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The unprecedented situation caused by COVID-19 disrupted nearly all professions around the world, with customs
inspections being no exception. Prolonged mandatory lockdowns imposed in Japan meant that customs authorities had
to reduce the number of in-person post-import customs audits (PCAs), which adversely affected their ability to collect tax
revenue since fiscal year (FY) 2019.

According to Ministry of Finance statistics, the percentages of importers selected for PCAs in FYs 2019 and 2020 were
18% and 83%, respectively, less than the percentages of importers selected in FY 2018. Even as mandatory lockdown
measures have eased, PCAs have not reached their pre-COVID-19 levels. Only in July 2022 have the customs authorities
started to become more active in initiating PCAs. In light of this recent increase in activity, this article discusses what
PCAs involve and how PCAs can impact an importer’s business.

Recent trends of PCAs in Japan
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What are PCAs?

PCAs are an examination of an importer’s relevant commercial systems and processes, records, and stock as a way of
improving compliance. For importers, this means having the value, origin, and classification of their goods reviewed by
the customs authorities to ensure that the declarations are correct and the correct amount of import taxes has been
calculated and remitted. If any declaration is found to be incorrect, an importer is required to prepare an amended
declaration and pay any import tax shortfall. Where import taxes have been underpaid, a penalty of 10% of the shortfall
amount could be imposed.

How will the recommencement of PCAs affect importers?
1. Expanding the coverage of PCAs to five years

From the statutory payment date, there is a five-year statutory period of limitations on the right of the customs
authorities to collect import taxes owed. In practice, customs authorities audit a company once every three years and
generally review documents from the last three years. However, because there has not been much PCA activity during
the pandemic, it is highly likely that customs authorities will start reviewing documents from the last five years.

2. Penalty amounts could increase because of the consumption tax rate increase in 2019

On 1 October 2019, the consumption tax (JCT) rate increased from 8% to 10%. This new rate is levied on goods (including
machines and duty-free goods) imported into Japan as from 1 October 2019. Since penalties are imposed on the amount
of underreported import taxes declared by an importer, the increased JCT rate (i.e., increased amount of JCT) could
result in an increase in the base amount that the penalties are calculated on, further resulting in an increased penalty
amount.

3. Use of big data to make it easier to detect inappropriate declarations

The customs authorities use big data analysis to assess import records in order to select an importer for a PCA. There are
historic trends in the data that generally indicate import taxes have been underpaid. For example, if the cost of the use of
patent rights, molds, or any other costs other than the invoice price have not been included in the customs value of the
goods, this generally could indicate an incorrect declaration. These types of errors are easily spotted by the customs
authorities, and companies must pay additional import taxes and penalties for understated values.

Cases publicized as major undeclared cases in PCAs

FY 2001 FY 2011 FY 2018

® Free supply of materials by ® Molds cost not included ® Under billed and/or
importers ® Rovyalties provisional invoice

® Under billed and/or provisional ® Raw material cost ® Transfer price adjustment
invoice ® \Wrong application of EPA rate ® Assembling cost

® Royalties ® Wrong application of EPA rate

® Commissions paid by the buyer




How should companies manage PCAs?
Importers should start preparing now for PCAs:
»  Preparation before being selected for a PCA is ideal

It is important to have the right systems and processes in place in order to respond to a PCA in an effective and efficient
manner. Delayed responses or the inability to provide the relevant documentation to substantiate a position taken can
further add to the difficulties of a PCA. To mitigate the impact a PCA has on a business, importers should develop an
action plan and implement necessary response measures.

»  Penalty reducible for voluntary disclosures during a PCA

If an amended declaration is voluntarily made by an importer before the error has been identified by the customs
authorities during a PCA, the imposed penalty on the tax shortfall will be reduced from 10% to 5%. Therefore, importers
should be forthcoming in disclosing any incorrect declarations.

Deloitte Japan’s View




To see past newsletters, please visit our website.

To automatically receive future newsletters, please email
providing your name, company, position, and email address.
Click to download our tax@hand app to view newsletters and other content on your mobile device.

Deloitte Tohmatsu Tax & Legal Inbound Client Services Team
Not all facts and circumstances are covered in this newsletter. If you have any questions regarding your specific
situation, please contact one of the tax professionals at our Deloitte office in Tokyo or visit our website

Jun Sawada, Inbound Client Services Leader

Business Tax Services

Sunie Oue, Partner

David Bickle, Partner

Indirect Tax Services

Fumiko Mizoguchi, Partner

Global Employer Services

Russell Bird, Partner

Transfer Pricing

Samuel Gordon, Partner

Tax Management Consulting

Sreeni Menon, Director

International Tax and M&A

Masato lwajima, Partner

Financial Service Industry

Yang Ho Kim, Partner

Kai Hielscher, Partner

Tax Controversy

Yutaka Kitamura, Partner

and register by

Legal Kaori Oka, Partner
Immigration Kumiko Kawai, Partner
Payroll and Social Benefits Processing John Dorff, Partner

Kazumasa Yuki, Partner

Family Consulting Emv Komo, Partner

email to

Deloitte Tohmatsu Tax Co.
Marunouchi-Nijubashi Building, 3-2-3 Marunouchi, Chiyoda-ku, Tokyo 100-8362, Japan
Tel: +81 3 6213 3800 email: Corporate Info:

Deloitte Tohmatsu Group (Deloitte Japan) is a collective term that refers to Deloitte Tohmatsu LLC, which is the Member of Deloitte Asia Pacific Limited and of the
Deloitte Network in Japan, and firms affiliated with Deloitte Tohmatsu LLC that include Deloitte Touche Tohmatsu LLC, Deloitte Tohmatsu Consulting LLC, Deloitte
Tohmatsu Financial Advisory LLC, Deloitte Tohmatsu Tax Co., DT Legal Japan, and Deloitte Tohmatsu Corporate Solutions LLC. Deloitte Tohmatsu Group is known
as one of the largest professional services groups in Japan. Through the firms in the Group, Deloitte Tohmatsu Group provides audit & assurance, risk advisory,
consulting, financial advisory, tax, legal and related services in accordance with applicable laws and regulations. With more than 15,000 professionals in about 30
cities throughout Japan, Deloitte Tohmatsu Group serves a number of clients including multinational enterprises and major Japanese businesses. For more
information, please visit the Group’s website at

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL"), its global network of member firms, and their related entities (collectively, the
“Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its member firms and related entities are legally separate and independent
entities, which cannot obligate or bind each other in respect of third parties. DTTL and each DTTL member firm and related entity is liable only for its own acts and
omissions, and not those of each other. DTTL does not provide services to clients. Please see to learn more.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific Limited and their related entities,
each of which are separate and independent legal entities, provide services from more than 100 cities across the region, including Auckland, Bangkok, Beijing,
Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila, Melbourne, Osaka, Seoul, Shanghai, Singapore, Sydney, Taipei and Tokyo.

Deloitte provides industry-leading audit and assurance, tax and legal, consulting, financial advisory, and risk advisory services to nearly 90% of the Fortune Global
500® and thousands of private companies. Our professionals deliver measurable and lasting results that help reinforce public trust in capital markets, enable
clients to transform and thrive, and lead the way toward a stronger economy, a more equitable society and a sustainable world. Building on its 175-plus year
history, Deloitte spans more than 150 countries and territories. Learn how Deloitte’s more than 345,000 people worldwide make an impact that matters at

All of the contents of these materials are copyrighted by Deloitte Touche Tohmatsu Limited, its member firms, or their related entities including, but not limited

to, Deloitte Tohmatsu Tax Co. (collectively, the “Deloitte Network”) and may not be reprinted, duplicated, etc., without the prior written permission of the Deloitte

Network under relevant copyright laws. bSi.

These materials describe only our general and current observations about a sample case in accordance with relevant tax laws and other effective authorities, and A&B

none of Deloitte Network is, by means of this publication, rendering professional advice or services. Before making any decision or taking any action that may ANSI Nationai Accreditation Board
. ) o ; ) L ; ; ] ACCREDITED

affect your finances or your business, you should consult a qualified professional adviser. The opinions expressed in the materials represent the personal views of

individual writers and do not represent the official views of Deloitte Network. No entity in the Deloitte Network shall be responsible for any loss whatsoever MANAGEMENT SYSTEMS

CERTIFICATION BODY

sustained by any person who relies on this publication.

IS 669126 / ISO 27001

Member of
Deloitte Touche Tohmatsu Limited

© 2022. For information, contact Deloitte Tohmatsu Group.


http://www.deloitte.com/jp/tax-legal-inbound-newsletter
mailto:japan_taxlegal_inbound@tohmatsu.co.jp
http://www2.deloitte.com/jp/en/pages/tax/articles/deloitte-tax-at-hand-mobile-app.html
http://www.deloitte.com/jp/tax-legal-inbound-services
mailto:japan_taxlegal_inbound@tohmatsu.co.jp
mailto:tax.cs@tohmatsu.co.jp
http://www.deloitte.com/jp/en/tax

