. China has more influence on North Korea than
any other nation. The proposed rule would jeopardize Chinese cooperation with U.S. efforts to
rein in North Korean nuclear proliferation.

Regulatory Aspects

The remainder of this message responds to recent BIS stated desires for comment on various
regulatory aspects of the proposal. They are not intended to modify the above arguments to
withdraw the proposal altogether. Similarly, if the proposal is not withdrawn, they are not
intended to supersede my July 15 recommendation to limit the new control to the “is informed”

procedure in proposed 744.21(a)(2) and (b). If that recommendation were accepted, the following
comments would become moot.

Scenarios

The broad coverage of many of the 47 categories listed in proposed 744 Supplement 2 plus the
broad definition of “military end-use” make it a simple matter to describe license requirement
scenarios clearly going beyond the stated objective of preventing material contributions to PRC
military capabilities. This is particularly true for components and accessories. For example, of
the thousands of parts and components covered by 9A991 which might be “incorporated into” an
aircraft on the USML, the vast majority are general purpose and have no military significance
whatsoever. Indeed, incorporation of some of these components would decrease rather than
increase the military capability of such an aircraft. Such scenarios become even more ludicrous if



one considers the broad interpretation of “specially designed” in the FMI court case and the

broad coverage of technology and software unless modified by the defined word “required” in the
General Technology Note.

Foreign Availability

Most xx99x ECCNs were removed from the COCOM Industrial List or the Wassenaar Dual-Use
List following determinations of foreign availability or of such wide general availability as to
make effective control impossible. Particularly significant examples include oscilloscopes and
semi-conductor manufacturing equipment. The oscilloscope item was subjected to rigorous and
numerous foreign availability studies over many years before it was removed from the
international list. Unilateral U.S. control of equipment, software, and technology for the
manufacture, inspection, or testing of electronic components and materials has gradually
expanded over the years as multilateral controls have contracted. The contraction of multilateral
controls has been based, for the most part, on foreign availability. It should not be necessary for
exporters to repeat such studies in order to justify a removal of items from the list of 47. Indeed,
EAA Section 5(c)(6)(A)(i) puts the burden on the Secretary (of Commerce) to determine that
there is no foreign availability if unilateral controls are to continue even for 6 months.

Military End-Use vs. Material Contribution to Military Capability

“Military end-use,” no matter how defined, is far broader than material contribution to military
capability. It is, therefore, recommended that 744.21(a) be revised to read (deleted-text new text):
You have knowledge that the item is intended, entirely or in part, for a “military end-use,”
as defined in paragraph (f) of this section, inthe-PRE which would make a material
contribution to the military capability of the PRC.
This would limit the license requirement to the objective as stated in the proposed rule. It would
relieve the exporter of the need to review exports for the countless items covered by the listed 47
categories which could not possibly make a material contribution to military capability. If it were
possible to define any of the 47 categories with sufficient precision to identify what would clearly
make a material contribution to military capability, that definition should be added to the
Wassenaar multilateral list. Exporters can be relied upon not to abuse a license-free regime for
items with military uses which do not make a material contribution to military capability. That is
because they do not wish to violate this stated U.S. policy. License applications would then be
limited to the relatively few transactions for which an exporter might be in doubt as to whether a
material contribution to a military capability would result.

Texts of the controlled items

For reasons stated above, deletion is the preferred option for each of the 47 items in proposed
744 Supplement 2. The following comments become relevant only if, for whatever reason, that
item were not to be deleted from the Supplement. Recommendations below to put “specially
designed” in quotation marks assume that “(MTCR context)” is removed from the definition of



that term in 772.1

(1)(i1) 1B999.e Equipment eentrolled-by1B999-e, not controlled by 1B001, specially-designed

“specially designed” for the production of structural composites, fibers, prepregs and preforms
controlled in Categery+n-e-s- ECCNs 1A002, 1C007, 1C010, or 1C210

(1)(1i1) 1C990 Fibrous and filamentary materials, not controlled by 1C010 or 1C210, for use in
“composite” structures and with a specific modulus of 3.18 x 10°m or greater and a specific
tensile strength of 7.62 x 10*m or greater.
(Such materials have predominantly civil uses. An exporter would normally not know
whether an importer producing both civil and military end-items planned to use the
imported materials for civil or military end-use. The extent of production in China or
import from third countries into China is currently being researched.)

(1)(iv) 1C995.a,b Mixtures not controlled by 1C350, 1C355 or 1C395 that contain chemicals
controlled by 1C350 or 1C355 afmned*eal—&ﬁabﬂeal—éagﬂes&&aﬁd—ﬁeeﬂesﬁ@eﬁs—net—

ef—kems—@en&el-led—), except e ical; ical-di te; i it

mixtures containing less than 1% by weight or when the controlled chemicals are normal

ingredients in consumer goods packaged for retail sale for personal use.
(It is impractical to control trace amounts. 1C395 License Requirements Note 2 states that
controlled chemicals which are normal ingredients in consumer goods packaged for retail
sale for personal use are classified EAR99.)

(1)(vii) 1D993 “Software” speeifically-designed “required” for the “development”, “production”,
or “use” of equipmentor fibrous and filamentary materials controlled by 1C210.b, or 1C990

een&eﬂed—m—@a{egefy—}—,n—eﬁ— “Software” “requlred” for the “use” of 1B999 e as mod1f1ed in

744 Supplement 2 (1)({1).

(1)(viii) 1E994 “Technology”, according to the General Technology Note, for the

“development”, or “production”;-er—use” of fibrous and filamentary materials controlled by
1C990.

(2)(1) 2A991 Bearings and bearing systems not controlled by 2A001 (See List of Items
Controlled)

(2)(i1) 2B991.c i

substltutmg 0, 008mm for 0 020mm in c.2.a, c.2.b,andc.2.c; and machme tools havmg the

characteristics of ene-er-meore-contonring—titingspindles”econtroled-by 2B991.d heading,
2B991.d.1 heading, and 2B991.d.1.a.




(2)(iii) 2B992 Non-“numerically controlled” machine tools for generating optical quality
surfaces, and but omitting specially designed components therefor (See List of Items Controlled)

(2)(v) 2B996 Dimensional inspection or measuring systems or equipment not controlled by
2B006 (See List of Items Controlled)

(3)(i) 3A292 Oscilloscopes and transient recorders, otherthanthese not controlled by 3A002.a.5,
and but omitting specially designed components therefor (See List of Items Controlled)

(3)(i1) 3A999.c Limited-to-items-controled-by3A999.¢ Flash x-ray machines and Marx
generators, but omitting other components of pulsed power systems designed thereof, including
high power pulse shaping networks, high voltage cagacitors, and triggers.
(““Other components” is vague. Pulse shaping, capacitors, and triggers are covered by
ECCNs 3A228, 3A229, 3A230, or 3A001.e.2.b.)

(3)(iii) 3B991 Equipment not controlled by 3B001 for the manufacture of electronic components
and materials, and but omitting specially designed components and accessories therefor. (See
List of Items Controlled, deleting “or 3A991" from 3B991.a)

(3)(iv) 3B992 Equipment not controlled by 3B002 for the inspection or testing of electronic
components and materials, ard but omitting specially designed components and accessories
therefor. (See List of Items Controlled, deleting “or 3A991" from 3B992.a)

(3)(v) 3D991 “Software —spee}al-l-y—des}gned regu1red” for the “development” or productlon e

equapmem—een&el—led—by—BAQQ%ef manufactunng and test equ1pment controlled by 3B991 and
3B992 as modified in 744 Supplement 2 (3)(iii, iv).

(3)(vi) 3E292 “Technology” according to the General Technology Note for the “development”,
or “production”;-er—use> of equipment controlled by 3A292 as modified in 744 Supplement 2

3)Q).

(3)(v11) 3E991 “Technology according to the General Technology Note for the “development”,

r “production”;-er—use= of electronic-devices-orcomponents-controlled-by3A991 general-

pwpese—elee&rem&eqw-pmem—eeﬂtfelled—by%AQQQ—m manufacturing and test equipment
controlled by 3B991 and 3B992 as modified in 744 Supplement 2 (3)(iii.iv).

(4)(i1) 4D993 “Program” proof and validation “software”, “software” allowing the automatic
generation of “source codes”, and operating system “software” not controlled by 4D003 that are
speectally-desigred regulred” for real time processing equipment.

(4)(iii) 4D994 “Software spectally-designed-ormedified “‘required” for the “development “,

product1on sor—use” of equ1pment controlled by 4A101, 4A994with-an-Adjusted Peak
FRCe ' 4B994 and materials




controlled by 4C994.
(Software for computers exceeding 0.04 WT is already covered by 4D001.b.)

(4)(1v) 4E992 “Technology” according to the General Technology Note for the “development “,
r “production”;-eruse” of equipment controlled by 4A994-as-described-in-thisRart-744;-and
4B994 materials controlled by 4C994, or “software” controlled by 4D993 or 4D994 as modified

(Technology for computers exceeding 0.04 WT is already covered by 4E001.b. )

(5)(i1) 5B991 Telecommunications test equipment;-#-e-s- “‘specially designed” for 5A991 as
modified in 744 Supplement No. 2 (5)(1)

(5)(iv) 5D991 “Software” speeiatty-designed-ormedified “required” for the “development”, or
“production”;-eruse” of equipment controlled by SA001 and or SB991 _as modified in 744

Supplement No. 2 (5)(1,ii)

(5)(v) SE991 “Technology”, according to the General Technology Note, for the “development”,
“production”, or “use” of equipment controlled by SA991 or 5B991, or “software” controlled by
5D991 as modified in 744 Supplement 2 (5)(i,i1,iv)

(6)(1) 5A992: revise by describing what it is intended to control and by deleting “and software”
three times

(6)(ii) 5D992: revise by describing what it is intended to control; adding to the list of exceptions
5D992.c “Software” designed or modified to protect against malicious computer damage, e.g.,
viruses; and deleting “commodities and” three times.

6(iii) 5SE992 “Technology”, according to the General Technology Note, for the “development”, or
“production”ser—use> of equipment controlled by 5A992 or “software” controlled by 5D992 as
modified in 744 Supplement No. 2 (6)(i.ii)

(7)(i) 6A995 “Lasers”, not controlled by 6A005 or 6A205 (See List of Items Controlled)
(6A005 is probably overly restrictive, not having been revised for many years. Therefore,
there is unlikely to be a need to control anything in 6A995.)

(8)(1) 7A994 ... avionic equipment, including “specially designed” parts and components, n.e.s.

(8)(ii) 7B994 Other equipment “‘specially designed” for the test, inspection, or “production” of
navigation and avionics equipment.

(8)(iii) 7D994 “Software”, n.e.s., “required” for the “development”, or “production”;-er—use” of
navigation, airborne communication, and other avionics.

(8)(iv) TE994 “Technology”, n.e.s., according to the General Technology Note, for the
“development”, or “production”-er=use> of navigation, airborne communication, and other




avionics equipment.

(9)(i) 8A992.a,b,c Underwater systems or equipment, not controlled by 8A002, and speecially-
designed “‘specially designed” parts therefor.

(9)(i1) 8D992 “Software” speeially-designed-or-medified “required” for the “development”, or
“production”;-er—use” of equipment controlled by 8A992.a,b.c

(9)(iii) 8E992 “Technology”, according to the General Technology Note, for the “development”,
or “production”;-er—use> of equipment controlled by 8A992.a,b,c

(10)(1) 9A991 “Aircraft”, n.e.s., and gas turbine engines not controlled by 9A001 or 9A101 and
parts and components ‘“‘specially designed” therefor, n.e.s. .
(Aircraft parts and components are probably adequately controlled by USML VIII(h) plus
CCL Categories 7 and 9. Indeed, the DOS CJ determination that even general purpose L-
100 components are ITAR constitutes over-control.)

(10)(ii) 9B990 Vibration test equipment and specially-designed parts and components “‘specially
designed” therefor, n.e.s.

(10)(ii1) 9D990 “Software”, n.e.s., “required” for the “development” or “production” of
equipment controlled by 9A990-er 9B990 as modified in 744 Supplement 2 (10)(ii)

(10)(1v) 9D991 “Software” “required” for the “development” or “production” of equipment
controlled by 9A991 as modified in 744 Supplement 2 (10)(i) e+ 9B99+

(10)(v) 9E990 “Technology”, n.e.s., according to the General Technology Note, for the
“development”, or “production”;-es~use” of equipment controlled by 9A990-ex 9B990 as_
modified in 744 Supplement 2 (10)(ii)

(10)(vi) 9E991 “Technology”, n.e.s., according to the General Technology Note, for the
“development”, or “production”;-er—use” of equipment controlled by 9A991 as modified in 744
Supplement 2 (10)(1) ex9B99+

Chinese End-User Certificate

Counter-productive requirement

The requirement to obtain a Chinese End-User Certificate (EUC) to support an application for
exporting one of the 47 items to China for a military end-use should be removed in order not to
undermine the purpose of the control. Many years ago a similar, Fowler-Debre, requirement for a
French Government certification of non-nuclear use of U.S. high performance computers being
considered for export to France was removed for this reason. A request by a U.S. exporter for an
EUC for one of the 47 items would alert the Chinese authorities that the Americans assume a



military end-use which would result in denial if that use were determined to constitute a material
contribution to Chinese military capability. This could delay issuance of the EUC while the
Chinese tried to figure out how to reduce the risk of denial. Meanwhile the exporter would be
unable to submit the license application because of the requirement that it include the EUC
number. The exporter may be motivated to apply for a license either to alert U.S. authorities to a
potential problem or to seek to persuade U.S. authorities that the license should be approved
because the military nature of the end-use was inconsequential. Either way, the Chinese delay
would be to the disadvantage of both the U.S. exporter and the U.S. governmental authorities.
The latter would be kept in the dark while the Chinese sought to acquire the item from another
source less likely to be denied. In other words, the EUC requirement could defeat the purpose of
the new control. This would be particularly unfortunate, since the Chinese certificate would be
largely, perhaps entirely, irrelevant, being related to the end-user, whereas the U.S. control
applies to the end-use and not to the end-user.

Needed clarification of requirement

If this EUC requirement is retained, clarification is needed. Proposed 748.9(b)(2)(i) states that an
EUC may be required if there is an affirmative answer to the question “does your transaction
involve items that require a license to the PRC for any reason?” An export of one of the 47 items
to China would involve an affirmative answer even if the end-use were clearly civil. Proposed
748.10(c) states this even more unequivocally:
Note that in the case of the PRC, applicants must require that the importer obtain an End-
User Certificate for all items on a license application that are controlled to the PRC for
any reason on the CCL.
In other words, the proposed rule states an unintended requirement to obtain an EUC in order to
export one of the 47 items to China whether the end-use is civil or military.

De minimis discrimination against China

There is no apparent reason for China to be treated more restrictively than other destinations with
respect to the $5,000 de minimis EUC exception. Proposed 748.10(b)(4)(i) states:
If the total value of entries that require a license to the PRC for any reason on the CCL on
a license application exceeds $5,000, then a PRC End-User Certificate covering all
controlled items on your license application must be obtained.
This means that a license application involving 10 different ECCNSs, each at $501, would require
a PRC EUC. This contrasts with 748.10(b)(5)(i) which, for a destination other than the PRC,
requires an EUC only if a single national security entry on the CCL exceeds $5,000. One
wonders why $501 non-national security items to China would require an EUC whereas a $4,999
national security item to another destination would not.



WISCONSIN PROJECT ON NUCLEAR ARMS CONTROL

T

October 27, 2006

U.S. Department of Commerce

Bureau of Industry and Security
Regulatory Policy Division

Room 2705

14" Street and Pennsylvania Avenue, NW
Washington, DC 20230

Attention: RIN 0694-AD75

RE: Comments on Proposed Rule - Revisions and Clarification of Export and Reexport Controls
for the People's Republic of China (PRC); New Authorization Validated End-User

Dear Sir or Madam,

The Wisconsin Project on Nuclear Arms Control (“Project”) submits the following comments in
response to the Commerce Department’s Bureau of Industry and Security’s (“BIS’s”) July 6,
2006, Proposed Rule (71 Fed. Reg. 38313) setting forth Revisions and Clarification of Export
and Reexport Controls for the People's Republic of China (PRC) and a New Authorization
Validated End-User. The Project is a non-profit organization conducting outreach and public
education to bolster the nonproliferation of mass destruction weapons and their means of
delivery. For more than twenty years, the Project has pursued its mission by advocating for
strong and effective export controls worldwide. The Project commends the Commerce
Department for the step it has taken in the direction of controlling sensitive American exports to
China by publishing this proposed rule. It is not in the interest of the United States to allow its
products to help China build up its military strength. There are two separate initiatives
introduced in the rule; they deserve to be considered individually. Unfortunately, both initiatives
have serious problems which are discussed below. We recommend that the proposed rule be
withdrawn for further consideration by the Department.

PRC Military End-use License Requirement

The proposal would require a license for the export of certain listed items to China if the exporter
“knows” that item is intended for a military use. The new list of items would be set forth in
Supplement No. 2 to Part 744. At present, these items can be exported to China without a
license.

The new list of items is quite limited, having been reduced from earlier (unpublished) drafis of
the rule. It contains only a fraction of the items on the Commerce Control List that are likely to
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contribute to China’s military strength. And the Commerce Department has signaled its
openness to further diminution of the proposed list by inviting industry proposals for removal of
additional items. Commerce should not weaken this new control by eliminating items based on
their "availability" in China or elsewhere abroad. The Chinese military seeks to acquire dual-use
American goods and technologies so that they can be reverse-engineered and utilized to improve
similar but inferior products made in China or imported from elsewhere. The proposed control
seeks to inhibit such activity, and should not be undermined by the mere existence of these
inferior foreign "equivalents."

To have a greater impact, the scope of the rule should be expanded, by enlarging the list of items
subject to the new control, or even by eliminating the list altogether. If an exporter knows that
an item subject to the Export Administration Regulations is intended for a military purpose in
China, the exporter should be required to apply for a license. Such a general “catch-all” clause
would be far more effective than the proposed list of controlled items.

A second weakness in the draft rule is that it does not name Chinese military buyers. The
“knowledge” test is extremely weak unless an effort is made to help the exporter acquire the
requisite knowledge. If a Chinese buyer is unquestionably doing military work, that should be
part of what the exporter “knows” about a sale to such a buyer. As things stand now, the
Commerce Department has named only a handful of Chinese military organizations on the
present “Entity List.” This List concentrates on entities doing nuclear and missile work, and is
not directed at military firms generally. Other countries have warning lists that are much
broader, and so should the United States.

For the new control to have a meaningful impact on preventing exports that assist China's
military capability, exporters should be educated about Chinese military end-users. Industry has
reasonably requested that a list of "targeted" end-users be made part of any guidance on
complying with the new controls. And it would be a simple matter to list such organizations --
their activities are described in open sources. The publication of such a list will ease the burden
on exporters of performing due diligence under the new rule. The appearance of an end-user on
the list could serve as a "red flag" requiring further investigation by the exporter. Alternatively,
the exporter could be required to apply for a license if the intended recipient was listed. To be
effective, a public list of Chinese military end-users would need to include contact information
and related entities (subsidiaries, parents, siblings, etc.) The list would also need to be refreshed
regularly. If such a list is published, it should be accompanied by clarification that an exporter of
a listed item to China who "knows" of an intended military use is required to apply for a license,
whether or not the intended recipient is on the list.

Proposed Authorization Validated End-User (VEU)

This proposed authorization is unclear, and may be unnecessary. Certain Chinese companies
would for the first time be allowed to receive controlled American products without an export
license. The Department of Commerce would create the list of these privileged Chinese
companies by determining that the companies were engaged only in civilian activities. A
company on the list would be designated a “Validated End-User (VEU),” and would be allowed



to receive American products in specified categories license-free. The proposed authorization
should not be adopted, at least not without substantial revisions and clarifications.

The VEU scheme is intended to speed up legitimate exports to civilian end-users, and to offset
the compliance burden of the new military catch-all requirement for China. But industry
commentators doubt the proposed VEU authorization will have this beneficial effect. To take
advantage of VEU, exporters would need to comply with substantial new reporting requirements.
And both exporters and end-users would need to consent to audits by the U.S. government.
Industry experts suggest that few foreign companies — particularly Chinese companies — would
be willing to agree in advance to such audits. Industry advocates also suggest that, rather than
comply with the qualification and procedural requirements of VEU, it would be easier for
exporters to simply continue applying for individual export licenses. Thus, VEU is unnecessary
because it will not be widely utilized to reduce the compliance burden on the Commerce
Department and exporters. Indeed, a similar scheme was tried two decades ago, but it was not
used by industry and was terminated in short order.

The requirements of the proposed VEU scheme are too burdensome for industry to use it. But
these requirements are not sufficient to ensure that the scheme does not undermine national
security. And the Commerce Department does not have the resources to ensure that the VEU
scheme is implemented efficiently while protecting national security.

Fundamentally, each export of a controlled dual-use item is scrutinized a priori if an export
license is required (and applied for by the exporter). Under the proposed rule, exports of
specified sensitive dual-use items to VEUs would no longer be checked, indefinitely. The rule
requires annual reports detailing exports under the scheme, and promises periodic compliance
audits. But these measures would all be too late to stop a questionable export that was not
examined before it took place.

The rule mandates no procedures to deal with changed circumstances after a VEU is listed.
Should a VEU designation not be re-examined in cases of reorganization or change in
ownership, to check for new risks of non-civil end-use? And what if an exporter would like to
expand the list of items a VEU 1is allowed to receive without a license? Should not the VEU be
re-examined in such a case, to rule out non-civil end-uses for the new items? These are but two
situations which would require additional scrutiny by the Commerce Department, but are left
unaddressed in the proposed rule.

The rule should also make clear that the "knowledge" standard would continue to apply to an
exporter's actions vis-a-vis an entity listed as a VEU. This should be true both for the existing
nonproliferation requirements and for the proposed China military control (if it is adopted). For
example, if the exporter learns that a buyer already on the VEU list intends to use the product for
a military purpose, or to re-transfer the product to a military site, the exporter should be required
to apply for a license. The exporter should be entitled to rely on the recipient's VEU designation
only to the extent that the exporter is not aware of facts indicating non-civilian end-use. This
clarification should be expressly noted in the rule. And the exporter should be required to inform
Commerce if he discovers an intended non-civilian end-use in a transaction involving a VEU.
Such notice should also trigger reconsideration by the Department of the end-user's VEU status.



The process of properly screening potential VEUs, and sufficiently verifying their civilian status
on an ongoing basis, will require a substantial manpower investment by Commerce. Large
Chinese conglomerates involved in trade with the United States pose a substantial risk of
diversion, because they often have dozens if not hundreds of subsidiaries, many of which do
military work. But Commerce managers admit that their current knowledge of Chinese military
entities is insufficient. And there are almost no Commerce officials designated to carry out site
visits in China. The Department is already understaffed, leading to persistent complaints
regarding processing times for license applications and commodity classification requests. To
move the VEU scheme along, Commerce will be tempted to rely too much on past license
history, "recent" visits and industry suggestions in selecting VEUs, and to skimp on follow-up
audits once VEUs are certified. Department officials have already promised swift VEU
designations. Such an approach would undermine national security, and must be avoided. It
would be better to shelve the scheme, at least until the Department has the resources to
implement it efficiently and securely.

Overall, the VEU scheme as proposed is unlikely to be used by industry, and would undermine
national security and overburden the Commerce Department. If the scheme is revised and
implemented to minimize security risks, it is even less likely to be utilized by exporters. At
present, it may be best to simply abandon this approach. Furthermore, it certainly seems
premature and unwise to discuss expanding the VEU scheme to include Indian companies by
spring 2007.

Revision of End-User Certificate Requirements

The rule also proposes to require a PRC End-User Certificate for all items controlled for export
to the PRC that exceed a total value of $5,000. Such certificates are issued by the Chinese
government, contain information about the export, and provide some assurance that the exported
item would not be misused in China. The proposed change is a potential security improvement,
as such certificates are currently required only for exports controlled for national security
reasons.

However, the rule also proposes to eliminate the requirement that exporters submit the
certificates with their license applications. This seems counterintuitive, as the certificate should
be a key supporting document for evaluating the application. Unless Commerce has an up-to-
date, easily searchable database of all such issued certificates, exporters should be required to
continue submitting these documents with their license applications. Once the exporter has
procured the certificate, sending it to Commerce 1s a minimal additional burden.

Conclusion

The Project supports the intent of the Commerce Department to control sensitive American
exports to the PRC. We hope that the Department will find our comments and suggestions to be



contribute to China’s military strength. And the Commerce Department has signaled its
openness to further diminution of the proposed list by inviting industry proposals for removal of
additional items. Commerce should not weaken this new control by eliminating items based on
their "availability" in China or elsewhere abroad. The Chinese military seeks to acquire dual-use
American goods and technologies so that they can be reverse-engineered and utilized to improve
similar but inferior products made in China or imported from elsewhere. The proposed control
seeks to inhibit such activity, and should not be undermined by the mere existence of these
inferior foreign "equivalents."

To have a greater impact, the scope of the rule should be expanded, by enlarging the list of items
subject to the new control, or even by eliminating the list altogether. If an exporter knows that
an item subject to the Export Administration Regulations is intended for a military purpose in
China, the exporter should be required to apply for a license. Such a general “catch-all” clause
would be far more effective than the proposed list of controlled items.

A second weakness in the draft rule is that it does not name Chinese military buyers. The
“knowledge” test is extremely weak unless an effort is made to help the exporter acquire the
requisite knowledge. If a Chinese buyer is unquestionably doing military work, that should be
part of what the exporter “knows” about a sale to such a buyer. As things stand now, the
Commerce Department has named only a handful of Chinese military organizations on the
present “Entity List.” This List concentrates on entities doing nuclear and missile work, and is
not directed at military firms generally. Other countries have warning lists that are much
broader, and so should the United States.

For the new control to have a meaningful impact on preventing exports that assist China's
military capability, exporters should be educated about Chinese military end-users. Industry has
reasonably requested that a list of "targeted" end-users be made part of any guidance on
complying with the new controls. And it would be a simple matter to list such organizations --
their activities are described in open sources. The publication of such a list will ease the burden
on exporters of performing due diligence under the new rule. The appearance of an end-user on
the list could serve as a "red flag" requiring further investigation by the exporter. Alternatively,
the exporter could be required to apply for a license if the intended recipient was listed. To be
effective, a public list of Chinese military end-users would need to include contact information
and related entities (subsidiaries, parents, siblings, etc.) The list would also need to be refreshed
regularly. If such a list is published, it should be accompanied by clarification that an exporter of
a listed item to China who "knows" of an intended military use is required to apply for a license,
whether or not the intended recipient is on the list.

Proposed Authorization Validated End-User (VEU)

This proposed authorization is unclear, and may be unnecessary. Certain Chinese companies
would for the first time be allowed to receive controlled American products without an export
license. The Department of Commerce would create the list of these privileged Chinese
companies by determining that the companies were engaged only in civilian activities. A
company on the list would be designated a “Validated End-User (VEU),” and would be allowed



to receive American products in specified categories license-free. The proposed authorization
should not be adopted, at least not without substantial revisions and clarifications.

The VEU scheme is intended to speed up legitimate exports to civilian end-users, and to offset
the compliance burden of the new military catch-all requirement for China. But industry
commentators doubt the proposed VEU authorization will have this beneficial effect. To take
advantage of VEU, exporters would need to comply with substantial new reporting requirements.
And both exporters and end-users would need to consent to audits by the U.S. government.
Industry experts suggest that few foreign companies — particularly Chinese companies — would
be willing to agree in advance to such audits. Industry advocates also suggest that, rather than
comply with the qualification and procedural requirements of VEU, it would be easier for
exporters to simply continue applying for individual export licenses. Thus, VEU is unnecessary
because it will not be widely utilized to reduce the compliance burden on the Commerce
Department and exporters. Indeed, a similar scheme was tried two decades ago, but it was not
used by industry and was terminated in short order.

The requirements of the proposed VEU scheme are too burdensome for industry to use it. But
these requirements are not sufficient to ensure that the scheme does not undermine national
security. And the Commerce Department does not have the resources to ensure that the VEU
scheme is implemented efficiently while protecting national security.

Fundamentally, each export of a controlled dual-use item is scrutinized a priori if an export
license is required (and applied for by the exporter). Under the proposed rule, exports of
specified sensitive dual-use items to VEUs would no longer be checked, indefinitely. The rule
requires annual reports detailing exports under the scheme, and promises periodic compliance
audits. But these measures would all be too late to stop a questionable export that was not
examined before it took place.

The rule mandates no procedures to deal with changed circumstances after a VEU is listed.
Should a VEU designation not be re-examined in cases of reorganization or change in
ownership, to check for new risks of non-civil end-use? And what if an exporter would like to
expand the list of items a VEU 1is allowed to receive without a license? Should not the VEU be
re-examined in such a case, to rule out non-civil end-uses for the new items? These are but two
situations which would require additional scrutiny by the Commerce Department, but are left
unaddressed in the proposed rule.

The rule should also make clear that the "knowledge" standard would continue to apply to an
exporter's actions vis-a-vis an entity listed as a VEU. This should be true both for the existing
nonproliferation requirements and for the proposed China military control (if it is adopted). For
example, if the exporter learns that a buyer already on the VEU list intends to use the product for
a military purpose, or to re-transfer the product to a military site, the exporter should be required
to apply for a license. The exporter should be entitled to rely on the recipient's VEU designation
only to the extent that the exporter is not aware of facts indicating non-civilian end-use. This
clarification should be expressly noted in the rule. And the exporter should be required to inform
Commerce if he discovers an intended non-civilian end-use in a transaction involving a VEU.
Such notice should also trigger reconsideration by the Department of the end-user's VEU status.



The process of properly screening potential VEUs, and sufficiently verifying their civilian status
on an ongoing basis, will require a substantial manpower investment by Commerce. Large
Chinese conglomerates involved in trade with the United States pose a substantial risk of
diversion, because they often have dozens if not hundreds of subsidiaries, many of which do
military work. But Commerce managers admit that their current knowledge of Chinese military
entities is insufficient. And there are almost no Commerce officials designated to carry out site
visits in China. The Department is already understaffed, leading to persistent complaints
regarding processing times for license applications and commodity classification requests. To
move the VEU scheme along, Commerce will be tempted to rely too much on past license
history, "recent" visits and industry suggestions in selecting VEUs, and to skimp on follow-up
audits once VEUs are certified. Department officials have already promised swift VEU
designations. Such an approach would undermine national security, and must be avoided. It
would be better to shelve the scheme, at least until the Department has the resources to
implement it efficiently and securely.

Overall, the VEU scheme as proposed is unlikely to be used by industry, and would undermine
national security and overburden the Commerce Department. If the scheme is revised and
implemented to minimize security risks, it is even less likely to be utilized by exporters. At
present, it may be best to simply abandon this approach. Furthermore, it certainly seems
premature and unwise to discuss expanding the VEU scheme to include Indian companies by
spring 2007.

Revision of End-User Certificate Requirements

The rule also proposes to require a PRC End-User Certificate for all items controlled for export
to the PRC that exceed a total value of $5,000. Such certificates are issued by the Chinese
government, contain information about the export, and provide some assurance that the exported
item would not be misused in China. The proposed change is a potential security improvement,
as such certificates are currently required only for exports controlled for national security
reasons.

However, the rule also proposes to eliminate the requirement that exporters submit the
certificates with their license applications. This seems counterintuitive, as the certificate should
be a key supporting document for evaluating the application. Unless Commerce has an up-to-
date, easily searchable database of all such issued certificates, exporters should be required to
continue submitting these documents with their license applications. Once the exporter has
procured the certificate, sending it to Commerce 1s a minimal additional burden.

Conclusion

The Project supports the intent of the Commerce Department to control sensitive American
exports to the PRC. We hope that the Department will find our comments and suggestions to be



of value. We are grateful for the opportunity to present our views, and look forward to doing so

again in the future.

Respectfully submitted,

Arthur Shulman
Senior Research Associate
Wisconsin Project on Nuclear Arms Control
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VP - Technology
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Novernber 10, 2006

LS, Departroent of Comerce
Bureay of Industry and Security
Regulatory Policy Division

Office of Exporter Services

14" St and Constinution Avenue, NW
Boom 2705

Washington, DO 20230

Astentions Shela Quarterman
Subject: RIN 8634-AD75

RE:  Revisions and Clavification of Kxport and Re-export Conidrols for the People’s
Republic of Ching (PRE); New Acothorization Validated End-User (71 Fed. Reg. at
38,313, July 6, 2006}

Dear Ms. Quartermasn:

{ appreciate the opportanity, as Chalrman of the ULS. Department of Commerce Materials
Processing Hauiprosat Technical Advisory Commitiee (MPETAC), 1o submit the following
recommendations and conwnends on behalf of the Copumitiee.

Recommendation: Delete itom (2)30) - 2ZB991 fronthe propased China regulation.

Justification: This reconunsndation ts based upon a sigaificant review of the capability of
China to either obtain or produce equipment with positioning accuracies of machine tools that
fall between the existing 2B00T and the proposed (2)(1) in RIN 0684-AD7S. This
recommendation 15 also based on the fact, that cven i the regudation were epucted, i would have
no effect on Ching’s ability to make or purchase machines of the accuracies desived for military
end use being considesed for conirol. The results, therefore, would only affect U8, Machine
Tool export business that in 2005 represented only 3.8 percent of CNC turning, mifling, and
grinding equipment imports to China by ol sattons,

Must importantly, as noted in the data provided below, it 1s evident that China has the capability
1o moamfactore maching tools of the range of positioning accuracy being proposed for control. It
afso has the ability 1o acquire these type machines from Taiwan or obtain them from Taiwanese
factories located within {hina.

ft should a,i 50 be understood that if Wassenaar countries do not adopt equivalent requircments,
especiatly Japan and Germany, China will continue to be able to supply their domestic and
miliary n“'i\ related o (23061 i BIN 0694-AD75 with no impact due to the U8, restriction,
Again, since the United States is an insignificant supplier to China of UNT maching tools, this

restriction offers refatively Hittle or no control to these ftems.

o~

As aresult, (2Xi1) 1n RIN 0694-AD73 15 an uncontrollable restriction that will have no effect on
mihitary end use bevond the current export control regutations, and will only affect U5



sompanies” ability 1o suaintain the meager market share they have in China.

Discussion: Pven thaugh the MPETAC is a technical advisor to the ULS. Department of
Commerce. the information provided in this response will begin first with background
information and a brief econmmic overview of machine tood reanufacturing and sales in China.

As the data on the following charts and graphs will demonstrate, China has built up s
indigenous machine tool industry sigmiticantly, The hmt&u States currently bas approximately
350 machine ool and component manufacturers, of which some 175 produce metal-cotting
machiraerv By contraat, according o China Machine Tool & Tool Builders’ Association
CMTBA), China has nearly five times that mzmber, with more than 1,650 maaufacturers, of

N

Wh(-..:h 413 ave metal-cutting machine too] builder

I support of Ching’s machine too] industry, the Chinese Governiment has been providing
subsidies and grants to various nanufacturers in onier to enable them to wm,h up with the West
in terms of technological sophistication and (o meet 3 desired objective of being totally

independent of {oreign machine tood needs by Zt}i(},

he Clunese machine tool market bas had tremendous growth since 2000, Consider the
?ui-uwmo relatiomship between Chinese consumption (otal purchase from all sources) of
machine tools and that of the United States. In 2000, China consumed half as many machine
tools as the United States, By 2002, China bad drawn even. By 2004, Ching had doobled U.S
consumption. This year, it is Bkely that China’s consumption of machine wols will be triple that
of the United States,

That being said, however, the United States machine tool industry has lost 38.8 percent of market
share in Ching over the past decade. That loss has occurred during a peried in which China bas
become the largest machine tool market in the world, Gther nations have lost market share in
Ching as well, bot Japan bas seen a market share gain of 38 percent, Taiwan 13.4 percent, and
South Korea 1244 percent. In fact, as previously noted, the U 5. sha'f'e of Chinese tmports of
CNC milling, toping, snd grinding machine tools was only 3.8 percent in 2003,

During a fact-finding trip to China in June 2006 (sponsored by AMT-The Association For
Manafacturing Technology), former Under Secretary of Conunerce for k\pon Adnunisiration,
Ui, Paul Freedenberg, and the current machine tool techmical advisor to the U5, Wassenaar
Agrrangerment, Paal Warndorf, {found that there were over 15 indigenous € hmcss: manuifacturers
of ONC contrads, with more than five roamusfactarers of onits for S-axis machine (ools. As

scently as four years ago, Dr. Freedenberg stated that he bad not found a single operational
Chmm & manufacturer of this technology.

The two panufacturers with the widest range of custinngrs, Beijing Acrospace Nurperical
Control Systems ci!.d \«‘e uhan Huazhong Nomerical Control Company, had d seloped their
technology with the financial support of the Ministry of Defense and the Ministey of Eduration

respectively. To d’- HoAs ‘_tmm the quality and rehability of these control builders, Chinese
moanufacturers were commfortable enough with these CNC conirollers to put thenmt on thelr beat
machings going ot gerospace factories and other sophistcated applications,

Gathering the bulk of our information in Beijing at the June 12 1o 16, 2006 China International

Machinery and Bgquipment Show, there were some 70 Chinese builders reviewed, of which muore

N2



than 12 produced 5-axis nachine tools (in addition to the aforementioned UNC control
manufactrers). Also, there were 35 Taiwanese builders, of which five produced 3-axis machine
tools, and one additional Tatwanese OMC control manufactarer. While the Taiwanase bring
virtaally no new technology to Chinese manufacturers, they do bring very high quality machines
with extreroely good accuracies as well as established manufacturing facilities in China.

World Market

As reported by AMT - The Association For Manufactaring Technology and Gardner
Publication, Inc.. the United States ranked sixth in the world in the total production of machive
ool products in 2005, This is down 29% in production from its ranking as third in the world in
1995 due 1o the increased production of equipment tn China PRC and Tajwan. Therefore, both
countrics have raoved up 1o third and Hifth respectively In ranking. Adso noted is the logs of U5,
safes as compared 3 ftaly who continues to be fourth in the world,

Production of Top Ten Countries Manufacturing Machine Tool Products

increase Increase
> 2005 20404 2008 over = 18858 20035 over
£ 2004 X 1995
& & | $'s Milllons { ¥'s Millions ~ & | Millions

Sountry Total Total Total
Japan 1 13258 10873 2% 1 2002 47%
Gesraany & [508 8953 5% hod T280 3%
Ching, Penples Rep. 3 500U 4080 18% 7 1857, 189%
haly 4 4879 4839 &% 4 3324 47%%
Taiwan ) 3288 2884 12% 8 1627 103%
LUniled States & 3168 3132 1% 3 4488 ~28%
Kores, Rep. of 7 28146 2362 0% 8 1398 4856
Switzarland 8 2635 2338 11% & 2141 23%
Spain 9 11414 18321 119% 12 682 P2
Cianada 10 949 314 14% 13 3971 135%

CHINA
Machine Tool Indusiry

The following section takes a closer look at the production of CNC milling, terning. and grinding
machine tool products i China.

Market
Production

Shown in the world market chart above, China produced §3 hitlion in mactune wol products in
g
2003,

fad
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For the past {ive years, China bas been jncreasing s ympoat demand for machine tools to a

reported fevel in 2005 of approximately $6.5 billion.

Ching's Tolal imperis
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With this increased demand, as dlustrated in the fnllowing g
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machine wools sold 1o Cliina, the United States epresenied onty $382 mittion in sales, or 5.9% of
total imports, OF that 43872 million, only 406 muilion represented OMNE niiling, turning, and
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Country Total imporis Ghare of Total Toind GNC Share of CRE
imports 1o China Equipment Sates io China by
hy Countty mporis 10 China Country

Wwaorid §,497 2,508

Japarn 2220 34.2% 353 38.2%
Taiwan 1,26% 14.5% 588 19.9%
Germany 1.071% 18.58% 45¢ 18.3%
Koraa, South 434 57% 170 & 8%
United Sates 382 &.9% 96 2.8%
Syitzenand 264 4.1% a4 3%

Source: China Cusid



Products

ke 3a clear that through assistance from foreign manafaciures, China has established. and is
enhancing, its ability 1o manufacture state-of-the-market machine tools. This can be seen by the
increasing mumber of supplicrs of sophisticated CNC controls, 3-axis machine tools, and
products having competifively stated machine positioning accuracies.

¢

One of

the most unportast aspects of being able to manofacture equipment lies in the availability

of CNC contrels that can provide this capability. In China, there are & growing namber of ONC
providers, some of which offer 3-axis stmultaneous control capability.

The chart below Hats some of the major suppliers of CNC controls in China. This iz nota

ey

Lo

Shewvang Liming Aero-Eng
thefr own internal use, This
(N controls for application on thelr machine tools.

Ching UNC Controd Mapufacturers and Representative Controfs:

mplete list becanse soron coptrads are butlt for the specific ase of a company. For example,
nie has built their own control and has applied i to equipment for.
is also true for Dalian and Beijing Jingdizo Co. that have designed

Company

M
{oanirol

Mavinuumn

MNomber of

confrolled
axis

Maximum
Number of
Shrmullancous]
y Contralled
Axis

Source

Beiping Aerospace Numerical
Control System
WW WL CHSIRE.CONLCH

CASNLIC

fenad

{CIMES
& UMTE)
2006%

Bejjing Catch CNC
Equiprecnt Co., Lid

www.catchene.com

Brochure
(CIMES
& CMTEF)
2006

Chengdu Great Industrial
Co., Ld

WORW L Teal-CNC. COommn

Great-100iM
Crreat-1 30M

UeRRvi

Brochure
IMTS
2000%%

LY-UNC
-

cng.sictac.cnfen coptactasy

NG

Website
2006

Wuhan Huazhong Numerical
Controd Co. (BN

wev vy huazhongeone.con

HNC2000
HNCZIMS

16
6

)

Brochuare
(MBS
& CMTE
2006

0 CIMES & OMTF represents the China International Machinery & Equiproent Show that

aceurred in June 2000

= IATS represents the International Manufactring Technology Show that occurred in

~

Septerober 2006 in Chicago, 1L,

~




In discussions with punefacturers, Wuhan Huazhong Numerical Control Co. appears 1o be the
current feader in thic area. The INC2O00 has been applied fo many machine tools in China and,
for examyple, has become the standard control for Guilin Machine Tool Co.”s 5-axis Bridge Type
Gantry machines. In fact, the China Ministry of Education has provided large grants 1o Wuohan
1o manufacture educational anits for teaching individuals how o operate multi-axis machines.

When discussing the capahility of the Wuhan control with Guilin personnel, they commented
that their customer base has indicated that paris produced using the Wahan control are squivalent
to those produced using 3 3-axis Fidia (Italy) CNC control.

It should be noted, however, that Beting Acrospace Nomerical Control System, which is
supported by the Ching Minustry of Defense, stated that they have developed the above
mentioned controller, however, # is now o the market,

Position Accuracy

Before a realistic assessment of the positioning accuracies of maching tools mansfactured in
“hina, or elsewhere in the world, can be assessed, a sound understanding of the relationship of
guoted accaracies, measurad by different standards, should be realized (Refer t Appendix A}
Without this, the accuracy of 3 machine tool ofien remains a relatively subjective statement,

Even though this may be understood, there still remains the fact that China has a growing sumber
of equipraent supphiers offering prodocts with accoracies belter than 8.010 vue i China. To
ustrate this fact, a series of tables are provided indicatng the positioning accuracy of some
products in China.

The first set of tables shows Chinese companies that have advertised information, not only on the
position accuracies of their machines, but on the standard used to obtain the accuracy data. The
second set of tables indicates stated securacies of equipment, however, there is no indication of
the standard used in making the accuracy claim.

Mote 1: OUnly one machine model 15 histed for each mentioned company. Fvernthough other
madels or products menotactured by the company meet similar acourscy claims, it is belisved to
be more sigrifican 1o understand which, and the number of, companies that have the capability
1o mmanufactre accurate maching ool products.

Note 2y Information provided fo the following tables may not be available on company websites.
Somwe data was obiained through brochuwe information,

Note 3: Stated positioning accuracies are in nun,



Chinese Companies - Stating Positioning Accuracies with Identified Standards

Milling:

Commpany Machine Position Accuracy | Source

BMTI Precision a2000/5-630H S-axis | {0008 16 GBAT Website - 20006
Meachatraonics Co. 1742 1.2 (20688

hupdfwww josimoom {optional package)
Cruifin Machine Tool Vertieal Machining 03.010 1o GB/T Brochure

Con, Lad Center 174212 2000y W6 CIMES &

www. elinte.comen XKTi6/2-5X 5-axis CMTF Show

Qinghai Mo, 1 CNC Yertical Machining (.0 1o VDY 3441 HBrochure
Machine Tool Co. LTD | Center 6 CIVMIES &
www.gh- YIMOT50 CMTF Show

machine comen

S8, - Rumgsu Duoleng | Vertdeal Machining 0.010 10 IB/TET71 .4~ | Brochure - 2008
CHRC Machine Tool Co. | Center {189%)

WWWLCTIW SO XH7IH/5K 3-axis

Shinrs Machinery Co. Yertical Machining (0.008 1o 180 Website - 2006
Centey
VMSS

T LUNMAN - Shandong | Vertical Machining +{- 0.005 w HBrochare
1:un;m Machine Tool Center GB1646Z 26406 CIMES &
G KHS716 S-axis CMTF Show
www lenanmaciine.com

Tommas International Vertical Machining (3.005 10 J18 Brochure
Co Center 2006 CIMBS &
W R LOIITIEG.CODLT VMCH00 {MTE Show
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Turning:

Company Machine Position Accuracy | Source
BMTI Precision CNC Lathe +£- 3.002 1o HS Brachure -

% '*chat"rmicm o

CKG 250

2006 CIMES &
CMTF Show

I)M"i {J - i)uitan
Machive Tool Group
Corp.

www dintg.com

CNC Toming Center
DL-20MH

0010w ISO 2
{1897

5%y
PALES

Brochuore -
2006 CIMES &
UMTF Show

FED ~ ChongQing CNC Lathe 4.007 1o VI Brochure -
Ketei Precizion CHCPS 2000 CIMES &
Machinery Cun CMTHE Show
www. fred.com.on

Ningjang Machine N Lathe 8.006 1o GB China

Tool Group Co. CRNE 140 std.

R ﬂi:;\’{id(:‘u.uji'ﬂ

TianBe: Machine Tood

sww iithmachine.com

ONC Lathe
CK61258

U6 10 GR 6462

Brochure -
06 CIMES &
CMTF Show

Index-Dahan Machine
Tool

W dmig.com

CHC Turning Center

THA 400 {only
avatlable fior China
raainland)

{LO0R 1o VDI 3441

Website - 2006

IFMT - Jinan First CNC Tuwning Center | 0.003 to GB 16462 Brochure -
Machine Tool Grougp MI-I8 {with glass scale 20606 CIMES &
Co. option) CMTE Show
www Hm.com.on

Grinding:
(‘nmpanv Machine FPosition Accuragey | Source
Mingjiang Machine Jig Grinder .007 10 VDI Wehaite ~ 2006
Tl G R Co. MK 29450

W W L IR ARe.com




Chinese Companies - Slating Positioning Accuracies with “NO” Identified Standard

The following are tables of Cluness comparues claiming high accuracy machines, however,

no standards information was provided.

Milling:

Company

Machine

Position
Acouracy

Souree

BYIC ~ Beijinig No.l Machine Tool
Plant

Wipddwwes bvic.comorwbyepimd.he

Yartical
Machining Center
MAR-560V

+- (.64

Website ~
2006

Dabe ONC Machioe (ol
www.nsdahecome

Vertical
Machining Center
VOHRC

+4- 3.005

Brochure
206 CIMES
& CMTFR

Show

DMTG - Dalian Machine Tool
Group Corp.

S

www dnitgeom

Yerteal
Machining Center
VLS00

Website -
2006

HDONT - Wethat Huadong
Automation Co.

HC-6230(1)

{LOO8/300

Finan Third Machine Tool Lid, Co.
ww sy sdiichuang. com

Yertical
Machining Center
ITVMA30

{010

Brochuare
2006 CIMES
& CMTF
Show

Mingjiang Machine Tool Group Co.
WIW . M HARe Com

Horizontal
Machining Center
THM 6363

£.008

Webhsiie -
2006

Shanghat NMo.4 Machine Tool Works
woww hinst ehinaser.com

XHT66A

+- 0005

Wehsite -
2006

Shenzhen First CNC Machine ool
Co., LTH

FSTM-650

0.008

YITW — Yunnan Machine Tool
Group of SMTCL
www.stitich com

Vertical
Machining Center
YMGOSH

+i- 0008

Brochure
2006 IMTS

It




{urning:

Tool Group Co.

WL T2 AT GO

NI-KMOTE

Compsany Machine Positinn Acruragy Source

Betjing Fingyi Century | CRC Lathe 3.006 Brochure
Automatic Bquipment | CKs110A 2006 CIMES &
Co. CMTF Show
www chiinabvi.com

Mingjisng Machine OURC Lathe 0.003 Website - 2006

Machine Tool Group
Co., Lid,

Center
SSCKZ8GA-S S-axis

Deshon Delong CNC Turning/Mitling | 0.004 Brochure
{Group) Machine Tool | Center 006 CIMES &
Co. CH51T1-4 CMTF Show
Shenzhen Poly Top CMNC Turming Center | 0.010 Website - 2000
ind.usu‘y I C‘«-“@i(}iﬁﬂ'ﬂ{‘.ill PTCL-15

Ce,

Www E2-polviop.con

SMTCL - Shenyang CC TurningMilling | 0.008 Wabsite - 2000

Grinding:

Company

Machine

Position Accuracy

Seurce

Shanghat Rabbit
Machmnery
Development Co.

wwvwe rabbit-oneom

Leading supplier of
grinders for bearing
industry

Ner data

Website - 2006

Wexi Kuaivuan
Muchine Tool Co.

www iiLoonLen

foterna! & External
Grinder
MEKZTI0

Part Accaracy
0.002 Roundness
3.4 Ra Roughness

Website - 20006




Tilting Spindles
Relative to the second half of the ftem addressing titing spindies, China bas a number of
products that provide this capability or have access o products manufactured in other countries

with this capability ike Talwan. Below is a list of these type producis.

Ching product offerings include:

Croup Corp

Company Machine Type Model
Beijing No. 1 Machine CNC Tormng/Milling Center | CXHAGI3
Tool Plant Crantry Planomiller XKAV2415
BMEI Co, Lid Vertical Machining Center SC-VMOI250
Vertical Machining Center KKH4H
Pratian Machine Tool CNC Turping/Milling Center | CHD23

Guailin Machine Tool
Co., Lad,

Bridge Type Gantry Maching

XK2I316/4-5X

Hanchuan Machine Tool
Grogp Co

Bridge Type Gantry Machine

KH230%

Hangsu Duoleng ONC
Muachine Tool Co.

Bridge Type Gaotry Machine
Cantry Profilesd/MC

THA2160B3X
KHR2T25/5X-10

Group Co., Lid.

Horizontal Machimng Center | TH(TKIGR125A
fertical Machining Center KHT16/35x
Mingjiang Machine Tool | Honzontal Machining Center | NESHMUC40

Shenyang Machine Tool
Group Co.

CNC Twning/Milling Center

Gantry Profiler/MC

SRCKIR0A-S
MB200xd{/5x

13



Manufacturing

Joint YVenuwres in China

Okuma - Beljing No. | Machine Toof Plant (BYJC-GRUMA)Y

Thiz joint venture statted in early 2000, B currently resides in 2 newly constructed building on
the cotskints of Beijing. Current production in the facility is reported at 400 machining conters
g year. The facility menofactures (machines) the large cast iron components {i.e. columns,
bases, oic.} for the machines on highly sophisticated systems. They operate in a flexible
mitnmer having two manned shifts and one bghts-out unmanned shift. The assembly area
operates under “lean” manufaciuring principles.

INDEX-DALIAM
INDEX-DALIAN, a joint venture of INDEX and the DALIAN MACHINE TOOL GROUP,
was gstablished in the city of Dalian, China in 2001, INDEX-DALIAN meanufactures selected
turning machines of the INDEX Group for the Chinese market.

Tralian Yida Nippet Machine Toeol Co., Lid.
DPxadian Yida Nippei Machine Tool Co., Lid. (YN} joint venture founded by Dalian Yida
Group Co., Lid, and Nippet Toyama Corp, Japan Co. Lad. (NTC). The main products of YNC
are {NC vertival machining centers and transfer line equiproent.

Datian Dali CWNC Machine Tool Co., Ltd
Pradian Dali ONC Machine Tool Co., Litd., was pstablished in 1993 as a joint venture between
the Hongkong foin Channel Investment Limited and Dalian Machine Tool Group Corp. The

company mamnfactures CNC turning products.

Companies owned by China O

Simmmerman GmbH

Dralian Machive Tool Group in 2004 became the yain shareholder of the German firm
suanafacturing large gantry machines.

Ingersoll Production Systems

In 2002 the Dalias Machine Tool Group purchased the United Siates Coropany, Ingersoll
Production Svstems.

Waldrich Coburg GmbH

Beijing No. | Machine Tool Plant purchased this German fivm, a manufactarer of large gantry
type machine tools.



Shenyang Machine Tool Group purchased Schiess &€ in 2004, This German firmis a
manufactorer of Iarge gantry type macking tools,

Wohlenberg Werkzeagmaschinen GmbH
Shanghat Electric Corporation purchased Wohlenberg tn 2005 which is 3 mansfacturer of

turning centers and machining centers.

Companies with lacihives in China

EUMA-Spinner Corp.

FL \1»& "}pml" v Cowp. s headquartered in Tatwan, During the 2006 China Interpational

whinery and ,,,quzpntuat Show, the President of EUMA-Spinasr Corp. noted that bis company
not cmi y produced products in Tatwan, but had operations in China that manufactored virtually
aH of the producte. As noted i the Taiwan section below, these are high accuracy milling and
narning pieces of equipment.

nalt
An umpontant aspect of any machine tool is its baild quality. As for almeost any machine tool
buift in the world today, Chinese manufacturers also ase componenis manufactored in countrics
throughout the world. In Hterature, msany companics state cornponents used on their equipment
that gre manutactored by companies outside of China, mostly Wassenaar member companies.
Thay also pote relationships with companies that have enabled them to produce higher quality
machines than they had in the past, In short, China builders use the same high guality products
{i.c. feedback aystems, linear ways, el¢.} a8 any company would use in the world and are
frstructed upon their application.

Ly



TAIWAN

Machine Teool industry

What may be of equal tmportance is the tmproved accuracy of products produced in Tatwan that
are available o the China mwarket, and in some cases manufaciured in Ching. The Taiwan
Association of Machinery Industry (TAMI) reports that they have a merpbership of more than
2.376 machioe too and component manufacturers. Unfortunately the number of manufacturers
classified as metal-cutting machinery manofacturers is not reported.

Position Accuracy

As noted above, before a realistic assessipent of the positioning accuracies of machine tools
manutsctured in Tatwan, or elsewhere in the world, can be assessed, 2 sound understanding of
the relationship of quoted acowracies, measured by differerd standards, should be realized (Refer
to Appendix A Without thia, the accuracy of a machine tool often remains a relatively
subjuctive staternent,

From the tablos below, howeaver, it can be seen that Tatwan has moatured into a sotable machine
ool manufactarer producing machines of velatively high accuracy.

it should be noted that the chart below represents a sroall number of manufaciurers.

Taiwan Manufactorers

{Company Machine Paosition Accuracy Source
Tarning
Carapro Precision CRL-20 0.004 to VI3 3441 Brochure
1\"3&(3}13{1&1‘}’ Ci. 24336 CIMES &
WWNLCHIRPIG. O {W CMTF Show
EUMA-Spinner Corp. EL-52 0.002 1o VDT 3441 Brochure
eyma.nachine- 2000 CIMES &
. CMTE Show
Leadwell CNC T-88 {3,005 1o VDI 3441 Brochure
Machines I\'Eizl CDH}. 20606 CIMES &
www lcadwell comuiw CMTE Show
R YViplus-13 0.004 o JIS Brochure
WWWLOLLOTLLY 2006 CIMES &

UMTF Show
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Vertical Machining Centers

BEUMA-Spinnes Corp.

hing-

SUNILINEG

tools.comby

ME-8105 5-axis

$3.005 1o VDI 3441

Brochare
2006 CIMES &
CMTE Show

Folland Machinery Co.

woew fullandiech.com

DMCEB0-5X B-axis

0.004/300 rom o
Y3441

Website
2606

Leadwell CNC
Machines Mig. Corp.

www leadwell.com.tw

V-20 S-axes

0.005 to VI

Brochure

2000 CIMES &
OMTR Show

Ouaaser Maching Tools | MKEO3U S-axis 0.008 10 180 230-2 | Website
fnc. 2006

W SET.C0Mm

Horizontal Machining Cenlers

DAHLIH - Dah Lik MCQH-400 Saxis Q.005/300 yom Rrochure
Machinery Industry Co. stardard not MTS
hitp:fAwww. dalicac.com specified S0
Quaser Machine Tools | HXB08E f-axs 0.004 1o 11S Website
[T

inc. 2006

WN W UASET.O

Bridge Type Gantry

FUMA-Spioner Corp. DMH-12081 S-axiy +/- 00047300 oo o | Brochure

ey maching-

H5 B 6336

O CIMES &
CMTF Show

FIRET —{.ong Chang
Machinery Co.

wavw. first.comtw

PMCYE000 B-axis
{option

Nt spacified

Website
2006

Hartford ~ She Hong HB-32108BC &-axis Not specified Website
Industrial Cen WG
www hartford.comatw

Jobwford DMC-4000 GEA 5-AXis | Not specified Website

www jchnford comiw

2006

Ganiry Profiles/MC

AWEA Mechantronic
Con

o~
@
191
o
P
o
L9
m
X
0

WWW. ZWER.COTH

3.045 1 VDI

Wehsie
2006
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Tifting Spindles

For many years, Taiwan concentrated on the manufactering of up to d-axis machine tools. In
recent vears, however, it has begun to focus on S-axis machine tool products.

Machine Tools with Tilting Spindle Capability

Taiwan product offerings include:

Company Machine Type KModel
EUMA -Spuner Corp. Bridge Type Gantry DM-2020

Johnford

Bridge Type Gantry

DMC-4000 GSA

QR Vertical Machining Center Yeenter-1 10
Quaser Machine Tool Vertical Machining Center MEHO3
inc. Horizootal Machining Center | grognsy
Sheng Fang Yaan Bridge Type Ganiry SAX-1000
Technology Co. Horizontal Machining Center | HA-3ANG6

Paul R Warndorf

Chairman, Materials Processing Equipment Technical Advisory Commities of the TS

Diepartment of Conwneree
Vice President -
AMT ~
Phone: 703-827-53291
Fax: 73-893-1151

- Technology
The Association h}t. Manufacturing Technology

E-Mail: pwarndorf@anytonline.orz
I £

i8



Appendix A
Standards for Measuring Accuracies of Machine Tools
{This table is for reference infornation and s n the procass of review)

China
- GB/T 16462 (1996}
Numerically confrolied turning machines--Testing of the accuracy.

- GBAY 174212 (2000}
Test code for machine wols—-Part 2: Determination of accurscy and repeatability of
posifioning somerically controlled axes.

Eguivalent tor IS0 230-2 {1997), Test code for pachine tools - Part 2
Determination of accuracy and repeatability of positioning
numerically controfled axes

~ JBITB 87714 (1598}
Induostry standard
Rirpilar tor 1SQ 7914, Test conditions for machining centres ~ Pant 4
o
Accoracy and repeatability of posttioning of linear and rodary axes

Germany

- VM 3441 (1980 ‘
Statistical testing of the operational and positional accuracy of maching tools

International

- 18 107914 {1998}
Test conditions for machining centres - Part 4 Accuracy and repeatability of positioning
of lingar and rotary axes
~ ES63 230-2 (1988)
Test code for machine tools - Part 2: Delermoination of accuracy and repeatability of
posiiioning numerically controlled axes
- 180 230-2 {1997}
Test cade for machine tools -~ Part 2: Deterounation of accuracy and repeatability of
positioning nemerteally controlled axes
- 1S 230-2 (2006}
Test code for machine tools - Part 20 Determination of accuracy and repeatability of
positioning numerically controlled axes
Eqaivalent tor IS0 230-2 (1997}, Test code fur wachine tools - Part 2
Determination of accuraey and repeatability of positioning
numerically controfled axes



Japan

- JIB B 6192 (1999}
Test code for machine tools - Determination of accuracy and repeatability of positioning
anumericaily controlled axes
Mudified: 180 230-2 (1997}, Test code for machine tools - Part 2
Dctarmnmuvn of accuracy and repeatability of positioning
munerically controlied axes
- 515 B 6228 (1803}
Bridge type plano-mitling machines - Testing of the sccuracy
Modified: 180 8636-1 (2000), Machine tools -~ Test conditions for bridge-type
milling machines - Testing of the accuracy - Part b Fixed bridge
{portal-type) machines
- JES B 6331 (19486)
Test code for performance and accuracy of nomerically controfled fathes

- JI8 B 6336 (1986 Withdrawn
Test code for perforrsance and accuracy of machining centres
- JES B 6336-1 (2000)
Test conditions for machining centers ~ Part L1 Geometric tests for machines with
borizontal spindie and with sccessory heads (horizontal Z-axis)
Bguivalent tor 180 10791-1 (1998}, Test conditions for machining centres - Part L
Geometric tests for machines with horizontal spindle and with
ACCELBOTY heads (horizontal Z-axis)

- JIS B 6336-2 (2002)
Test conditions for machining centres - Part 20 Georpetric tests for machines with
vertival spindle or universal heads with vertical primary rotary axis {vertical Z-axis)
Modified: 180 107912 (2001), Test conditions for machining centres -- Part 2
Geometric tests for machines with vertical spindle or undversal beads
with vertical primary totary axis {vertcal Z-axis})

~ JIS B 63363 (2000}
Test conditions for machining centers - Part 3: Geometric tests for machines with
tntegral indexable or continuous universal heads (vertical Z-axis}
Boauivalent tor 180 1079123 (1998}, Test conditions for machining centres - Part 3
Ceonsetric tests for machings with integral indexable or continuous
umiversal heads {vertical Z-axis)

- JE5 B 63364 (2000)
Test conditions for machining centers - Part 41 Accuracy and repeatability of positioning
of inear and rotary axes
Eguivalent to: 180 107914 (1998}, Test conditions for machining centres - Part 4
Accuracy and repeatability of posilioning of linear and rofary axes



- JIS B 6338 (1988) Withdrawa
Teat code for performance and sccuracy of machining centers (vertical type)
Replaced by: JIS B 6336 (2000) which is identival to 180 10791 (1998)

~ JIS B 6338-3 Withdrawn
Test conditioma for machining centres - Part 2: Geometric tests for machines with vertical
spindles or universal heads with vertical primary rotary axis {vertical Z-axis)
Replaced by JIS B 6336-2:2000, Test conditions for machining centres — Part 2
¥ 24
Gesoetric tests for machines with vertical spindie or universal heads
with vertical primary rotary axis {vertical Z-axis)

Einiled States

- ANST BS54 (2005)
Methods for performance evaluation of computer pumerically controfled machining

centers

- ASME RE.857 (1998}
Methods for performance evaluation of computer numerically control lathes and turning
coenlers



e
<

(-}
g
ek
3

e

e

.
a3
<
(S5
L
~
=X
Locat)
o
o
~
=
e
e
=
o
&2,
>
LA
20
v
.

THow, |

Relinble Electronic Solutions

Goralg 7. Young
assistant Sporalary

November 18, 2008

VIA FACSIILE - (202) 482-2385

Ms. Sheila Quarierman

Office of Exporter Services

Rogulstory Policy Dhvision

Bureau of industry & Seourity

Bepartiment of Commerce

14 Street & Banngyvania Avenus NW, Roaom 2705
Washinglon, BG 20230

Abin RIN DBS4-ALTS

EEN Comments on Revisions and Clanfiogtion of Expen and Re-gxport Controls for the Peoble’s
Repubiic of Ghing (PRCY New Authorization Validated End-User

Dear Ms. Quarntemaan:

Bourns, Inc. {"Bourna®} would Hke to express our appreciation for the opportunity to comment on the
proposad reguiation for export, re-expod, and in-countty fransfer controls to the People’s Republic of China
{‘PRCY and the naw autharization for Valiidated Endg User (VEU),

Bourns, Inc. i a Cafornia Corporation with locations worldwide, including sevanal locations iy Asia and
China. Bumirns manufactires and selis slectronic components 1o customers Jocalpd in afl geospheres. Some of
Bourns® Products ate manufactured for #t on 8 privale label basis and some of the manufaciurers of thosa
privately fabeled products are lotaled in the PRC.

Bourmg is sincanddy eommilied to strict compliance with LS. axport control laws and to profecting US,
ratonal seourity. We have a strong recerd of compliances with 8IS and 1TAR regulations and cooparation with
fadural authoritiss, and we want o maintaln that record.  While we undersiand that the PRO poses spewial
challerges with respect to export controls, we Delisve compliante cennot b effective unlesy regulations ars
ctegr, enforcemant pulicies are consislent, and the compliance burden is not so heavy as o pul US. companies
in & competitive disedvantage vis-2-vis our nen-U.8. counterparts.

The proposed regulation creates sericus concems within our company. as well 25 ths campanies and
trads sssociations in our industry. Wa believe the propesed reguiation wauid nol enhance U3, nalional seourity,
hut would impose an onerous compliance burden on companies such a5 Boums. In the interest of making the
proposed rule dlearer and limiting the burden of complianss, wa would like fo outiine some of the detrimental
affects of the proposad rule both in terms of complicaling irade between the S, and the PRC while at the same
time creating rade bariers for (LS. companies in the global market.

12080 Columsiz Avsnue, Riversitds, GA 85507 LUEA » Tel 831-7581-53314 & gerry poungBhowns. com & weew BOUMs.com
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&
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DEC 18 2086 18139 931 781 PRGE. &1
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Bow. (/0 gyl 1gird Bourss 7 insidg siies Bg. 87 Yy

1. Many Affected Froduste Are Reudily Availabls in PRC and Elsswhere

The proposed fuie tasts 8 wide nst aver the 47 Bxport Contral Clagsification Numbers (ECUN'S™) that
wonild be affecied. However, it falis 1o lake into consideration the fact that many produats in these calegories
fie., SAZOR, 3BOR1, 44804, SDOG4, 5A821, 5AUS2 and SDBYZ) are readily avallable in PRC, other pants of Asia,
a5 well as Europe from sourcss other than Linlted States vompaniss. These products manufactured by non-U.S.
companies, therefore, will sscape the sirkt controls contempiated by the proposed rule. The result will be a
sigrificant increase in purchases of these non-conralied progucts, 1o the detriment of U8, sompanies, such a5
Boums, that operate within stringent U8, expord controls.  More importantly, there will be minimal, ¥ any,
counteralancing sdvancament of U S, national securlly inferast,

2. Excassive ue Diligenes Burden

Tra proposed regulation wauld significantly increase the rieks and costs of compliance for Bourns due to
the giabal natwre of our business, The sxpanshe scope of tha propesed nde, added & unclear terms and the
fack of dus diigence guidance, will significantly intrease the compliance cost and potential Habitity for Bourns
and other American companiss while drastically redusing any competitive advantage thal we may have against
forsign competitors, Wa urge BIS to congider the following soncems:

« The proposed ride would impose an undue burden on Bourns o conduc! due difigence that
ultimately may prove to be meaningiess. Bourns has many customers warldwide., Under the
proposed rule, Bourns will be required i inguire and investigate uiimale end-user and end-use
information for sach transaction involving a product that falls under ths listed EUCN's. As the
propossd nis grovides ne guidance on the scope of dus diligence required, Boums may have o
&rill down @ many levels beyond tha first laval customer (o ascertain the ultimate end-user and
end-use.  Since Boums' cusiomars tend o be distrbulors, sesellers, ongingl equipment
manufaciurers or contract marufacturers, Boumns wilh have difficulty gaining visibiilty bayond the
first tevel customar,

Furthermore, this lengthy due diligence exercise could prove 1o be pointiess. Bourng’ investigation
will involvg, for the most part, asking the sustomers sbout the intended end-user and end-use for
the products. Frequently, the customers would provide non-specific answers, sither bacause they
go rot want to discloge thelr customers to Bourns for fear of direct compsiition from Boums or
becauss they intend 10 innorporste Bowrns' parts inje their s products 1o be sold 10 g varisty of
customers and thus cannat provide snecific and user or and use information, When confrontad
with burdensome requirements from Boums, these customers will ikely turn 1o gur non-U.S-hased
sompetitors who will bs maors thay happy o sell them these products without asking bothersome
guestions.

+  The expansion of the PRO end user certificale requlrement will cause lengthy delays. in the event
that the Chinase Government decides © cooperate with end ussr ceriificatss, they do nid have
suffioisnt resuurces fo issue certificales efficiently.

«  Tha dafinitions of "mifitary end use” and "support” are overly broad. They expose US. companias
hike Bouns o considerable Rability and ralss rumaercus questions. For example, i an sxporier has
information that a product could be Used for e design of bath military and shilian products, would
the “military end usa” definition appiy? What if an exporier knew thatl &t the present time the flem
wisuld be used for the produttion of civilian iterns, but that they might be used in the future to
produce a military product? Does the definilion of “deployment” include simple fransportation of
miitary tems {or the possibility of ransportation of such itemsl? Does BIS expert sxporters o
interpre! the LEML the same way Degariment of Stale dues currently, in that lems nol specifically
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described byt that are specially designed, modified, adapted or configurad for military use could be
subject o thelr junsdiclion? I read broadly, thess definitions could, fur example, affect sales of
components ihat are used in the production of Bams thet are intended for sale to military and
commercial customars even though such fems have no resl miltary value or fundtion. Thase
definilions raise many questons. BIS must provide specific examples ® the exporting public i
sxpiain now It would apply these terms in diffsrent coniexts.

s The proposed new control based on BIS notification that an #am is or may be intended for military
eng-use in the PRC does not specify how much rotics BIS would givs before such notices become
effuctive and so exporiers may find themsslves required o act quickly fo halt exporis on shod
nolice, Addifional guidancs from BIS is necessary.

3. The Proposed Regulation Will Be Unifaters!

We undarstand that currently, the U8, is the only parly to the Wassenaar Armangement intending to
impiement & conventional arms embarge with respest tz PRC, Soms Europsan membars have slready made
clear that mplementation of the Statement of Understanding on Contrel of Norelisted Duai-tse Hems will not
apply 1o PRC, Withou! participation by other Wassenaar membaers, the propesed rule is virtually guaranteed fo
be ineffective in derying these controlled itams fo PRC, in fact, i will ancourage other soundries o design US,
lechnoiogy out of their products,

4. Mo Gain for Hationa! Sscurlly

in fight of the ready svailabiity in the PRO and elsewhere of products subjsct to the proposed controis
and the lack of commitment from other Wassenaar members 1o andorss the propossi, it is extremely uniikely
that the proposed reguiation will have any impact on the miltary capabifity of the PRC. Under the cicumstances,
wa have difficutly understanding how this propossd regulation couid advancs U.B. nationgl security. In contrast,
i s abundantly clear that s broad scope wil add significant compliance burden to slresdy burdensd US.
cumpanies and will, over time. reduce our abifity to compets in the global market and detrimentally impadl the
LS, iabor market.

5 Yalidatad End User Rule Is Unclear and Offers Litlle Baneflt 1o Boumns

We commend BIS' altermpt {o sase resirictions on exports 1o ovilian entd-users in the PRC; howaver, in
its current form, the Validated End User {"VELP) program is itefined and would be of fitle bensfil to Boums.
The following Blusirales the concerns raised by the VEU program:

s While the VEL program may bamsfil companies that have a small custormer basa, it would not
penefil a company kke Bourns hat selis to cusiomess in the PRC that In turn resslt to Shinese and-
users. Boums would have o get all of those customers approved through the VEU process. The
additionsl soministrative burden for managing the VEU certifination, recordiesping and reponting
raguirements can be likened 1o an application for a Special Comprahansive License and follow up
management of the licerse i Bilffiliment. Bystams would nsed to be updated lo fiag, monilor and
report the quoting, sals wnd shipping of the 47 ECCN's a5 well as the VEU siatus of the PRO
customer, Bourns would have o frain embloyess on the processes, including but not limited 1o
employess In ealgs, marketing, contracts, purchasing, credi! management, ransporiation, expont
administration ang warehouss operations, We would have 1o incur start up coste o put such a
program in place. Given the number of customars that we havs, the YEU program wouid be cast
propibitve and, therefore, of litle beneft fo Boums,

« B8 has not provided a meaningfud incendive for U.S. exporters 1o apply for VEU stalus. Companiss
are asking, "Why wauld @ U8, company "4 want 1o go rough the administratively burdensome
and costly process of preparing and submilting 2 VEU application for PRO customer B only to
have B jistag or the BIS website, whinh then would aliow ait sompatiiors shipsing geods subjert (o
e EAR 16 "plagy back” on company A's efforte? Under this scanario, company A would definitely
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losa 8 compalitive advantage under this procass, while spplying for an expont license, which is a
simitar and parhaps isss cumbarsoms and costly provess, would profect A's competitive advaniage.

While BIS may belisve that PRO companies will come forward fo apply for VEU sialus, owr
experience indicates that in the PRC market, faw custormers would willingly soms forward with
information about thelr business or willingly sign any documents required by the LS. companies 1o
ment dus dillgence standards,

Lonciusion

In summary, this proposad regquistion will impose significant costs and diminish the competfiveness of
U8, companies, a5 wall zs interferas with important 1.8, policy goals towards the PRO, withowt offering any
tangivle enhancement fo U S, national security. Bourns urges BIS o withdraw this proposed rule.

We appreciate the opportunily 1o submit thase comments to BIS and hope that they are helphul ts the
niemaking process,

Assistant Serglary
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cadence

November 20, 2006

L8, Department of Commerce
Bureau of Industry and Securnity
Regulatary Policy Division

{fice of Exporter Services

14 1. and Constitution Ave, NW
Rocm 27053

Washington, DU 20230

Attention; sheila Quarterman
RN 8694-AD758

RE: Proposed Rulemaking Concerning Revisions and Clarifications of Export and
Reexport Controls for the People’s Republic of China (PRC) and New Authorization
Validated End-User {71 Fed. Reg. at 38313, July &, 2006}

Dear Ms. Quarterman:

We appreciate the tension inherent in developing an expost control policy that fosters arvilian
trade with Chinag while concusrently protecting the national security and foreign policy
interests of the United States. Certainly this tonsion is evident in the creation and evolution of
this Proposed Rule. Howsever we feel that this rule as proposed has potentially serious adverse
impact on both oxpont compliance costs and risk in a ontical expornt market for Cadence
without delivering clear national secority benefits; thus we appreciate the opportonity aftorded
by BIS under this comment period to address our concerns.

Classification of Cadence products

Cadence produces and provides Electronic Design Avtomation {(EDA) software worldwide.
The draft of the Proposed Rule for Military End Use Restrictions (MEUR) for China includes
within its scope BDA software that is classified under Export Control Classification Number
{(PECCN™Y 3D991 of the Commerce Control List ("CCL”) of the Export Adwministration
Regulations CBEAR”, 15 CEFR Part 730 f s2g.)

Cagdanve Dosiges Sy L E 70 Bilerica Kosd  Chelmatond, M 01824
Fhgne: 378467 851 YWerkd Wide Wals www oadenoe.com



s, Shetla, Quanerman
P1720/2000
3

cagence

BCON 3D991 is defined as “Software” specially _designed for the “development”,
“production”, or “use” of slectronic devices or components_controlled by 3AURL . gseneral
purpose_clectronic squipment controlled by A2, or manufacturing and test equipment
controlled by 38991 and 38992,  Simsfarly, ECCON 3E991 is defined as “Technology”
referencing the same hardware classifications.  The MEUR list of countrolied ECCNs does
wolude BCOCMs 38991 and 3B992; but importantly, not 3A5%1. Thus, due o the all-
encompasaing langoage in BOCNs 3D8Q1 and 3E991, a broader restriction is placed on
software and technology in Category 3 than on their related hardware - much more in these
ECCHNs 13 captured by the MEUR than just the software and technology directly linked 1o
hardware specified in 38991 and 38582

The clarfication of Item 3.1.3 in the 2003 Wassenaar Dual Use List Review, and the addition
of a new Note 1o ftem 5.A4.2 i the 2005 Dual Use List Review, have reaffhirmed that EDA
software is not of significant strategic concern. EDA software is like a word processor fur the
design of integrated circuits, and has no isherent muluary value.  There may be some
wtellectual property that designers of integrated circuits may use with EDA software that
might reasonably be subject to MEUR for Ching, bot basic EDA software classified under
30991 shoold be exempt. At minimun, the scope of the MEUR on 3D991 and 3ES8%] should
be Lmited to software and technology specifically ied to the items mentioned n 3BY91 and
3RO, releasing the balance of software and technology covered n these classifications
{including EI3A) from the proposed rule.

Foreign Sources of EDA

The Eoropean Union apparertly has decided that it will not implement MEUR for China, thus
numercus Buropean competitors are 0ot subject o restrictions similar to MEUR for China
The net effect is that owr Earopean competitors will not face the same fear, uncertainty and
deubt with respect to sales i China that we will face. This may result in causing Chinese
customers 1o gvoid 118, suppliers such as Cadence because of this uncertainty, which could
then lead to a shift of technological leadership out of the UK. These competitors inclnde
MunEDA, Chip Vision and Concept Engincening, TransED&, Spiratech Pulsec and Kimotion.
Further to this, large consumers of EDA in Burope, such as Infineon, STMicroelectronics and
Philips actively collaborate on EDA R&IDD, and large research institutes bke Leti in France or
IMEC in Belgium also have active EDA programs, with the intent of shifting this technology
from its core US oots to the BUL I a rule such as MEUR for Ching is to be effective, then it
raust be muolilateral in order 1o avoid disadvaniaging American companies vis-a-vis our
Buropean competitons.
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The EDA Market in Chins

The China market for BIDA software 1s not large, compared with markeis for gerospace and
even for other electromes products. However, Ching is the fastest growing market segment in
the world for EDA software, and has one partieular characteristic which could cause a
disproporiionate impact on Cadence.

Most sindents of mtegrated circoit design fearn 10 use EDA software when they are in college
or umiversity enginesring programs. In order 1o “seed” the market, Cadence often provides
EDA software at g reduced price o college and unmiversily engineering programs, with the
expectation that gradustes will continge to use the programs leamned doring their academic
expErience.

i Chinese colleges and universities shoold conclude that a significant sumber of their
graduates would not be asble to use EDA software from Cadence in the full scope of their
cmployment, they might prefer 1o use EDA software from other sources, either indigenous or
from third countries. Such a reloctance o use EDA software from Cadence and other US,
companics could have a dramatic impact on sales to legitimate end-users in China, if the “best
and brightest” integrated circuit engineers in China learn their irade using EDA software from
indigenous or third country sources,

Bue Diligence and Responsibilities

The Chinese nulitary uses electronics. Though much of which falls ino the ECCN 34991
classification that is not covered under the proposed MEUR, there will be other electronics
components that fall into more strict categornies, While Cadence has uo intention of assisiing
the mlitary, at some point electronics designed with the assistance of EDA tools will reach the
military.

As with compliance 0 all expont regulations, Cadence plans to make reasonable sffons to
ensure compliance with MEUR, however we need to know what the minimal and optimal due-
diligence steps should be. Is there a threshold level of acceptance for end-user companies or
untversities who research and design commercial prodocts, bt might upon occasion provide
work for the military? Further, the malitary may acquire commercial-grade electronics for their
programs.  What is our lUability when selling 1o a commercial design company bevend
undersianding that they're desigring commercial products?

Considenng our sales into wniversities - assurming that many universities educate students who,
post-graduation, may eventually provide designs for mibitary products (directly or indirectly},
what is our Habality?
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VEL Program

Cadence recognizes that the MEUR for Chuna has evolved w include not only a “stick” in the
form of a restriction on sales o mulitary end-uses, but also a “carret” in the form of the new
License Exception Validated End-User ("VEU™) We believe that this is a positive
development, and would not like to see the License Exception VEU removed.

Although our products do not ordinarily require an Export License to China, our intent would
be 1o reference this st in our due-diligence of new customers. I the custorser is op this list,
this provides additional assurance that the customer will be using ouwr products for non-
restricied purposes. Beyvond this however, the list provides limited value as we suspect there
will be a Hmited number of end-users on this list, mostly large enterprises, not the small design
companes 1o which we seil.

Assuming that o VEU program is adopted, Cadence strongly advocates that BIS help the
cxporting compmunity by publishing the list of companies on this list in Mandarin Chinese. In
addition, and even more important is to have BIS pubdish the list of Entity and Unverified
Chinese destinations in Mandarin, Today there 18 unnecessary confusion created when order-
takers i Ching are translating names from English to Chinese. We want to ensure that we are
not selling to proscribed entities ~ BIS could assist the entire exporting commmumiy in a
meaningful way by providing the comvect Mandann names.

Conclusion

For these reasons, among others, we respectfully submit that EDA software and related
technniopy classified ander ECOCONs 3D991 and 3E9%1 should be removed from the scope of
the MEUR for China, We remain optinustic that a reasonable scope of a MEUR for China can
be devised that not only protects the national secunty and foreign policy interests of the United
States, but alse recognizes that unfetiered EIA software can contribute to the continuing
market leaderstup of American companies in the BEDA software field yn China. We would be
pleased o respond (o any additional questions and concerns that miay not have been addressed
in this fetier, in a manner and tme that would be mutually convenient.

Sicerely,
’/
T I('/ lzf
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e

Larry Disenhof
Group Director, Bxport Comphiance and Government Relations
Cadence Diesign System
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Movember 21, 2006

Shetla Quarterman

Bureau of Industry and Security

{inited States Department of Commerce
14" Street and Constitution Avenus MW,
Washington, D.C, 20230

Re:  Proposed Bulemaking Concerning Revisions and Clarification of Export and
Reexport Controls for the People’s Republic of Chins (PRC) and New
Aunthorization Validated End-User (71 FR 38313 of July &, 2006}

Dear Ms. Quarterman:

Ingram Micro Ine. {(“Ingram Micro”} appreciates this opportumiy to comment on the Proposed
Rulemaking Concerning Revisions and Clarification of Export and Reexport Controls for the
Peaple’s Republic of Ching {PRC) and New Authorization Validated End-User (71 FR 38313 of
Yuly 6, 2006).

Ingram Micro is the world’s largest distributor of technology such as computers, peripherals and
software, with $28.8R o sales in 2005, As a distributor, Ingram Micro disiributes products made
by others. That is, it buys products from manufacturers {called “vendors”™y and resells them
customers ranging from (13 retai] outlets such as Best Buy and CMD o (2} Value-Added
Resellers to (3) systems integrators 1o (4) sub-distributors, who resell again 0 other sub-
distributors or resellers.

As a distributor, Ingram Micro generally operates on & high-vohune, commodity basis. Typical
products distributed inciude laptops, privters, computer monitors and the like, It has more than
160,000 customers worldwide, with whom it does thousands of transactions per day.

In Ching, Ingram Micro operates on the sams distribution model, namely, high volume sales of
commedity products boaght from vendors and resold o countless retatlers, valug-added resellers
and sub-disirtbutors. {ts subsidiary, Ingram Micre China, does not sell o the ulumate end-user
and will generally not know the identity of the eventual end-user, whether the end-user is a
Chinese family buying s printer or a Chinese business insialling an integrated network of laptops
and servers.

Ingram Micrs Ching distributes technology products hoth of 1S vendors such as HP and
Lagitech as well a8 products of non-US vendors such as Acer, a Taiwanese company, and
Lenevo, a Chinese company, whose prodoct line may not be covered by the EAR. To take but
one example, Ingram Micro China sells the HP laptop Model PX851AV, a product covered by
the BEAR, but this competes with Acer laptop Model O0LX TRIG3.015, g foreign-produced
product not covered by the EAR that conld be caught under CCL Category 4, ECCN 4A8%%4,

WGRAM MICRD G ¥ W0 B S Andvew Place ® Saees Ana, 04 9270580268 * (714} 382200 Fax: {314) 56579
grop kel B ingramesicss.oom
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Ingram Micre China obtains 83% of #is inventory by direct purchases withyn Chinag and the vest
by importing through Ingram Micro’s Hong Kong operations.  As a distributor operating in
Ching, Ingram Micro China competes primarily with locally based, Chinese-owned distributors,
such Digital China, as opposed to other American companies (or even other Western
companes}.

fngram Micro is fully committed © deing is part in supporting the national security of the
United States, including comphiance with BIS regulations and cooperating with federal
authoritigs, As explained below, however, the proposed regulation with respect to Military End-
1ise Requirements (“MELIR™), as applied o Ingram Micro’s distribution business in China, will
do nothing to advance national security but will rather just produce paperwork and extra cost
with no return on export controls aims.

i. Many Affected Produets Are Commedity Products Readily Available in China

The scope of Export Control Classification Numbers {(“ECCNs™Y that would be affected by the
proposed rule, including 44984, 40994, SA002, SD002, SADG2 and 5109972, is overbroad. Many
praducts in these calegones are commodify-iype computers, networking equipment, and
software, which are disinibuted by Ingram Micre China. As explained above, these are
conmmodity products readily available from non-US vendors such as Acer, Lenovo, Huawed, and
& host of other companies that produce for their own distnibution or source frow other non-US
companies. Thus, imposing paperwork resirictions on the sale of these controlled products will
sitnply result i more purchases of aliemnative, non-US {(and non-controlied) products, withouwt
sdvancing any national securily inierest.

x. The Affected Products Are Readily Obtainable from Nen-US Distributors in
Ching

As explained above, Ingram Micro China corapetes against local Chinese distributors and any of
the commadity products desceribed above are readily obtainable from these local distributors,
Thus, Chinese customers can avord any other paperwork and other obstacles posed by the
MEUR by sunply tuming to one of these competing distribators for their purchases.

3. The Hegulation Poses a Meaningless Due Diligence Burden on Ingram Micro

Under the proposed MEUR, Ingram Micro China is obligated 1o engage in due diligence in all its
transactions concermug affected products o determine if the product 1s intended for military
cd~use. Az explained gsbove, Ingram Micro China has several thousand customers, some who
sell at retadl and some who re-sell o other sub-distribngors {with the products changing hands
many times before it reaches the end-user). In short, hgram Micro Ching’s due diligence, as it
tries to ascertain the aliimate endeuse of its products, will be lengthy and expensive and in the
end often inconclusive.

Moreover, as the due diligence will comprise steps such as asking its own customers about the
a . {:{ v <a . . . -

possible end-use of the produoct, it will be meffective, as the custermer may simply respond in an

tnnocuous fashion that there is no military endouse, without Ingram Micro Ching having the
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apportanity to verify the accuracy of the representation. Also, in the distribution business in the
United States and elsewhere, customers iealoosly guard information abowt their own customers
and those customers not wishing to divulge such information will simply turn to competing local
distributors not burdensd by the MEUR to avoid the prying questions and any associated
paperwork.

4, The Propesed Regulatios Woeuld be Unilateral

As Ingram Micro vndersiands it, participating member stales of the Wassenaar Arrangement
agreed to implement military end-use vestrictions on countries subject to conventional arms
embargoes. However, as far as we can determine, only the United States has implemented a
conventional arms embarge with respect o China. The net effect is that American companies
will be subject to more stringent regolations than thetr foreign competitors, wndermining the
effectiveness of the MEUR and negatively impacting American companics in thetr efforts
compete on a level playing feld.

&, Yalidated End User Rule Would Have Limited Utility for Ingram Micro

The Validated End User Rule would have limited utility for the activities of Ingram Micre China.
The Rule may have some utility for companies that sell relatively high dollar value, non-
conunodity products directly to 2 small set of customers. By comparison, as shown ghove,
fngram Micre China sells on a high-vohune, commodity basis to the technology distribution
channel involving thousands of customers and many more thousands {(if not millions} of Chinese
end-users, Thus, the Validated End User Rude will have no benefit to Ingram Micro.

Conclusion

In short, the MEUR proposed rule significantly adds costs to Tagram Miero and reduces s
competitiveness in China without offering any tangible benefit to United States security.
Accordingly, Ingram Micro respectflly reconunends that BIS reassess the MEUR proposed
rule.

/& Gregory M
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s, Bhetla Quanteroan

{ffice of BExporter Services

RBegulatory Policy Diviston

Burean of Industry and Securty

1.5, Department of Conunerce

14" 5t & Pernsyivania Ave., KWW, Room 2705
Washington D.C. 20230

Attentiort RIN 0694-AD7S

Re:  Proposed Rulemaking Concerning Revisiony and
Clarification of Export and Re-export Contrels for
the People’s Republic of China (PR},

7 Fed. Rep. 38313 (Jauly &, 2006);
Comments on Proposed Rule.

Dear Ms. Quarterman:

O behalf of the Costonts and International Trade Bar Association
{(“CITBA”) we are summtizr:g these comments on the proposed revisions
1o the regulations controlling exports to the People’s Republic of China
{China} recently published in the Federal Register by the Bureau of
industry and Security (BIS) on ?uiv 6, 2006, Founded m 1926, CITBA s
a natienal association of attorneys who concentrate i customs law, export
controls, international trade mguiaﬁmx, and other related fields of faw.
CITRA has members throughout the United States as well as foreign
affiliate members.

I gensral, CITBA understands the concerns that prompt BIS s propaosals,
but we nevertheless have reservations. As BIS has recognized, Chana has
become a major participant in the global economy and as such has
emerged as a major market for exports of the United States, particularly
high-techmology products in which the United States excels. Wo are
concermned that the proposed revisions could threaten this favorabile state of
affairs by creating excessive burden and expense and challing effect on

Please eoply to: Barags, Kickasaron & Colburss 475 Park Ave. So./ New York, NY 186 - Tl {2123 725008 fax (32 8524135



Ms. Shetds Guarterman November 22, 2008
(1.5, Department of Coromerce Page 2

U.S. exporters. We beliove that less stringent measures could adequately serve the
Cievernment’s objectives while winimizing the adverse effects. There 15 every regson to reduce

theae effects because the United Siates must do st it can o increase oxports and reduce trade
smbalances.

The following are our specific concemns:
Proposed Section 744.21

1. Proposed section 744.21 would prohibit exports, re-exports, or transfers of items when
ihe exporter “knowls}” at the time of exportation that the exports are intended for “military end
use.” We believe the provision should nuake clear that if is Hindted o actua! knowledye, and that
such knowledge should be evident from the circumstances of the transaction or from an express
RIS notice pursuart to proposed subsections 744} and {¢}) that particular ems present arisk, It
should not b that a ULS, exporter couldd find itself at 8 subsequent date charged with arguable
koowledge of facts when actual knowledge did not exist af the tire of exportation.

2. The proposed provision would also requare exporiers to state en the export application
“alf known information” concerning military end-use, Broadly construed, this could reguire
exiensive mnguiry for each and every exportation, and tius could be an onerous burden if the
exporter were large and complex. Morzover, some products have countless applications, and
accounting for all potential uses coeld require speculation and create a corresponding visk that all
uses were not identified. We beliove 1t onght to sutfice for the exporter to provide only
information that it is reasonably available in a commercal time frame which i has obtamed from
making a reasonable inquiry of sl refevant departments within the company. To reguire more,
in our view, would create a chilling effect on U8, companies exporting goods. This conld result
in lost sales that the exporter could otherwise make in good faith,

Froposed Section 74810

3. Section 748,10 would create exceptions for transactions of less than 353000, We agree
that exceptions are appropriate and sheuld be available when values are de mininds. However,
wiflation changes real values over Ume, so 33000 at one pouyd in time mught purchase vuch less
at a future point in tiwe. The regulation should therefore provide that the BIS will revise the
figure at least once each calendar vear by reference to an inflation 1ndex, perbaps Federal
Reserve Boand stahistios. Without astomatic revisions, the proposed well-justified exception
could lose signficance over tume. Automatic adjustinents would be easter than pericdically
amnending the rogulation.

Proposed Sectior 74815
4. Proposed section 748,15 would provide for a system of “validated end users” (VEUS),

ie., users pre-approved by BIS, We generally support this systens but see the potential for costly
delay. I acting on a VEU apphication, BIS would consult with the Departments of State,
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Energy, and Defense, as wetl as “other agencies, as appropriate,” and consider a wide range of
imbwzmﬁon Kee section 748.15{a){1). We believe the final regulation should establish iy

teadiines for the inter-agoncy review, possible subject to specific exceptions when particular
a;rcs_mzsmnws warrant. Being able to establish guickly VEU status for particular end-users
would minimize the disadvantages that U.S. exporters would inevitably face in competing for
sales in the international market as a result of exiensive review, Excessive time {0 process
apphications can result in lost sales, particularly when other international suppliers are able to
supply the same products without elaborate governmental approvals, As slated, exporting
American goods to China is 1 the mterests of the United States. It undermines this important
goal when lost sales reault from delay.

Fyrther Comment Regarding “Deemed Exporis”

The impact of the proposed regulations on “deemed exports” seems problematic,
particularly in the case of Chinese subsidiaries of U8, parent corporations. Techrical
knowledge Hes at the heart of many business operations and intubiting the flow of techmcal
information within affiliated orgamzations, beyond the already existing restraints, could
seriously disrupt commercial operations and adversely affect American businesses. As the
Federal i\?e'msfer notice ohserves, “many U8, companies have established significant business
operations” in China, 71 Fed. Reg. 8t 38314, We bebisve the new regulations should not apply
o technical information that flows between atfiliated enbities. Bxisting controls ought to suffice
{o protect the national securily concems.

Conclusion
CITBA appreciates this epportunity o comment. As stated at the outset, the orgamzation
supports BIN s goals and only hopes the goal can be furthered withoul unnecessary obstacles to
ir da(,
Respectfully submitted,

Customs and Internations] Trade Rar Association

Wesley K. Caing, Chair
International Trade Committee

Ihe: 5 - - { P
Sandra Liss Friedman, President MN
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L8, Bepartment of Commerce
Rurean of Indusiry and Sscurity
Regulatory Policy Division

Officn of Bxporter Serviees

145 St andd Constitution Avenue, NW
Room 2705

Washington, DX 20230

Anention: bMs, Sheila Quartenman
RIN 8694-AD75

RE:  Propesed Rulemaking Copeerning Revisions and Clarification of Export
and Re-export Controls for the People’s Republic of China (PRC) and New
Authorization Validated End-User (71 Fed. Reg. at 38,313, July &, 2006}

Diear Ms. Quanerman:

{ appreciate the opportunity to subrait the following conments on betlf of the 350 member
companies of AMT-The Association for Manufacturing Technology. Our members
rosnufactors the machine tonls and productivity technology and squiproent that enable our
country i stay in the forefront of manufacturing, and we arz 3 critical part of the defense
manufactuning base,

While AMT understands the purpose of the proposed “China Military Cateh-Al” regulations
is intended to pravent the Chunese military from obtaining dual-use toms and technology that
wonld be usefol in advancing milttary ends, wi helieve that there are several reasons why the
propused regulations will not sady fail to achicve their stated purpose but also be costly and
deleierious o the United States machine fool industry. In the following paragraphs we will
lay out first our general concerns about the regulations and then we will go yoto detail on the
specific problems we see for the United States machine ool industry.

Although you will see that we have g namber of coneerns, it 18 unporiant 10 note that this
version of the “China Catob- Al regulstions is a substantial unprovement over the sarlier
version, which you issued in March, We would note the following umprovements:

1} The emphasis is in the latest version is placed on “end-use” not “end-user.” Under the new
proposed regulations, the export would bave to make & “material contribution to the FRCs
military capability,” not sinoply be useful to the Chinese sulitary. This showld belp companies
avoid techmical violations, partiaidarty because 1t is so ditficult to dentify Chingse military
entities which lave mads offorts e conceal their identities.

YR01 WESTRARK DRIVE, MoLEAN, VIRGINIA £2102-3808 PHORE 703-883-2000 FAX 7O3-883-1151 £-MAIL AMY @aMTunlina.ory

oo ApATonlne.org ~ wwr IMYS.oum
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2y Military end-use 1s further defined 1o include only those tems found on either the Siate Department’s LLS,
Sumtions List or the Wassenaar International Munitions List, such as tandks and nulitary aircraft, rather than
teaving i the sxporter’s imagination fo defive what is a military sod-use. This too is o very helpful addition
and shoudd provide significant clanily for exporters attempting to conmply.

3} The new regulations also create a new category of “validated end-users,” which would conaist of pre-
certified comparies, who would not nced approval for each and svery beense. AMT appreciates the good
intentions of this new provision, and we intend to distribute information about this new provision fo sur
members, Bol we are concemned that the certification process will be long and cumbersome. If that s the case,
few, if any, AMT membors will be able to take advantage of this new “white fist.”

4 For those who need a Heense, you have created » threshold value of 35008 before an exporter would need an
end-user certifivate issued by MOFCOM in China. This could be useful for spare parts, Init no machine tool
aells for less than 85000, Consequently, AMT is converned that this new requirement could create a bottlenack.
The Chinese Government’s sxport control agency, within the larger nunistry known as MOFUOM, is already
significantly under-statfud, with perhaps 2 dezen officials processing end-user certificates. AMT is concemed
hat these individuals will be likely not be able fo process efficiently the new volume of applications for end-
user cartificates caused by the regulavon.

AMT would also hike o emphasize thatl when drafting the final version of the regulations, we belisve that it
waould be extremiely important to provide for “grandfathering” of open, unshipped orders or contracts. Capital
goods, particularly machine tools, have long lead times and build cycles, extending out many months, even as
long as more than g vear {especially when engineering is involved). The regulations must take inic
sonsideration these characteristics of our indostry and contatn a defarral provision that would authorize the
copnpietion of any such orders based on binding contracts at the time that the nal nule is published.

Within ihis same context, companies should be allowed to continue to satisfy all customary warranty obligation
for spare parls, service, and maintenance, as well as well as non-warranty obligations for machines that are
already tnatalled. AMT would ke to rennd you that the useful Hves of maching tools usually extend out past
ten years, and customers expect that the manufacturer will supply eniveal spare paris and maintenance for the
bve of the machine. Indesd, many contracts have clauses stating just that, Not to offer such service would put
{18, companics at 3 significent disadvantage in the Chinese market,

O the poliey level, what AMT finds troubhing abeost the new regolations is that they indicate that the United
States Government intends to send a strong signal to the Chinese that there will be new export control
restrictuans on China trade. Since export control cooperation with the Chinese Government has been steadily
smproving over the past fow years, 1t will be ditficult for the Clunese to understand what provoked this new
round of reatrictions. It s particulardy unfortunate to the U8, high technology industrial sector, because it
comes at g tme when the Chinese already perceive the United States 1o be the most restrictive and least relisble
trading parmer among all the major industrial countries as 3 consequence of the application of the U8, export
control restrictions already in place and the manner in which they have been applicd by the 1.8, Government.

The likelihood s that fow, i any, of the other menbers of Wassenaar will adopt a similar set of regulations, or
imdeed sven publicly support the correctness of the U8, position.

The Buropean Union has already roade v clear that it does not frel itself bound by the Tiananmen Square
sanctions and could even formally end their conunitment to enforcing those sanctions within the next vear.
Thus, the HL could very well bhe loosening export controls to Ching at the very time we are tightening them,
Certainly, neither Russia sor most of the other non-EU Wassenaar members are likely to publicly endorse this
new approach. Thus, there is little hope for wide acceptance of new, more resirictive export controds towards
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China. That will maks the new 115, “China Calch-All” regulanons even more umitating to the Chinese
Government, particularly when thess regulations will be introduced after a revent senes of Chinese Government
)

commitments to improve their sawn export control cooperation with the United States, with Wassenaar, and with
the Muclear Supplisrs Group.

<

Thus, while AMT would conceds that this Iatest version of the regulations does consutute a substantial
improvenent over the earlier versions of the proposed regulations, we would note that BI5 has made the
assartion (in the preface to the regalations and during intorviews on the regulations) that the new regulations do
aot cut off very much of what currsntly is being exported to China. This may be true. Mevertheless, that does
not mean that the Clunese will interpret the new regulations in a beaign way. The Chinese Governunent has
slready made public staternents that pronounced the regulations as “disappotnting.” They vhiviously take the
asnouncement of the new “China Military Catoh-All" regulations as a further indication of the wureliability of
L1, vendors and as one nwwve reason that goods and technology purchased friun the United States are likely to
be delaved or denied. As a consequence, AMT believes thai the new regulations are precisely the wrong signal
to sensd o the Chinese Government if the ULS. Government wanis continned export conirol cooperation and
wereased high technology trade.

The United States machine ool industry has kost 38.8 percent of market share in China over the past decade.
That joss has occurred doring a period in which Ching has become the biggest machine tool market in the world.
To get an e of the enonmity of the Chiness machine tool market growth, consider the following relationship
hetween Chinese consumption {todal purchase from all sources) of machine tools and that of the United States,
In 2006, China consumed half as many machine tools as the ULS. By 2002, China had drawn even. By 2004,
China had doubled VLS. consumption. Thus year, it 18 likely that Chuna’s consumption of machine tools will be
triple that of the United States.

Other nations have lost raarket share in China as well., But Japan bas seen a market share gain of 38 percent,
Taiwan 13.4 percent, and South Korea 3 whopping 124.4 percent.

Obvioasly, sxport controls are not the sole factor i ULS. market share losses. Bot one could not argue that the
LA, Governmient’s reputation for betng the slowest in approving license applications and the most rigorous in
its apphcation of export controls 1o Cluna is a negligible factor in the migration of Cluness manufacturers from
L5, vendaors to those who bave a reputation for less siringent apphicatinn of the Wassenaar gudelings regarding
technology transfer. Tatwan and South Korea have hardly distinguished themselves a5 tough enforcers of the
rales on technology transfor. Japan, on the other hand, does follow sssentially the same guidelines as those
wposed by the United States, but export livense applications Som Japan, while they are lkely & be rigorously
reviewed, are less Hikely to be denied or delayed, which can be a crucial factor in the purchasing decisions of
factory mansgers on a tight deadling for contract fulfillment or in wrgent need of production increases.

Meanwlile, as the data on the charts and graphs below will demonstrate, China bas built up us ndigenous
suaching tool industty significantly, The United States currently has approximately 350 maching tool and
corpponent manufacturers, of which 173 produce wetal-cutting machiery. By contrast, China has nearly five
times that number, with more than 16350 manefacturers, of which there are 415 metal-cutting maching ool
builders. Morsover, the Chinese Governynent bas been provviding subaidics and grants to various Chingse
manufacturers iy order (o enable them 1o catch op with the Wastin terms of technological sophistication,

During a fact-finding trip to0 Ching in June 2006, AMY found that there were a8 many as 18 indigenous Chinese
manufacturers of N controls, with ¢ight manufacturing usits for five-axis maching tools, As recently as four
years ago, there had wet bean a single operationsl Chinese manufacturer of this techmology. The two
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manufaciurers with the widest range of customers, Beijing Acrospace Numerical Control Systems and Wohan
Huazhong Momerieal Condrol Company, bad developed thelr technology with the finaneial support of the
Minisiry of Defense and the Ministry of Bdueation respectively. To demonstrate the quality asd reliabihity of
these conirol builders, Chinese roaraefaciurers were contfortable enough with these ONU controllers to put them
on their best machines going mio asroapace factorios and other sophisticated apphications.

Gathering the bulk of the information in Befjing a the June 12 w0 16, 2006 Chuns btemational Machinery and
Fepuipment Show, AMT reviewsd 70 Clunese butlders, of which 13 produced five-axis machine tools {in
additional to the afvrementioned CMC control manufactucers). But AMT alse found 35 Talwanese builders, of
which five produced five-axis machine tools, and one additional Taiwanese ONC Control manufactarer. This
was not an exhaustive study, but the partial facts speak for themelves. For the past four decades, the United
States Government pelicy has been to keep five-axis machine tool technology and (o a large degrec) producis
out of the hands of the Chinese., This duata indicates that the offort has been unsuccessfol.

As is discussed bolow, the Chinsse now possess ample murnbers of five-axis machine twols, most of which have
securacies competitive with Weatemn-produced products. In addition, they also have multiple suppliers of five-
axis-cnabling CWNC controls. Moreover, AMT maintains that the Tatwanese have so integrated their machine
ol technology with that of the mainland Chinese companies that it would be difficult to distinguish the two.
That brings at least five more five-axis machine wol suppliers and one additional five-ais-capable ONC control
manofacturer to the service of the Chinese, with virtually no control sver their deployment. While the
Taiwanese bring virtually oo new technology to Chinese manufacturers, they do bring very hugh guality
machines with extremely good accuracies as well.

What can one eonchude from this survey of the date? AMT contends that it makes Hitle sense (o include
muchine fools within the 47 categories of ftems that would be specifically designated for additional controls
within the proposed “China Military Catch-All” regulations.

With that introduction, we would now like to tom (o more specific recommendations regarding the machine (ool
portien of the proposed “China Milttary Catch-All” regulations. We have histed all the recommendations put
forward by the MPTAC, since that group has the technical expertise 1o opine on the spesifics of the proposed
regulations:

Recommendation: Delote itorn (230} - 2B991 from the proposed China regulation,

Justification: This recommensdation 1s based apon a significant review of the capability of Chuna to ¢ither
obtait or prodice equipment with positioning accuraciss of machine tools that &3l between the existing 2B0G
and the proposed (2} 1w RIN 86%4-41075, This reconunsndation 13 also based on the fact that even if the
regulation wore enacted, it would have no effect on Ching’s ability 1o make or purchase machines of the
accuracies desired for pulitary end use being considered for control. The resulls, therefore, would only affect
113, Machine Tool export business that in 2005 represented only 3.8 percent of ONC turniag, milling, and
grinding equipment imports to China by all nations,

Meost importantly, as noted in the data provided below, it is evident that Ching has the capability to resmufaciure
machiny tools of the range of positioning accuracy being propesed for condrol. It also hias the ability to sequire
these type machines frorn Tiwan or obtain them fom Tsuwansse faciories located within China,

tt should also be understood that if Wassensar countries dis not adopt equivalent requiremenis, especially Japan
and Cermany, China will continue to be sble to supply thelr domestic and nulitary needs related fo (2i) m RIN
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DEU4-ATITS with o apact due to the U5, restriction. Again, since the United States i an insigrficant
supplier to Ching of CRC machine wols, this restriction offers relanvely Hittle or no control 1o these items,

As a vesult, {23013 tn RIN 0694-A175 15 an uncontrollable restriction that will have re effect on military end use
beyend the current export control regolations, and will only affect LS. companies” ability to maintain the
meager market share they have in Chuna.

Discussion: Even though the MPETAC 15 a technical advisor to the U8, Department of Conwnerce, the
informmtion provided in this responss will begin first with background information and a brief econonue
overview of machine ool manufacturing and sales in China.

As the data on the following charts and graphs will demonstrate, China has built up s indigenous machine tood
industry significanly, The United States currently has approsimately 330 machine tont and component
manufacturers, of which some 175 produce metal-cutling machinery. By contrast, according to China Machine
Tool & Tool Builders” Asscciation (CMTBAJ, China has nearly five times that nuraber, with more than 1,650
manufacturers, of which 4158 are metal-cutting machine tool builders.

In support of China’s machine tool industyy, the Chiness Government has been providing subsidies and grants to
various manufacturers in order to enable them to cateh up with the West in terms of echoological sophistication
andd 10 mest 3 desired objective of being totally independent of foreign machine tool needs by 2010

The Chinese machine wol market has had tremendous growth since 2000, Consider the following relationship
hetween Chinese consumption {tota! purchase from all sources) of muchine tools and that of the United States.
In 2000, China consumed half as many maching tools as the United States. By 2002, China had drawn even.
By 2004, China had doubled 1.8, consumption. This vear, it 15 likely that China’s consummption of machine
toadds will be tiple that of the United Siates.

That being said, however, the United States machine toad industry has lost 38.8 percent of market share in China
sver the past decade. That loss has ocourred during 3 period in which Cluns has become the largest machine

oot market in the world, Gther nations have lost market share in Ching as well, but Japan has seen a market
ahare gain of 35 percent, Taiwan 13.4 percont, and South Kores 124.4 percent. In fact, as proviously noted, the
LLE, share of Chinese imports of UNC milling, turning, and grinding machine fools was only 3.8 percent in 2005,

During a fact-finding tap to Ching in June 2006, sponsored by AMT, we found that there were over 15
indigenous Chinese manufacturers of CNC controls, with more than five manufacturers of units for S-axis
machine fools. As recently as four years age, a similar trip found not a single operational Chinese manufacturer
of this technslogy,

The twe manufacturers with the widest range of customers, Beyjing Acrospace Mumerical Controd Systems and
Wohan Huashong Numerical Control Coropany, had developed their technology with the financial support of
the Ministry of Defense and the Minsiry of Bducation: respectively. To dermsonsirate the guality and reliability
of thess control butlders, Chunese mamufactrers were counfortable enough with these UNC controllers to put

£

thern on their best machines going into aerospace factories and other sophisticated applications.

Gathering the bulk of cor mformation s Beijing at the June 12 1o 16, 2006 Cluna Internstional Machinery and
Beguiproent Show, thers were some 70 Chinese butlders reviewsd, of which more than 12 produced S-axis
machine tools (in addition 1o the aforementioned UNC control manufactorsrs). Also, there were 35 Taibwanese
builders, of which five prodused S-axis machive tools, and one additional Tawanese ONC control manufacturer,
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While the Taiwaness bring virtually no new technology to Chinese manufacturers, they do bring very high
guatity machines with extremely good accuracies as well as eatablished manufaciurung facilifies in Clunsa.

Waorld Market

As wportsd by AMT — The Association For Manufachuring Technology and Gardner Pubhication, Inc., the
United States ranked sixth in the world in the total produstion of machine tool produsts in 2003, This is down
29% in production from its ranking as third iu the world in 1995 dus 1o the increased produstion of equipment in
the PRC and Tuiwan. Therefore, both countries have moved up fo third and filth respectively in ranking. Alse
nostest 1 the loss of 11.S. sales as compared o ialy who continges to be fourth in the world.

Production of Tep Ten Countries Manufacturing Machine Teol Froducts

ncreass {norease
- 204085 2804 200% over > 1895 2808 aver
£ 3004 £ 198958
w g i $'s
2 % | $s Millions | 8 Millions &1 Miltions
Lountry Total Iotad Total
Japan 4 1325% 10573 20% 1 $o02 47%
Germany : 2 Q505 895 &% 2 7220 30%
Ching, Peapies Rep. 3 500 408G 18% 7 1857 163%
Haly 4 4874 4838 5% 4 3334 47%
Taiwan £ 32465 2884 12% 4] 1627 103%
United States B 3159 3132 1% 3 4488 ~29%
Korea, Bep. of 7 2818 387 t 6% 8 1888 48%
Swilzertang & 263§ 2333 14% 5 2141 23%
Spain 8 1144 1021 11% 12 662 72%
Canada git 843 814 4% 13 387 139%

CHINA

Machine Tool Industry

The following sectivn takes a closer look at the production of CNC milling, trning, and grinding machine tool
products in China.

Market

Shown iv the world market chart above, China produced $5 billion in machine (ool products iy 2003,
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Imports

For the past five years, China has bren increasing its import demand for machine tools to 3 reported level in
2005 of approximately $6.5 bilhion.

China’s Yatsd impots
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With this increased demand, as iHustrated in the following graph, Tapan, Taiwan, and Germany have been able
to improve their sales penetration into Ching, while the United States has actually realized a decrease in sales
fron 2004 1o 2003,
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Wot ly has a joss ocourred from 2004 o 2003, thers has also been an overall decrease 1n percentage of sales to
{hing since 1995, The United States has actually shown a 38% foss in share of the towal buport sales to China in
the past ten years as represented i the chart below,

US Shars of Ohins's dmporis of Baialworking Machine Tasis
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in the pext chart, if can be seen that of the approxtmately $6.5 billion moachine tools imported to China, 52.5
billinn were UM milling, turning, and grinding products. Also, of the $6.5 lhon machine tools sold to China,
the United States represented only $382 million in sales, or 5.9% of total troports. Of that $382 million, only 396
authion represented CMC milling, turning, and grinding products, For 2003, therefore, only 3.8% of the total
{NC equipment covered in the proposed regulation was sold by the United States. This was far below, for
exanysie, that of Tanwan at 19.9%,

UNC Eguipment Imports te Ching in 2005

{3 mallion)}
Country Yotal imporis Share of Todal Total CNC Share of CHE
imports to Ching Byuipment Salexs to Chinag by
by Country fraports 1o Ching Country
Waorid €. 497 2,508
Japan 223G 34.2% 858 38.2%
Tabwoan 1,263 18.5% 458 18 8%
Germany 1,671 18.5% 454 18.3%
Kores, South 434 5.7% 176 & 8%
Uriled Siatas 382 5,9% 96 3.8%
Bwitzertand 284 4.1% G4 3.7%

Sawree: Ching Customs Data
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Praducts

it is clear that through assistanee from foreign manutactares, Ching has cetablished, and is enhancing, 1ts abibity
to manufacturs state-of-the-roarket machine tools. This can be seen by the inereasing number of suppliers of
sophisticated ON controls, S-axis machine tools, and products having competitively stated machine positioning
ACCRIAILS.

CNC Controls

One of the most mpontany aspects of being able to manufacture squipment Hes in the availability of ONC
comtrols that can provide this capability. In China, there arg a growing nusmber of UNC providers, some of
which offer S-axis simuliancous control capability.

The chart below lsts some of the major suppliers of CNC vontreds in China. This is not a complete list because
some controls are built for the specific use of 3 company. For example, Shenyang Liming Acro-Engine bas built
thewr own control and has applied it to cquipanent for thetr own internal vse. This is also true for Dalian and
Beijing fingdiso Co. that have designed ONC controls for application on their machine toads.

Chine LNC Contral Manufavivrers and Representative Contrals:

Company URC Masximum Maximum Sourcs
Control Mumber of Nupiher of
controlled | Simnitancously
Rxis Ceutrolied
Axis

Beijing Avrospace Mumerical | CASMNUC 8 & {CIMES
Comirel System & CMTF)
W W, SASTIE, SODLED 26867
Bejing Cateh WO WNC-110 16 & Brochure
Eguipment Co., Ltd (CIMES
www catchonc conm & CMTF)

2006
Chengdu Great Industrial Co., | Great-160iM | 5 3 Brochure
Lid Great-180M | 9 g IMTS
WWW.greal-Cne omn NG
LT-URC WNCiiD 16 8 Website
hutpa/ie 2006
CIS,BICLAC CT/en Doniacl.asp
Wuhan Huazhong Mumerical | HMNC20G0 16 5 Brochure
Contral Co. {HMN) HNC-2IMS | 6 f {CIMES
www huazhongene.com & CMTE)

2066

CIMES & CMTF represents the China Internations! Machinery & Equipment Show that vccurred in fune

2006,

¥¥ IMTS repressnts the International Manufactunng Technology Show that occurred in September 2006 1o

v
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In discussions with mamifacturers, Wuhan Huazhong Numerical Control Co. appears to be the cwrrent leader n
this arca. The FINC2000 has been applicd 1o many machine tools in China and, for example, has become the
standard control for Guilin Machine Tool Co's 3-axis Bridge Type Gantry machines. In fact, the China
Ministry of Education has provided farge grants to Wuban & menufacture educational units for teaching
individuals how to operats mulii-axis machines,

When discussing the capability of the Wubsn contvol with Guilin persanmel, they commented that thewr customer
base has tdicated that parts produced using the Wahan control are squivalent to those produced using a S-axis
Fidhia (Jtaly) ONC comirol.

it should be noted that Befjing Acraspace Numerical Control Systern, which is suppuorted by the China Ministry
of Defense, stuted that they have developed the sbove mentioned controller, however if i3 new o the market.

Position Accuracy

Befors a realistic assessment of the positioning accuracies of machine tools manufactured in China, or elsewhere
1 the world, can be assessed, a sound understanding of the relationship of quoied sccuracies, weasured by
different standards, should be realized (Refer to Appendix A). Without s, the accuracy of a2 machine tool
often ramains & relatively subjective statement.

Even though this may be understood, there sull yemains the fact that China bas a growing munber of equipment
suppliers offering products with accuracies betier than 0.010 mun in China, To Hlustrate this fact, a series of
tables are provided indicating the positioning accuracy of some prodects in China.

The first set of tables shows Chiness companies that have advertised information, nat only on the position
sccuracivs of thetr machines, but on the standard used o obtam the accursey data. The second set of tables
indicates stated scouracies of equipment, however, there is no indication of the standard used in making the
accurasy claim.

Notw 1: Only one wachine model is listed for each mentioned company. Even though other models or products
manefactured by the company meet sinilar accuracy claims, it is beheved (o be more significant o understand

which, and the munber of, companies that have the capability to manufacture accurate machine tool products.

Mete 20 Informaton provided in the following tables may not be available on company websiies. Some dat
was obtained through brochurs informatim,

Mote 3: Stated posifioning acouracies ars in mm.
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Chinese Companies - Stating Positioning Accuracies with Identified Standards

Milling:

Company

Rachine

Pasition Accuracy

Kource

BMTI Precistom
Mechatronics {0,

htp  Www ICs N QD

2000/ 5-630H S-axis

04.008 1 GRAT
174212 {2008
{optional package}

Website - 2006

Guilin Machine Tood Yertical Machining 0.010 to GR/T Brochure

Co., Lid, Center 17421.2 {2000} 2066 CIMES &

wyww.ghnts conuen HRTIG2-5K S-axis CMTF Show

Chnghai Mo L ONC Vertival Machining 0.016 to VDL 3441 Brochure

Machine Tool Co. LTD | Center 2006 CIMES &
WICTE0 CMTF Show

machine. com.en

S - Hangau Duoleng
{IONE Machine Tool Co.
WRW.LZIN0W SO

Vertical Machining
Center
¥HT716/5% 5-axis

0.010 o JB/TETTL 4
(1998)

Hrochure - 2005

Shinrt Machinery Co,
wweealing.on

Yertival Machining
Center
WhSS

£.008 10 [50

Website ~ 2006

TLUNAN - Shandong | Vertical Machiniag +- Q008 to Brochure
Famnan Machine Tool Center GB16462 2006 CIMES &
Co. XHY716 S-axis CMTF Show
www dunsnmachine com

Tonmar Internationsl YVertical Machining 1,005 10 JI8 Brochure

Cos.
WWW IOINAC. CUIn. o

Center
YMCE0

2006 CIMES &
CMTE Show
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Turning:

L ompany

Hlachine

Position Accuracy

Souroe

BMTI Precision
Mechatronios Co.

N {athe
K5 256

- .02 10 1S

Brochure -
2000 CIMES &
CMTF Show

DMTG - Laalian
hachine Tool Group
Corps.

wovw dmbg,com

0 Turning Cerder
D200

Q010 0 IS0 236-2
{1997}

Brochures -

CMTF Show

FED — ChongQing
Kefer Precision
Machinery Co.
worw, fredoomen

MO Lathe
CNCPS

0.007 0 VDI

Broclawe ~
2006 CIMES &
CMTF Show

Ningjiang Machine

{NC Lathe

0.006 to GB China

Tool Group Ca. CKN6140 std.

WWW BINZ ENR.c 0N

TianBei Machine Tool | ONC Lathe 0.006 10 GR16462 Brochure -

www Hibmachine.comn | K128 2006 CIMES &
CMTF Show

index-Diadian Machine
Toul

CHNC Turning Center
THRA 400 {onky
available for China
matdand)

0.008 to VD 3441

Website - 2006

IFMT - Jinan Fiursi
Machine Too! Group
0.

www (it oomen

CNC Terming {Center
MI-18

3.005 10 GB16462
{with glaas scale
aption)

Brochore -
2006 CIMES &
OMTF Show

Grinding:
Company Machine Position Aceuracy | Sourge
Ningiiang Machine Jig Grinder {3.007 1o VI3 Webaite - 2006
Tool Group Co. ME 29450

WA THRZHANY. S0
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{hinese Companies - Stating Positioning Accuracies with “NO” Identified Standard

The following are tables of Chinese compamies clalming hugh acouvacy machines, however, vo standards
information was provided.

hiiiking:
Company Machine Positien sSoeuree
Agcuracy
BYJC -~ Beijinig No.l Machine Tool | Vertical +i- (3.04 Wehsite -
Plart Machining Center 006
https/fwwwe bvic.comonwbyepmd bun | MAR-S80V
Dahe CNC Machine Co. Yerticat +H- G005 Brochure
www nixdahe comeon Machimng Center 3006 CIMES
YEOUC & COMTF
Show
DMTG - Dalian Machine Tool Vertical +- 0.005 Webasite -
Group Corp. fMachining Center 2006
www dHR.com VDL 500
HBOMNE - Weibai Huadong HC-6350(B) §.608/360
Automation Co.
Finan Third Machine Tool Lid, i Vertisal 0.018 Ryochure
wawv.adichuang com Machining Center 3046 CIMES
JTVMESG & CMTF
Show
Mingiiang Machine Tool Group Co. | Horizontal 0.008 Website
AW TR AT SO0 Machining Center 2006
THM 6363
Shanghsi No.4 Machine Tool Works | XH766A b~ 03.005 Websits -
www. hini.chinaser.com 2006
Shenzhen First ONC Maching Tool FSTM-650 {1.008
Co, LTD
YMTW — Yunnan Machine Tool Yertical +/- §,005 Brochure
Gronp of SMTCL Machining Center G IMTS
wwwsmislomn VMGS0
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Furning:
Company Machine Position Accuragy Source
Beijing Iagyi Century | OO Laihe $.008 Brochure
Autorsatic Equipment | CK6110A 2006 CIMES &
Co. CMTF Show

werw chinabyi cmn

Machine Tool Group
o, Lid

Www stiel com

Center
SSCKZE04-5 Seaxis

Ningfang Machine UNC Lathe 04.003 Website - 2006
Tool Group Co. NI-KMO1

WV SHNREHIANE. O

Dezhou Delong ONC TomingMilhing | 0.004 Brochure
{Ciroup) Maching Tool | Center 2006 CIMES &
Co. CH6171-4 CMTF Show
Shenzhen Poly Top CMC Tormng Center | 0.010 Website - 2006
Industry Development | pToL-15

Co.

WRRLAT-polvion.com

SMYCL - Shenyang CMC Turning/Milling | 0.008 Website ~ 2006

Grinding:
Company Muchine Position Accurscy | Source
Shanghai Ralbbit feading supplier of | Mo data Website - 2000
Machinery grinders for bearing

Developrent Co.
www rabbitrn.ocom

mdustry

Wi Kugiyoan
Machine Tool Co.

WWW L COTIL R

Internal & External
Cirinder
MEZ2710

Part Accuracy

.002 Roundness
.4 Ra Roughness

Webaite - 2006
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Tilting Spindles

Relative to the second half of the itern addressing tilting spindles, China has a number of producis that provide
this capability or have access to products manefactured in other couniries with this capability like Taiwan.

Below is 4 hist of these type products.

{hina product offerings inclade:

Group Corp

Company Machine Type Rodel
Betjing Nl Maching CHNC Turning/Milling Center | CXHAG130
Tool Plant Gantry Planomiller XKAV24135
BMEI Co,, Lid. Yertical Machining Center SCVMOTT250
Vertical Machining Center KEH4AGH
Dialisn Machine Tool CNC Torning/Mulling Center | CHD23

Ciuilm Machine Tool
Cor., Lid

Bridge Type Gantry Machine

Ky 2316/4-5K

Group Cis

Hanchuan Machine Tool

Bridge Tyvpe Gantry Maching

KH230%

Hangsn Duoleng ONC
Machine Tool Co.

Bridge Type Gantry Maching
Gantry Profiler/™MC
Hortzontal Machimng Center
Vertical Machining Center

THA21603/5X
KH27255%-10
TH{TK}GS 1234
XH716/5x

Ningiiang Machine Tool
Group Co, Ltd

Hormzontal Machining Center

MI-SHMC4G

Shenyang Maching Tool
Group Co.

CHNC Turning/Milling Cender
Gantry Profiler/MC

SRCKZR0A-S
MB200x40/ 5«

Manufacturing

Jomi Vennwes in China

Oruma - Betjing Mo. 1 Machue Tosd Plamt (BYIC-OKUMA)

This joint ventors started tn early 2000, It corrently resides in 3 newly constructed building on the outskirts of
Bejing, Carrent production in the facility 1s reported at 406 machining cenders a year. The facility
manufactures (machines) the large cust iron components (Lo, colunng, bases, etc ) for the machines on tughly
sophisticated sysieras. They operate in a flexible manner having two manoed shifts and one Hghts-out
unmanned shift. The assembly area operates under “lean”™ manufaoturing principles.
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INEEX-DALIAN

INDEM-DALIAN, a jomnt venturs of INDEX and the DALIAN MACHINE TOOL GROUP, was established
in the city of Dalian, Cluna in 2001, INDEX-DALIAN manafactures selected turning machines of the INDEX
Crroup for the Chinese market,

{3alian Yida Mippei Machine Tool Co., Lid.

Dalian Yida Nippel Machine Tool Co., Lid. (YNC) joint venture founded by Dalian Yida Group Co., Lid. and
Wippei Toyama Corp. fapan Co, Lid. (NTC). The main products of YNC are UNC vertical machining centers

ard transfer lae equipent.

Drabian Dalt ONC Machine Tood Co., Lid
Dalian Dali OMC Machine Tool Co., Lid,, was esiablished in 1993 as a joint venture between the Hongkong
Join Channel Investment Lintted and Dahan Macbine Tool Group Corp. The company manufactures ONC

wrning products.

Companies owned by Chinese firms

Zinmerman GmbH

Prabian Machine Tool Groug tn 2004 became the main shareholder of the German fiom manufacturing large
gantry machings,

Ingersoll Production Bystoms
In 2007 the Daban Machine Tool Group purchased the United States Company, Ingorsoll Production Systems.
Waldrich Coburg GiobH

Befiing MNo. | Machine Tool Plant purchased this German firm, 8 manufacturer of large gantry type machine
tols,

Schiess A

Shenyang Machine Tool Group purchased Schiess AG wn 2004, This German firms 18 2 manofacturer of large
ganiry type maching tools,

Wohlenberg Werkzsugmasclunen GrobH

Shanghat Flectne Corporation purchased Wohlenberg in 2005 which is 2 manufactorer of turning centers and
roachining centers,
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Compandes with facilities in China

BEUMA-Spinner Caorp.

EUMA-Spinner Corp. is headquartered in Tatwan, During the 2006 China International Machinery and
Equipment Show, the President of EUMA-Spinner Corp. noted that bis company not ondy produced products in
Tatwan, but bad operations 1o China thal manufactured virtually all of the producis. As noted in the Tatwan
section below, these are high scouracy mifling and turning pieces of equipment.

An troportant aspect of any machine wol i 115 build quality. As for almost any maching tool built in the world
today, Chinese manufacturers also use components manufaciured in countries throughout the world. In
Hiersturs, many conpanics state components used on their equipment that are mamufactured by companies
outside of China, moxstly Wassenaar member companies. They also note relationships with companies that have
enabled them o produce higher gualily machines than they had in the past. 1o short, China builders use the
same high guality products {L.e. feedback systems, linear ways, eic.} as any company would use in the world and
are instracted upon thew application.

TAIWAN
Machine Tool Industry

What may be of egual importance i3 the improved accuracy of products produced in Tatwan that ave available 1o
the China market, and in some cases mansfactured in China. The Tatwan Asasecistion of Machinery Industry
{TAMI} reports that they have a membership of more thay 2,376 machine tool and component manufacturers.
Unfortanately the mumber of manufacturers classified as metal-cutting machinery mancfacturers is not reported.

Position Accuracy

As noted above, before o realistic assessment of the positioning accuracies of machine tools manufactured in
Taiwan, or clsewhere in the world, can be assessed, a sound understanding of the relationship of quoted
accuracios, measured by different standards, should be realized (Refer 1o Appendix A}, Without this, the
ascuracy of a maching tool ofien remains a refatively subjective statement,

Front the tables below, however, it can be seen that Talwan has matured 1o a notable machine toud
manufscturer producing machives of relatively tugh acouracy.

tt should be noted that the chan below represents a sroall number of manofacturers,
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Taiwan Manufacturers

Company Machine Pasition Accuracy Souree

Furning

Campro Precision CPL-20 (4.004 10 V3 3441 Brochors

Mavhinery Co. 2006 CIMES &

WWW,CANIDIC.S0nLIW CMTF Shw

BUMA-Spinner Corp. EL-52 0.602 to VDI 3441 Brochure

suma maching: 2006 CIMES &

wols.comiw CMTE Show

Leadwell CNC -85 0.005 to VDI 3441 Brochure

Mackines Mg, Corp. 006 CIMES &

wwe leadwell com.tw CMTF Show

OR Yplus-13 £.004 to S Brochure

WWW . OT.ComLiw 2006 CIMES &
CMTY Show

Vertical Machining Centers

BUMA-Spinner Corp. ME-8108 G-axis (3,005 to VIM 3441 Brochure

suma. machine- 2006 CIMES &

tools.combw CMTE Show

Fulland Machinery Co. | DMO886-8X S-axis $.004/300 num to Website

www fullandtech.com VI 3441 HI06

Leadwell CNC V20 S-axes 0.003 to VI Brochure

Machines M. Corp. 2006 CIMES &

www leadwell com. tw CMTEF Ghow

Ouaser Machine Tools MKBO3U S-axia 0.008 1o ISQ 236-2 | Website

Inc. 2046

WY, GUASELL0D

Hortzonial Machining Centers

DAHLIF - Dah Lib RCLA-400 S-axis 0.005/300 mm Brochure

Machinery Industry Co. standard not TS

My www dalionc.com specified 20064

Chsaser Machine Tonds | HXB088 S.axis 0.004 1 1IS Wehsiie

inc, 20086

W W GUESET, COT




#is. Sheila Quarterman
Movember 27, 2006

Page 19

Bridge Type Gantry

UM A-Spinne Cop. CRdH-12081 S-axis +- 0.004/300 vam o | Brochure
ewrna.naching JIS B 6336 2006 CIMES &
tools comtw CMTE Show
FIRST - Long Chang MCV2000 B-axis Wt specified Websita
Machinery Co. {optian) K6

www first contiw

Hartford - She Hong HB-3210BL G-axis Not specified Website
Industrial Co. 2006

wyww hartford.com.tw

Feshford DMC-4000 GSA S-Adis | Not specified Wehsite
wwesohndord conuiw 2006
Gantry Profiler/ MO

AWEA Mechantronic LG3025 Beanis (3.045 to VDI Website

Lo. 2006

WWW BWEA L0

Tilting Spindles

For many years, Taiwan conventrated on the manefachuring of up 1o 4-axis machine tools. In recent years,
however, it has begun to focus on 3-axis machine ool products.

Machine Tools with Tifting Spindle Capabiiity

Tatwan product offerings tnclude:

Company Machine Type Model
EUMA-Spinner Corp. Bridge Type Gantry L2020
Johuford Bridge Type Gantry DMO-4000 GSA
R YVertica! Machining Center Veenter-1 10
{duaser Machine Tool Vertical Machining Center MEGI3L

fue. Horizonial Machining Center | HXROSB

Sheng Fang Yuan Bridge Type Gantry SAX-1000
Technidogy Ce. Horizontal Machining Center | HA-SAXS
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The above material was prepared by the following:

Paul R, Wamdoaf

Chabrman, Materials Processing Equipment Technical Advisary Commities
of the U5, Bepartment of Conunerce

Vice President — Techuology

AMT -~ The Association For Manufactuning Techunlogy

Phone: 703-827-5291

Fax: 703-893-1151

E-Mail: pwandorfiiganvonhne.grg

It is my sincers hope that our comments are helpful to you in your preparation of the final regulation. If any of
the above maierial 18 unclear to vou, please do not hesitate to call me at (703)827-5282,

L. Paul Freedenbery e
Vice President for Government Relations



Appendiy &

Standards for Measuring Accuracies of Machine Tools
{Thix table is for reference information and is in the provess of review)

China
~ BT 16467 (1995)
Mumerically controlied nening machines--Testing of the accuracy.

~ GBI 174202 2008}
Test sode for naclune tools-Part 2 Determination of accuracy and repeatability of positioning
numerically sontrolled axes.
Bauivalent ter 180 230-2 (1997}, Test code for machine tools -~ Part 2
Deteronination of accuracy and repeatability of posinoning
mumerically controlled axes
- JBITB 87714 (1998}
Industry standard
Similar to: 18C 107914, Test conditions for machining centres - Pant 4
Acecuracy and repeatability of positioning of linesr and rotary axes

Germany

- VIM 3441 (1982
Statistizal testing of the operational and positional accuracy of machine tools

fnternational
- 18O 107914 (1998)
Test conditions for machining centres - Part 4; Accuracy and repeatability of positioning of linear and
ALY BXeS
~ ESE 2367 (1988
Test code for machine wols - Part 2: Determination of accuracy and repeatability of positioning
numerically controlled axes
~ ERGY 2382 (3997
Test code for machine tools - Part 2: Determination of accuracy and repestability of positioning
pumeneally controlled axes
~ IR4Y 236-2 {2606)
Test eode for machine tools - Part 2: Determination of accurscy and repeatability of positioning
numenically controlled axes
Equivalent to 180 230-2 (1997}, Test code for maching tools - Part 2
Dratermmanation of accuracy and repeatahility of positioning
mumerically controlied axes
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Japan

- JIS B 6182 (19899
Test code for machine tools - Determination of acouracy and repeatability of positiorung numerivally
controlled axes
Maodified: 130 230-2 {19973, Test code for maching ools - Part 2
Determination of accuracy and repeatalulity of positioning
sumarically comirolled aves
- GFIS B 6228 {2003)
Bridge type plono-milling machines - Testing of the accuracy
Modified: IR0 Ba36-1 {2000}, Machine tools -~ Test conditions for bridge-typs
nitifing machines - Testing of the accuracy ~ Part 1: Fixed bridge
{pornal-type) machines
- JI5 B 6331 {1386}
Teat code for perforoance and accuracy of numerically controlled lathes
- JE8 B 6336 (1988) Withdrawn
Test vode for performance and accuracy of machining centres
- JIS B 8336-1 (2006
Teat conditions for machining centers - Part 11 Geometric tests for machines with honizontal spindle
and with acoessory heads Chorizontal Z-axis)
Egeivalent o 180 107911 (1998}, Test conditions for machimng cenires - Part 1
Geometric tests {or machines with honzontal spindle and with
accessory heads thorizontal Z-axis)

- XI5 B 6336-2 {20023
Test conditions for machimng centres - Part 21 Geometric tests for machines with vertical spindle or
untversal heads with verticsl primary rotary axis {vertical Z-axis}
Modified: ISO 10781-2 {2041), Test conditions for machining centres - Part 2.
Gerneiric tests for machines with vertical spindle or umiversal heads
with vertical primary rotary auis (vertival Z-axis)

~ F15 B 53363 (2080
Test conditions for machining conters - Part 3 Geometric tests fiw machunes with integral indexable or
continuous universal heads {vertical Z-axis)
Eguivalent o0 (8O 107813 (19%&), Test conditions for machimng cenfres - Part 1.
Geometric teats for machines with integral indexable or continuous
pniversal heads (vertical Z-axis)

- JIS B 63364 {2008}
Test vonditinns for machining centers - Part 41 Accuracy and repeatabilily of positioning of hinear and
Totary axes
Bauivalent o0 180 107914 {1998), Test conditions for machining centres - Pag &
Accuracy snd repestability of positioning of Hoear and rotary axes

- JIE B 6338 (1988 Withdrawn
Test vode for perfurmance and accuracy of machining centers {verueal type}
Replaced by: JIS B 6336 (2008) which 15 wlentical to 150 10791 (1998}
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~ JI8 B 631383 Withdraws
Test conglitions for machining centres ~ Part 20 Geometric tests for moachines with vertical spindles or
universal heads with vertival primary rotary axis {vertical Z-axis)
Replaced by: JIS B 6336-2:2000, Test conshitions for roachining centres - Part 2
Cieovnetric tests for machines with vertical spindle or universal heads
with vertical prirnary rotary axis {vertical Z-axis)

United States

- ANSE B5.54 {20058)
Methods for performance evaluation of comaputer numenieally controlled machining centers

- ASME BS.57 (1998)
Methods for perfonmance evaluation of computer numerically control lathes and turning centers
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Mo Sheila Quiarterman

Burgau of industry andg Security

Urited States Deparment of Commerce
14% Street and Constifution Avenus NW
Washinglon, .0, 20230

Re RN GHS4-AD75
Proposed Ruie: Revisions and Clarification of Expart and Re-sxpont
Controls for the PR and New Authorization Yalidated End-User
71 FR 38313, Juiy &, 2008

Dear Ms. Quansrman:

Novel, Ing., apireciates s opporunity 1o comment on the Praposed Rulemaking Cancerning Revisions
and Clarification of Expont ang Ra-expur Contrals for the Peopie’s Republic of Ching (PRC) and Naw
Authonzation Validated End-User (71 FR 38313 of July 6, 20081 Whie Novell is avid in it participation
in programs for the protection of national securily, we have concerns with respect 10 the proposed rule.
Gur concems are surnmarnzed belsw.

1. Undlateral nature of the Military Bnd Use Requirements (CMEUR™

The 1.5 shouid not be alone in 2s implementation of MUER and should wait until the members of the
Wirssenaar Arrangamant impiement controls similar o MEUR, A unitateral gontrol wauld virtually hobble
U8, manufaciurers. The knowiedge standard of MEUR is so troad as to require companiss 1o confirm
the end use sven for products that woulll normally have ao military end use, such as ganeral use
cperating systems.

2. The scope of Remys subject to MEUR is very broad

We believe that terns classified under Export Contrel Classification Mumbers SARIDAEDST and
SARIIVESS? should bie exempled from MEUR, to malntain parily with ilems controfied fur national
sacurity reasons and which do rot requive licenses for expart 1o government end-users.

3. The requirements of MEUR will have a negative effect on sales of American companies that
compete with domestic Chinese and ather foreign competitors.

i the MEUR is imposed on nebworking sauipmaent, software, and technoiogy, many Amancan CoMmpanies
face Chinese and foreign compelition thal will be detrimental to Amerioan companies. Because
competitive products could be abtained from Chingse and cther foreign manufacturers, there would not
e any recogni table denefit 1o the national security interests of the United States.

Respectfuliy sy bmitted,
NOVELL, INC.
ke ;? f/
PPN /i J i
Ll S Al

By Angsia Steen, Director
intarngtional Trage Sewvices

s
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Novernher 2%, 2008

Sheils Quarienmen
Office of Exporter Servines
Regulaiory Policy Divisten
Pursau of Indusiry and Secusity

?mm of Commerse

St & Pmy}» anxe Avegue, W,

Rmm
Wsashmgem, DO LG

ATTN: RIN 8684407
Dear M. {Juantersean:

B gives us grewt pleasuse o submit te Gllowing repat in response 1o e Propoced Bule e Buresu of
Indusiny xed Securily publidhend for somment oo Jaly &, 2006, The Export Complisnce Working (roup
{ECWER) of the American Thamber of Commegee « PRE {Amham grepared the report. Attashed You
Wil Sad & cover lefter sumpsanizing e report's conlonts. The repert was sent oul thiv wmerning,
Wedneaduy, Nevomber 22, 2006 snd i expecied fo seeivs af your sdfce va Friday, Decomber 1, 2008,
Plesse be advised tat the DEL tacking sumber is 2 follows: DL EXPRESS 273 2084 831,

Michae! Barbalas
President of the American Chamber Commerce-PRO
117259/08

Ce: by, Jigs Gradoville, Co-Chaly sxeitham Bxport Complisnns Waking Group, Me. David Wang,
CaChaly Azalham Bxport Complinnce Working Group

200e 23718 2581265

N
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Prose Ma Quartestaan:

The Bsport Complianee Working Geoup "ECWE) under the Axwovican Chauber of Comtmeres i the
Poople's Republic of Uhiss ~Amcham” sibmits the following report in response 1o the Proposed Rule the
Bugean of Industry sad Secarity published for comment on Xy 6, 2004, 71 Fad. Reg. 38313, The repart
provides 2 market analysis on the curent kevel of Chinese capabilities in puercus industey seoiors the
Proposed Rule could wppact.

The BCWE believes the dale oollected wafl be woetal to the United States Governmant ik assessing the
inagact o the new control Jevels on Chinese military capebilities and the facilitstion of legitimsw exports to
Chinest civil endwusers. The BOWE respecifally submuts that the Hems discussed in s report are tedow
if ot well below the current rechnice! kevels of the Clhiness military and, therefors, could not make s
material oopiibation o the Chinese militery cepabilities.

The report covers the following industry sectors amd the conresponding ECCNs s Listed in the Proposed
Rule:

Chaper § - Composite Materialy

Chapter 1§ - Machine Tools

Chapter JIE ~ Infompation Security and Telesommunications {I): Servess, utegrated Cirevdss
and Enoryption

Chspter IV ~ Infarmation Seomity &nd Teleoomemnisations (Iy: Telecom Equipment, Tes
Bquipment snd Softwars

Chapeer ¥~ Navigation end Avicndes

Chapter ¥1 - Diesc] and Marine Bogloes

Chapter VI~ Helitopiees
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Each industry chapter contains dais focusing oo three distinot avens: 1) the wechnioal levels available
densestiesily i Ching, 83 the tochnioal lovel heing supplied to Chine from Swreign sonrves, soa-1L3; und 33
the distueotion benwesn somumeveisl sud malitary fevels and deands in each indusiry. This deta is dividad
i anch shiprer i divided as fallows:

Chinese Domestic Capabiliies
€k inese Davwatic Comparsies

I each chapier, the copont identifics Chinese stete-owned and privaie seoidr sompsniss producing
itemis st lovels shove the control lovals in the Proposed Rule. The report provides baskground
infoemation oo thass sntites sad detatls thelr capabilities.

foing Vengres is China

Jode ventures betwaen Chinese sntitias, beth staie-owned and private seotsy, sud forsign partners,
pon-tX5., existin every industry sector. These joint venhuae comapanies design, dewlop and
produss items above the control fevels i fhe Proposed Rule. In almost all instances the joint
ventoes have boen provided with wehoology through Leensing or joint deveiopinent sgreements,

Bholly Cwaed Foreign Entorprises in Chine

Foreign companies, son-11.8., have siso ensblished enterprises in Ching i many of % fndusiry
setors. Those enterprises dovign, develop and produces items above the sontrol bevels i the
Proposed Rule.

Mot A8 of the shoves business’ types ar¢ invorporated 1 China sssording to Clinese laws aad
regulstions. Thel rapabilities are availabl in Chins and should, derelire, be tested as domesnc
Chunsse sspabilitpes.

Forelgn Tmporte - pup LLE

Non U8, fwcige conparies freely export products, softwass sl techaology not only st levels
well sbove those in the Praposed Rule but sbove the surrendt sontrol Jeveds sel under the
Wassenaar Armangement. The BUWE lesrned that theae exports sre to sivil snd-uses, dusl aivil
w0d military sndoascs, snd solely military endouss. The sesoareh as detaited tn the repest cleatly
depmonsirates that non ULS. fhveigo sntiies sre direstly soutvibuiiog 1o the wiliery sapebilities of
the PRC through divest product sale of dusl-use snd militry items, Jeint researck and
development of dusd-use snd military itenss, snd joint production of dual-ses snd military iteros,
where the end-use is known 1 be the Chinese military. The leve