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Tax Newsflash

National Customs
Audits to Intensify



Background

September marked the start of the peak season for Chinese Customs audits for 2014, and, as
the year-end approaches, the Customs authorities are stepping up their investigation activities,
but now with a new emphasis on “national” audits, that is, audits covering all affected Chinese
companies within a group.

Target areas

While Customs' audits will continue to focus on normal trade, processing trade and duty relief
operations, it appears that, based on audit results of 2013 and the first three quarters of 2014,
royalty payments (regardless of whether paid), especially those of multinational groups, will be
a principal target area in the fourth quarter of 2014. Specific products under scrutiny include
yachts, business aircraft, luxury cars, blankets, milk powder, ATM machines and electrical
products (such as microphones).

Innovative Customs audit approach

Considering this round of intensive targeted audits and the limited internal resources of the
Customs authorities, they are likely to adopt innovative approaches. For example, the Customs
authorities may push for an extension of the Voluntary Disclosure Program (VDP), which has
been piloted in various regions for the past several months. The VDP aims to encourage
companies to voluntarily report noncompliance activities with Customs in exchange for relief
from penalties. The authorities are expected to further clarify certain aspects of the VDP,
especially with respect to the mitigation or reduction of penalties and interest surcharges.

It also is possible that the Customs authorities will involve third-party agencies to assist with
audits, including encouraging companies to engage such agencies to carry out self-inspections
of import and export activities.



Deloitte comments

In Customs audit cases, especially audits initiated at year-end, companies often are at a
considerable disadvantage due to the condensed timeframe to respond to Customs, and the
risk that the case may be referred to the anti-smuggling bureau, which could create legal and
reputational issues for the company. Any noncompliance identified by Customs will have a
negative impact on a company’s profit and loss accounts, which the company may not have
factored in.

A proactive approach to Customs audits is critical. Companies, especially those conducting
business in targeted areas, should consider performing self-inspections to assess potential
risks and make provisions, where necessary. If any noncompliance comes to light during a self-
assessment, the company should immediately contact Customs and take advantage of the
VDP, if possible. Potential relief from penalties usually is more encouraging if the
noncompliance is reported to Customs before an audit is initiated. Considering the timeline
pressures, assistance from third party agencies also could be considered to ensure the quality
of the voluntary disclosure.
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