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WMnited States Senate

WASHINGTON, [)C 20510

September 22, 1997

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

In 1995, the United States and the Republi: of Korea signed a Memorandum of
Understanding (MOU) to provide U.S. automobilc: manufacturers access to one of the largest
markets in the world and one of the fastest-growir g markets in Asia. We have been
monitoring Korca's implementation of the 1995 MOU, and it concerns us greatly that
automotive imports in Korca remain at lcss than oae percent and that the Korean
government has violated the 1995 agreement.

Trade barriers premised on Korean laws and policies designed to undermine trade
concessions deny U.S. automobile manufacturers and Korean consumers the benefits they
+ had expected under the 1995 MOU and the WTO agreements. Furthermore, these barriers
allow Korea to enjoy a “free ride” on U.S. conces:iions.

Since the 1995 Agreement, government-sznctioned policies, including harassment ot
citizens who buy or lease imported cars, have escalated. Korea has reclassified minivans
and sport utility vehicles, effectively boosting imjort taxes on these vehicles by as much as
$1,500. Also, Korea’s discriminatory automotive taxation regime has not improved overall
and still may effectively double the price consumers pay for an imported vehicle.

Of equal concem is the uncertainty Korea s restrictive policies create for future U.S.
negotiations with Korca. We question whether American companies can rely on agreements
to be productive and long-lasting if U.S. automobiles cannot enter thc Korcan market on fair
terms as already negotiated.

The 1995 MOU was a minimal first step tyward opening Korea's automotive ruarket,
but the government has also shown little willingness to negotiate further market-openiog
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The President
September 22, 1997
Page 2

initiatives or even abide by its 1995 commitments While Korea is ultimately accountable
for remedying the market barriers it has erected urilaterally, the United States must take an
active role in requiring Korea to implement market remedies to which it has agreed.
Therefore, we urge you to name Korea's automotive trade policics as “priority practices”
under the Super 301 unfair trade provision and to seek further commitments from Korea to
provide real market access.

Sincerely,

Senator Carl Levin Senator John Ashcroft -

- Om bl

Senator Sam Brownback S ator John R

Sena}o,r Spencer Abraham Senator Richard ﬁr“.n
“Senator Mike DeWinc Senafor Byron Dorgan

o e

Scnator Richard Lugar

enator torum
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The President
September 22, 1997
Page 3

Lordboy & AT

Senator Barbara Mikulski




THE WHITE HOUSE

WASHINGTON

September 24, 1997

MEMORANDUM FOR GLYN DAVIES

FROM:

SUBJECT:

NSC Executive Secretariat

SUSAN BROPHY . /4
Legislative Affairs

Presidential Correspondence

Attached are copies of letters sent to the President by
various Members of Congress. Since these letters address
national security issues, we would appreciate your assistance 1in
drafting a response.

Thank you very much for your assistance. If you have any
questions, please feel free to call Chris Walker at x67500.

The following is a brief description of the letters:

1)

Sen. Paul Coverdell (R-GA), concerning the U.S5.
Ambassadorship to Mexico,

Fepresentatives Benjamin A. Gillman (R-NY), Porter J.
Goss (R-FL) and Sam Gejdenson (D-CT), concerning the
U.S. food assistance program for North Korea,

Rep. Martin Frost (D-TX) and others, concerning the
“open skies” agreement between the U.S. and Japan,

Rep. Vic Fazio (D-CR), concerning the upcoming meeting
with the Indian Prime Minister,

Rep. John P. Murtha (D-PA) and others, concerning the
dumping of carbon steel plates in the U.S. market,

Rep. Eliot L. Engel (D-NY), concerning the imprisonment
of 15 Puerto Ricans,

Rep. Amo Houghton (R-NY), concerning the Super 301
provision of U.S. trade law,

Sen. Ron Wyden (D-OR), concerning the “open skies”
agreement between the U.S. and Japan,



— 9) Sen. John Ashcroft

(R-MO) and others, concerning the
Memorandum of Understanding between the U.5. and the
Republic of Korea,

10) Rep. Edolphus Towns (D-NY), concerning the October 29
State Dinner at the White House,

11) Rep. Harold Rogers (R-KY) and Benjamin Gilman (R},
concerning the Comprehensive Ban Treaty Preparatory

Commission,

12) Rep. Gerald B. H. Sclomon (R-NY), concerning NATO
expansion; and,

13) Sen. Robert G. Torricelli (D-NJ) and others, concerning
the September 4, 1997 bombing is Israel.

Enclosures
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Congress of the nited States
Bouse of Representatibes
Maghington, BL 20515

The Honorable William Jefferson Clinton September 23, 1997
President of the Unites States

The White House

Washington, D.C. 20500

Dear Mr. President:

We are writing to urge you to designate the Republic of Korea's automotive trade policies
as “priority practices” under the Super 301 provision of U.S. trade law.

Korea’s market for automobiles is one of the fastest growing in the world and could be an
important destination for U.S. exports. Despite the efforts of the U S. government and the
world’s automakers, however, the Korean market remains closed to non-Korean cars and trucks.

Two years ago, your Administration negotiated an agreement with the Korean
government to provide new access (o that country’s automotive market. While the Korean
government implemented somc of the provisions of the agreement, such as a small reduction in
the enormous tax/tariff burden on imported autos, most of its actions actually have served to
restrict the market yet further. The government repeatedly has taken steps, such as the threat of
special tax audits, to officially discourage the purchase of imports. Moreover, Korea continues
to levy an array of nine separate taxes, in addition to an import tariff, that disadvantage imports.

The express purpose of the 1995 agreement was to “substantially increase market access
for foreign passenger vehicles” in Korea. However, the Korean government’s unwillingness to
change its policies has undermined this goal.

Even without a trade agreement, these actions would merit serious consideration under
Super 301. But because we have already negotiated an agreement which these actions clearly
violate, we belicve that designation under Super 301 is unavoidable. It is our understanding that
the Korean government has been less than willing to negotiate further market-opening initiatives,
despite the continued low level of auto imports in Korea. We urge you to take strong action
under U.S. law to gain Korea’s cooperation in opening its market to U.S, auto exports.

Sincerely,
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House letter to President Clinton on Super - 301 for Korea’s auto market
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To: The Honorable William Jefferson Clinton
From: Sandy Levin
Re: Super 301 for the Korean auto market
Date: September 23, 1997 SET25:eid0
Fax: 456-2604

Pages: 6, including this cover page

CC: The Honorable Charlene Barshefsky, 395-4656

The Honorable William Daley, 482-4420

U.S. Congressman Sander M. Levin Tel: (202) 225-4961
2209 Rayburn House Office Building Fax: (202) 226-1033

Washington, DC 20515



THE WHITE HOUSE

WASHINGTON

September 24, 1997

MEMORANDUM FOR GLYN DAVIES
NSC Executive Secretariat

FROM: SUSAN BROPHY ./~
Legislative Affairs

SUBJECT: Presidential Correspondence

Attached are copies of letters sent to the President by
various Members of Congress. Since these letters address
national security issues, we would appreciate your assistance 1in
drafting a response.

Thank you very much for your assistance. If you have any
questions, please feel free to call Chris Walker at x67500.

The following is a brief description of the letters:

1) Sen. Paul Coverdell (R-GA), concerning the U.S.
Ambassadorship to Mexico,

2) Representatives Benjamin 2. Gilman (R-NY), Porter J.
Goss (R-FL) and Sam Gejdenson (D-CT), concerning the
U.S. food assistance program for Horth Korea,

3) Rep. Martin Frost (D-TX) and others, <oncerning the
“open skies” agreement between the 3.5, and Japan,
4) Rep. Vic Fazio (D-CA), concerning the upcoming meeting

with the Indian Prime Minister,

5) Rep. John P. Murtha (D-PA) and others, concerning the
dumping of carbon steel plates in the U.S. market,

6) Rep. Eliot L. Engel (D-N¥), concerning the imprisonment
of 1% Puerto Ricans,

1) Rep. Amo Houghton (R-NY), concerning the Super 301
provision of U.S. trade law,

8) Sen. Ron Wyden (D-OR), concerning the “open skies”
agreement between the U.5. and Japan,



10)

11)

—
[N}

13)

EFnclosures

Sen. John Ashcroft (R-MO) and others, concerning the
Memorandum of Understanding between the U.S. and the

Republic of Korea,

Rep. Edolphus Towns (D-NY), concerning the October 29
State Dinner at the White House,

Rep. Harold Rogers (R-KY) and Benjamin Gilman (R},
concerning the Comprehensive Ban Treaty Preparatory

Commission,

Rep. Gerald B. H. Solomon (R-NY), concernling NATO
expansion; and,

Sen. Robert G. Torricelli (D-NJ) and others, conc=rning
the September 4, 1997 bomblng is Israel.
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American Automobile IManufacturcrs Association
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ANDREW H. CARD, Ir.
President and Chief Executive Officer

L T.’\ l- L
September 25, 1997
The Honorable Samuel R. Berger . .q o e 7
Assistant to the President ‘f = / '
National Security Council Sy i ‘ '
The White House RN LT

1600 Pennsylvania Avenuc. N'W.
Washington, D.C. 20500

Dear Mr. Berger:

As September 30 approaches, the American Automobile Manufacturers
Association would like to reiterate our views regarding options under consideration by
the Administration regarding our request that Korea be designated under “Super 301" for
unfair trade practices in auto trade.

First, we are very disturbed that, despite Korea's clear violations of the 1995
MOU, there is still reluctance from some within the Administration to designate Korea
under Super 301. We are very aware of political concerns that have been raised about
Korea’s upcoming elections. However, we believe that failure to act now -- and the
message which that non-action conveys -- will do far greater harm to U.S. interests than
proceeding with a 301 investigation. A new administration in Seoul would in all
likelihood be reluctant to tackle these tough issues without the incentive of a set
negotiating deadline. This is also an opportunity to move U.S.-Korea relations forward,
by showing that the bilateral relationship has matured to the point that trade concerns can
be discussed separately from other important aspects of the relationship, as the U.S. does
in disputes with most other OECD trading partners. '

Given the high visibility of this issue, a failure to designate Korea could also be
interpreted by other countries as a sign that the U.S. will not strictly enforce cxisting trade
agreements. It could also undermine our continuing efforts to put pressure on Japan to
open its market, and may damage ongoing attempts to resolve the U.S. auto dispute with
Indonesia.

We are also disturbed that concessions from Korea that have little or no
commercial significance may be accepted by the Administration as demonstrating
adequate progress to avoid a Super 301 designation. What has been offered thus far
barely qualifies as a starting point, and will not result in any volume increase in import
sales.
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To accept a minimal package of concessions as sufficient progress by the
government of Korea to avoid Super 301 designation cannot, in our view, be justified. It
would clearly leave Korea “off the hook™, with no guarantee that any new government

will make any signiticant market opening efforts at a later date.

Andrew H. {ard, Jr.
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ELEMENTS OF U.S.-ROK EXCHANGE OF LETTERS ON AUTOS

These elements would be incorporated into an exchange of letters effected before September 30,
1997 The language below is conceptual in nature. More detailed language is being developed.

I

Actions Taken by ROKG Qutside the Scope of the MOU

The USG welcomes the additional commitments made by the ROKG since 1995 with a view to
improving market access for foreign passenger vehicles in Korea. These specific steps are
outlined in Annex 1 of this document.

I1.

Additional Actions to be Taken in the Short-Term

In addition, the ROKG will implement the following steps within the specified timeframe:

A.

Taxes and Related Issues

Agreement that ROKG will not introduce any new tax measures (by either municipal or
central government) based on engine-displacement (including but not limited to
displacement-based parking certification/tax restrictions).

Agreement to implement equalization of the subway bond-tax rate applied to domestic and
imported autos by not later than October 15, 1997.

Agreement that ROKG will not implement any tax increases on minivans in the context of
reclassification as passenger vehicles (ROKG proposed to postpone reclassification of
minivans into the passenger vehicle tax category until Jan. 1, 2003.) This will not prevent
the ROKG from effecting the reclassification itself.

Agreement that ROKG will not implement the final tranche of the SUV tax increase on
Jan. 1, 1998 and will develop a schedule for reversal of the tax to pre-1995 level.

USG welcomes that the ROKG is considering rationalization of the current tax structure
for passenger vehicles and looks forward to seeing these reforms implemented.

Standards and Certification

The USG welcomes the ROKG decision to move vigorously toward the establishment of a
permanent manufacturer “self-certification” system (consistent with the system in place in
the United States, including all necessary legislative amendments such as product/tort
liability reform) with the aim of replacing the existing “type approval” system by January

1, 2000. The ROKG and USG will agree to a clear definition of the what a “self-
certification” system entails.



In the interim, Korea shall implement specific short-term actions which are
preparatory to this broader objective, including:

Effective Jan. 1, 1998 Korea shall put in place a transitional manufacturer self-
certification “pilot program.” Foreign manufacturers shall be allowed to
voluntarily participate in the pilot program. The USG and those manufacturers not
participating in the pilot program shall have access to the deliberative process
developing the permanent self-certification and aiding in the transition from the
pilot program. Korea welcomes the USG offer to hold expert level consultations
on the specific elements comprising this transitional system prior to January 1,
1998.

With respect to the Safety Compliance Test threshold established under the 1995
MOU, the ROKG shall provide a clear definition of the standards certification
requirements for both low volume and high volume imports in an effort to enhance
transparency. This shall include guidelines which specify the circumstances under
which the ROKG may ask for additional test results where only the submission of a
manufacturers’ certificate of conformance is required..

Korea agrees to accelerate the implementation of an increased threshold for the
Safety Compliance Test, as follows:

. Jan. 1, 1998 1,500 units per model
. June 1, 1998 2,000 units per model
. Jan. 1, 1999 3,000 units per model
. Jan. 1, 2000 system to be replaced by self-certification

Elimination of the standards “completion test” by March 1, 1998.

Standards introduced after 1995

ROKG will accept the manufacturer's certificate of conformity for
tests conducted in the United States which indicate compliance with
the Korean requirement, or the U.S. FMVSS equivalent, if such
exists. This allowance shall apply to future standards as well as the
4 standards introduced after 1995 for which an FMVSS equivalent
exists, specifically engine power, field of vision, accelerator control
system, and interior compartment door.

Effective June 1, 1998, in the case of new standards for which no FMVSS
equivalent exists, but which correspond to international (ISO or SAE) or
other non-Korean national standards (including ECE or EEC), the ROKG
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will accept the manufacturer's certificate of conformity for tests conducted
in the United States which indicate compliance with the other standard, if
such exists. This allowance shall apply to current and future standards
including Standard 41 (electro-magnetic compatibility) upon approval of
the test site/laboratory by KATRI. The ROKG will inspect testing
facilities upon request by U.S. companies and will normally grant approval
within 30 days of the inspection.

. Agreement that until there is a harmonized headlamp standard, ROK will accept both U.S.
and EU headlamp standards, and that ROK will accept documentation from tests
performed by U.S. manufacturers in the United States for either standard.

. The USG welcomes the ROKG’s intention to participate fully in the WP 29 talks and to
join the “parallel agreement.”

Financing Reform

The USG welcomes the enactment of recent legislation in Korea pertaining to installment
financing for automobiles. The legislation is an important step toward a more open and
competitive auto finance regime in Korea and toward addressing U.S. concerns.

The ROKG has asserted that this legislation will substantial address U.S. concerns over auto
financing apart from the ability of installment finance providers to secure loans by using the
subject vehicles as collateral (ie, collateralization). In this regard, the ROKG will indicate its
commitment to drafting implementing regulations for the new law which ensure that our
governments’ shared objectives are advanced.

. Korea will also commit to draft and introduce legislation to the National Assembly by June
30, 1998 to authorize installment finance companies to secure loans on leased autos (e,
collateralization) and to enable the dealer or finance provider to repossess the collateral if
the lessee is delinquent.

. Interim steps which the ROKG will take toward the adoption of a system of genuine
collateralization and repossession include:

-- Effective immediately, the ROKG will ensure that providers of loan repayment
guarantee insurance shall not discriminate against or restrict insurance from dealers
or purchasers of imported vehicles.

-- Effective immediately, the ROKG will authorize finance companies or dealers to
retain original ownership papers for leased vehicles until such time as the loans are
repaid in full.



3

will accept the manufacturer's certificate of conformity for tests conducted
in the United States which indicate compliance with the other standard, if
such exists. This allowance shall apply to current and future standards
including Standard 41 (electro-magnetic compatibility) upon approval of
the test site/laboratory by KATRI. The ROKG will inspect testing
facilities upon request by U.S. companies and will normally grant approval
within 30 days of the inspection.

. Agreement that until there is a harmonized headlamp standard, ROK will accept both U.S.
and EU headlamp standards, and that ROK will accept documentation from tests
performed by U.S. manufacturers in the United States for either standard.

. The USG welcomes the ROKG’s intention to participate fully in the WP 29 talks and to
join the “parallel agreement.”

Financing Reform

The USG welcomes the enactment of recent legislation in Korea pertaining to installment
financing for automobiles. The legislation is an important step toward a more open and
competitive auto finance regime in Korea and toward addressing U.S. concerns.

The ROKG has asserted that this legislation will substantial address U.S. concerns over auto
financing apart from the ability of installment finance providers to secure loans by using the
subject vehicles as collateral (ie, collateralization). In this regard, the ROKG will indicate its
commitment to drafting implementing regulations for the new law which ensure that our
governments’ shared objectives are advanced.

. Korea will also commit to draft and introduce legislation to the National Assembly by June
30, 1998 to authorize installment finance companies to secure loans on leased autos (ie,
collateralization) and to enable the dealer or finance provider to repossess the collateral if
the lessee is delinquent.

. Interim steps which the ROKG will take toward the adoption of a system of genuine
collateralization and repossession include:

- Effective immediately, the ROKG will ensure that providers of loan repayment
guarantee insurance shall not discriminate against or restrict insurance from dealers
or purchasers of imported vehicles.

-- Effective immediately, the ROKG will authorize finance companies or dealers to
retain original ownership papers for leased vehicles until such time as the loans are
repaid in full.



Market Access/Registration Data

. Agreement on methodology for measuring registration data to be implemented by January
I, 1998. The specific methodology to be used will be worked out between the ROKG and
USG by November 1, 1997.

Improving Public Perception

. Upon announcement of this agreement, the ROKG will state publicly the need to enhance
consumer perception of imported autos in Korea as fundamental to liberalization of the
autos sector.

I1I. Commitment to a Reinvigorated Bilateral Dialogue on Autos

Both Governments agree that achieving the goals of the 1995 MOU -- in particular, the goal of
substantially increasing market access for foreign passenger vehicles in the ROK and improving
consumer perception of imported vehicles in Korea -- requires vigorous and sustained efforts on
both sides. In order to enhance these efforts, the USG and ROKG agree to renew and strengthen
the consultative process provided for under the 1995 MOU, as follows:

. Both governments agree to consult at least twice a year or more frequently upon request
of either party. In this regard, the USG and ROKG agree that the next round of routine
consultations under this reinvigorated mechanism will be held not later than April 1, 1998.

. In the context of these routine consultations, both governments agree to review the
operation of and implementation of the 1995 MOU, the measures described in Annex 1 of
this document, the implementation of actions detailed in Part II above, and other policies
or measures including tariffs, taxes (including transition from the use of engine-
displacement in assessing taxes and reduction of the overall burden of cascading taxes),
standards/certification, auto-finance issues, and consumer perception issues, which may
impede the achievement of the goals of the MOU.

. The objective of these routine consultations shall be to develop jointly an agreed plan of
action to address in an effective manner any obstacles which may impede the ability of
foreign manufacturers to compete on an equal terms with Korean manufacturers. This
commitment reinforces the goals embodied in the 1995 MOU, Annex 1 of this document,
or Part II above. Both governments agree to work to remove expeditiously such
obstacles.

. Both Governments agree to bring promptly to the attention of the other side any actions
taken by other government or the private sector which may have an adverse effect on
trade in the functioning of the 1995 MOU, including the implementation of specific
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obligations embodied in Annex 1 of this document, or Part II above, or the achievement of
the goals of the MOU. Both governments agree to work expeditiously to resolve such
problems.

In this regard, the ROKG reiterates its commitment to promoting an enhanced consumer
perception of foreign-manufactured automobiles in Korea and announces that the relevant
ROKG ministries/agencies will jointly or independently hold quarterly public briefings to
update the Korean general public of ongoing and proactive efforts to promote competition
in the autos sector and to promote enhanced consumer perception of foreign-
manufactured autos.

By not later than June 1, 1998, USG and ROKG officials will report to their respective
Ministers regarding progress in implementation of the 1995 MOU and achievement of its
objectives, the commitments detailed in Part II above, and progress toward development
the action plan referenced immediately above.



ANNEX 1

(Revised version of the ROKG non-paper of September 10, 1997 will be attached)



American Automobils banufictures Asseca s -
o SHRETER on A Generl votors '

September 9, 1907

The Prcsi-icpt
The Whire House
Washingron, D.C. 20500

Dear Mr. Picsidenc

The \inerican Automobile Manufacture s Association (AAMA) .nd its member con: ules —
Chrysler Corporation, Ford Motor Company, and General Motors Corporation — wish ., express
our growing frustration with the Republic of Xores's failure o0 honor its matket-opening commit-
ments under Korea's 1995 automotive trade agreement with the United Seaces, Closed do:nestic
markets are roubling under any circumstances. But the situation is particularly unaccepr..le when
it is combined, as is the case in Korea, with government-directed policies to promote an ¢ .:mordi-
nary exparnsion of excess automobile capacity ‘or export to open mark:ts in the U S. and  ound
the world. "We urge the Administration to respond to Korea's wrade-distorung practices w1 serious
and meaningful action.

In 1999, after almost rwo years of negotiations, the Administration achicved the U, lorea
Automoris Memorandum _of Understanding o Increse Market Acce:s for B preipn Passe;: =r
Vehicles in rivg Republic of Korez (MOU). ¥': welcomed the agreemment as a modest ctfo. . uv the
Korcan go-crnment to begin reversing its long-standing policy of excluding imports from - auto-
mobile mazket. On the basis of that 1995 agreement, AAMA’s membe- companies subsru ially
expanded their investments in Korea with a vi-w to increasing U.S. cxports to that count

Howec o1, despite a promising beginning :nder this new tadc agrzcment, Korea bas 1: ¢ lived
up to its market-opening commitment. Import sales remain far below xpectatons. [n aii of 1996
Chrysler, Ford and General Motors imported i=ss than 3900 vehicles into a towl Korean n..cker of
1.6 million vehicles. During 1997, the Korean government has not taken any posirtive activ .+ o
promote miports. Instcad, there has been a hose of continuing violations of the 1995 MC -

AAML . elieves that the Korean governme ic's maintenance of 2 sancruary automobile iarker
is directly {iciing the Korean auro industry's ag;ressive international <vansion. In the fuc o
mounting ;lobal overcapacity in automotive production and despite the precarious financi... posi-
tion of the Korean manufacturers, Korean producers have continued to add capaciry — re. ung
over 3.6 miilion units in 1996 — and have announced plans to increas: production w0 ove: i mil-
lion units winually by 2000. Allowing Korea r> maintin a closed marl:ct while building I .i:c anto
assembly ca ity potentially will result in the ermanenc loss of billiors of dollars :n U3 romeo-
tive exporis

1EAIGLAATE: JETIIT MICE
4014 Sreat, LW, Suite 300, Jesmagren, )., (9005 1930 Seeand Avanve, Surte 10 J-tr0il W1 44207
2022326955008 FAT 2029328045¢; BALTIPLTRY 1) QRO REY FERYVER
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This irrational buildup of excess capacity has led o Korean counpanies e
arrangeme:its which violace international trade
joined the Curopean Community and Japan ar
ctiminatorv national car program in Indonesia

ngaging in |
rules. The United States government has ..
the World Trade Organizacion in objccun.

that benefits a single Korean auto com pan.

Chryicr, Ford and General Motors atc n¢ alone in expressing o
Korea's betizvior as a wrading partner. Korea's -unfaic auto
cized by othier nations at recent meetings of the
Developincnt and in a joioe visit to Seoul in Jul
Manufactucers Association. All efforts to have
fair, open rr:de practices — not only with the
been mer vich complete intransigence.

rowing exaspcration
trade practuces have also been w-
Qrganizadon for Econumic Cooperation
y with represcnmtives of the European Au
the Korean governmen: honor its comumir
U.S. but with other widing partners as we

We br:icye that the Korean government's sctions unquestonably deserve to be idenc:
priority pt.«:ices that unfairly limit U.S. markes access under Super 301, Failure by the
Administr.:on to insise that Korea adope responsible and fair automorive trade poiicies w.

it more di:Ticult to expand access for U.S. autcmobiles in that marke: and will encourage
contnue a pactern of irresponsible trade practi es.

We loui. forward to working with the Adrinistracion to increase narker opportuitic
auto export: ro Korea and to other markets around the world,

Sincercely,

5&%&% | S he %VM/

Robert J. Itun
Chairman 2 CEQ
Chrysler . rporation

Alex Tro man
Chairman & CEQ
Ford Motor Company

John E Semi i e Andrew :|. Card, Jr.
Chairman, “-sident, & CEQ Presiden: & CEQ

Generi M. oy Corporation American Automobile

Manutacsicers Associagon
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Non-Paper

Elements of U.S.-ROK Exchange of Letters on Autos
These elements would be incorporated into an exchange of letters effected before
September 30, 1997. The language below is conceptual in nature. More detailed
language is being developed.

Il Actions Taken by ROKG Qutside the Scope of the MOU

The USG welcomes the additional commitments made by the ROKG since 1995 with a
view to improving market access for foreign passenger vehicles in Korea. These
specific steps are outlined in Annex 1 of this document.

. Additional Actions to be Taken in the Short-Term

In addition, the ROKG will implement the following steps within the specified timeframe:
A. Taxes and Related Issues

. Agreement that ROKG will not introduce any new tax measures (by either
municipal or central government) based on engine-displacement (including but
not limited to displacement-based parking certification/tax restrictions).

. Agreement to implement equalization of the subWay bond-tax rate applied to
domestic and imported autos by not later than October 15, 1997.

. Agreement that ROKG will not implement any tax increases on minivans in the
context of reclassification as passenger vehicles (ROKG proposed to postpone
reclassification of minivans into the passenger vehicle tax category until Jan. 1,
2003.) This will not prevent the ROKG from effecting the reclassification itself.

. Agreement that ROKG will not implement the final tranche of the SUV tax
increase on Jan. 1, 1998 and will develop a schedule for reversal of the tax to
pre-1995 level.

. USG welcomes that the ROKG is considering rationalization of the current tax
structure for passenger vehicles and looks forward to seeing these reforms
implemented.

B. Standards and Certification

. The USG welcomes the ROKG decision to move vigorously toward the
establishment of a permanent manufacturer “self-certification” system
(consistent with the system in place in the United States, including all necessary
legislative amendments such as product/tort liability reform) with the aim of



replacing the existing “type approval” system by January 1, 2000. The ROKG
and USG will agree to a clear definition of the what a “self-certification” system
entails.

In the interim, Korea shall implement specific short-term actions which are
preparatory to this broader objective, including:

- Effective Jan. 1, 1998 Korea shall put in place a transitional manufacturer
self-certification “pilot program.” Foreign manufacturers shall be allowed
to voluntarily participate in the pilot program. The USG and those
manufacturers not participating in the pilot program shall have access to
the deliberative process developing the permanent self-certification and
aiding in the transition from the pilot program. Korea welcomes the USG
offer to hold expert level consultations on the specific elements
comprising this transitional system prior to January 1, 1998.

- With respect to the Safety Compliance Test threshold established under
the 1995 MOU, the ROKG shall provide a clear definition of the standards
certification requirements for both low volume and high volume imports in
an effort to enhance transparency. This shall include guidelines which
specify the circumstances under which the ROKG may ask for additional
test results where only the submission of a manufacturers’ certificate of
conformance is required..

- Korea agrees to accelerate the implementation of an increased threshold for the
Safety Compliance Test, as follows:

. Jan. 1, 1998 1,500 units per model
. June 1, 1998 2,000 units per model
. Jan. 1, 1999 3,000 units per model
. Jan. 1,2000 system to be replaced by self-certification

-- Elimination of the standards “completion test” by March 1, 1998.

. Standards introduced after 1995

--ROKG will accept the manufacturer's certificate of conformity for tests conducted in the
United States which indicate compliance with the Korean requirement, or the U.S.
FMVSS equivalent, if such exists. This allowance shall apply to future standards as well
as the 4 standards introduced after 1995 for which an FMVSS equivalent exists,
specifically engine power, field of vision, accelerator control system, and interior
compartment door.

--Effective June 1, 1998, in the case of new standards for which no FMVSS equivalent
exists, but which correspond to international (ISO or SAE) or other non-Korean national



standards (including ECE or EEC), the ROKG will accept the manufacturer's certificate of
conformity for tests conducted in the United States which indicate compliance with the other
standard, if such exists. This allowance shall apply to current and future standards including
Standard 41 (electro-magnetic compatibility) upon approval of the test site/laboratory by
KATRI. The ROKG will inspect testing facilities upon request by U.S. companies and will
normally grant approval within 30 days of the inspection.

. Agreement that until there is a harmonized headlamp standard, ROK will accept both
U.S. and EU headlamp standards, and that ROK will accept documentation from tests
performed by U.S. manufacturers in the United States for either standard.

. The USG welcomes the ROKG’s intention to participate fully in the WP 29 talks and to
join the “parallel agreement.”

Financing Reform

The USG welcomes the enactment of recent legislation in Korea pertaining to installment
financing for automobiles. The legislation is an important step toward a more open and
competitive auto finance regime in Korea and toward addressing U.S. concerns.

The ROKG has asserted that this legislation will substantial address U.S. concerns over auto
financing apart from the ability of installment finance providers to secure loans by using the
subject vehicles as collateral (ie, collateralization). In this regard, the ROKG will indicate its
commitment to drafting implementing regulations for the new law which ensure that our
governments’ shared objectives are advanced.

. Korea will also commit to draft and introduce legislation to the National Assembly by
June 30, 1998 to authorize installment finance companies to secure loans on leased autos
(ie, collateralization) and to enable the dealer or finance provider to repossess the
collateral if the lessee is delinquent.

. Interim steps which the ROKG will take toward the adoption of a system of genuine
collateralization and repossession include:

-- Effective immediately, the ROKG will ensure that providers of loan repayment
guarantee insurance shall not discriminate against or restrict insurance from
dealers or purchasers of imported vehicles.

-- Effective immediately, the ROKG will authorize finance companies or dealers to

retain original ownership papers for leased vehicles until such time as the loans
are repaid in full.

Market Access/Registration Data



Agreement on methodology for measuring registration data to be implemented by
January 1, 1998. The specific methodology to be used will be worked out between the
ROKG and USG by November 1, 1997. '

Improving Public Perception

II.

Upon announcement of this agreement, the ROKG will state publicly the need to enhance
consumer perception of imported autos in Korea as fundamental to liberalization of the
autos sector.

Commitment to a Reinvigorated Bilateral Dialogue on Autos

Both Governments agree that achieving the goals of the 1995 MOU -- in particular, the goal of
substantially increasing market access for foreign passenger vehicles in the ROK and improving
consumer perception of imported vehicles in Korea -- requires vigorous and sustained efforts on
both sides. In order to enhance these efforts, the USG and ROKG agree to renew and strengthen
the consultative process provided for under the 1995 MOU, as follows:

Both governments agree to consult at least twice a year or more frequently upon request
of either party. In this regard, the USG and ROKG agree that the next round of routine
consultations under this reinvigorated mechanism will be held not later than April 1,
1998.

In the context of these routine consultations, both governments agree to review the
operation of and implementation of the 1995 MOU, the measures described in Annex 1 of
this document, the implementation of actions detailed in Part II above, and other policies
or measures including tariffs, taxes (including transition from the use of
engine-displacement in assessing taxes and reduction of the overall burden of cascading
taxes), standards/certification, auto-finance issues, and consumer perception issues,
which may impede the achievement of the goals of the MOU.

The objective of these routine consultations shall be to develop jointly an agreed plan of
action to address in an effective manner any obstacles which may impede the ability of
foreign manufacturers to compete on an equal terms with Korean manufacturers. This
commitment reinforces the goals embodied in the 1995 MOU, Annex 1 of this document,
or Part IT above. Both governments agree to work to remove expeditiously such
obstacles.

Both Governments agree to bring promptly to the attention of the other side any actions
taken by other government or the private sector which may have an adverse effect on
trade in the functioning of the 1995 MOU, including the implementation of specific
obligations embodied in Annex 1 of this document, or Part II above, or the achievement
of the goals of the MOU. Both governments agree to work expeditiously to resolve such
problems.

In this regard, the ROKG reiterates its commitment to promoting an enhanced consumer



perception of foreign-manufactured automobiles in Korea and announces that the relevant
ROKG ministries/agencies will jointly or independently hold quarterly public briéfings to
update the Korean general public of ongoing and proactive efforts to promote competition
in the autos sector and to promote enhanced consumer perception of
foreign-manufactured autos.

By not later than June 1, 1998, USG and ROKG officials will report to their respective
Ministers regarding progress in implementation of the 1995 MOU and achievement of its

objectives, the commitments detailed in Part IT above, and progress toward development
the action plan referenced immediately above.

ANNEX |

(Revised version of the ROKG non-paper of September 10, 1997 will be attached)
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