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Tax Newsflash
China to Consider Increasing Tariffs on
U.S. Goods

Since U.S. President Trump took office, the United States has
launched a series of exercises on international trade issues to
protect U.S. domestic interests, including frequent anti-
dumping countervailing investigations. On 8 March 2018, the
United States announced to impose new tariffs on imported
steel and aluminum products from all sources except Mexico
and Canada, with tax rates of 25% and 10% respectively.
Following that announcement, on 19 March 2018, the US
Department of Commerce (DOC) published in the Federal
Register the procedures for requesting exemptions from those
tariffs.

In a related matter, in August 2017, President Trump had
directed the United States Trade Representative (USTR) to
investigate China’s acts, policies, and practices related to
technology transfers. On 22 March 2018, based on the USTR's
report entitled Findings of the Investigation under Section 301
of the Trade Act of 1974, President Trump signhed a new
Presidential Memorandum instructing the USTR to publish a
proposed list of tariff increases on products of Chinese origin,
which is expected to affect imports of approximately 1,300
products. The tariff increase will target a large variety of
products with tariff increase to be high as 25%. Also, there
would be restrictions limiting investment in the US that is
directed or facilitated by China in industries or technologies
deemed important to the US.

In response, on 23 March 2018, China's Ministry of Commerce
(MOFCOM) announced that China would consider terminating
the tariff deduction of seven categories of products of US
origin, to balance the losses of China companies resulting from
the safeguard tariffs on steel and aluminum. The MOFCOM
published a list of seven categories with 128 HS codes for
public consultation. In the first part of the list, the tariff
increase would be 15%, including five categories, such as
fresh and dried fruit, dried nuts, wine of fresh grapes,
denatured ethyl alcohol, American ginseng and seamless tubes
of iron or steel, and 120 HS codes. In the second part of the
list, the tariff increase would be 25%, including two categories,



meat of swine and aluminum waste and scrap, and 8 HS
codes.
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The imposition of these new tariffs create uncertainty and
companies may suffer with higher trade costs from duty
increases, especially the companies in those industries covered
by the new tariffs announced by the US and China. Tariff
increases will create barriers in terms of customs duty and will
therefore have negative implications on import and export
activities. It is suggested by Deloitte that companies analyze
their global supply chain and consider the following actions to
mitigate the risks caused by the US and China trade dispute.

e Multi-national companies should evaluate the trade impact
on their global supply chain systemically based on the
political risks and develop alternative supply chains to
ensure the business continuity if there are more retaliation
measures moving forward. For example, companies should
examine supply chain management from the perspectives
of business strategy, manufacturing and sales, logistics,
and financial management.

e To enforce these new duties, China and US customs may
impose strict measures to examine goods from the other
country, especially those products with intellectual
property. Importers and exporters should prepare customs
documentation carefully and review the accuracy of the
documentation before they are submitted to customs.

e For the goods that may have a higher duty rate due to the
new regulations, companies should confirm their internal
controls and monitor the policy risks and compliance risks
dynamically. Also, companies should have a clear picture
about the increase in duty cost and consider planning on
adjusting their supply chain to lower the duty cost.

e Companies should review the business terms in
international trade contracts and update if necessary. It is
important for companies to be clear about the liability for
customs duty payment. Besides reviewing business terms,
companies should also consider adjustments in customs
clearance, contract pricing, risk mitigation, and tax
planning to minimize the risks imposed by this growing
trade dispute.



e Customs valuation and origin are the two important factors
in determining the customs duty. For China exporters, they
could utilize the valuation rules in US Customs, such as
First Sale for Export, to lower the customs value declared
upon import into the US and thus reduce the duty paid. On
the other hand, China exporters could transfer production
lines from China to other countries with supply chain
restructuring, or setup plants in the US. By doing so, the
origin of the goods is not China and thus the negative
impact of customs duty is mitigated.
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