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Japan Economic Outlook: Brexit and its impact  

Prime Minster Shinzo AbeɅs reforms 

seem to have put JapanɅs economy on 

the track to recovery, with exports, 

employment, and inflation figures 

looking rosier. However, Japanese 

manufacturing and financial services 

companies operating in the United 

Kingdom could face some issues due 

to Brexit.  

Brexit fallout  
British Prime Minister Theresa May recently said, in reference 

to Brexit, that Ɉno deal is better than a bad deal.ɉ1 Yet it turns 

out that some Japanese business executives are 

                                                           

1 George Parker and Alex Barker, ɈTheresa May warns UK will walk away from  Ʉbad deal,Ʌɉ Financial Times, January 18, 2017, https://www.ft.com/content/c3741ca2-

dcc6-11e6-86ac-f253db7791c6. 

2 Leo Lewis et al., ɈJapanɅs business lobby issues fresh Brexit warning to Theresa May,ɉ Financial Times, March 28, 2017, https://www.ft.com/content/4959296c-13a3-

11e7-b0c1-37e417ee6c76. 

uncomfortable with this sentiment. ϥndeed JapanɅs Keidanren, 

which is a powerful business lobbying group, issued a 

statement asking that Britain give Ɉdeeper considerationɉ to 

the impact of Brexi t2. Japanese companies employ roughly 

140,000 people in the United Kingdom, many in the 

manufacturing and financial services sectors. They have long 

seen Britain as a gateway to the rest of Europe. There is now 

fear that, depending on the terms of Brexit, they could lose 

their competitive advantagesɁespecially as German 

companies are also expressing concerns about remaining in 

the United Kingdom. Nissan, the Japanese auto maker, was 

able to get a commitment from the British government that it 

would not face  onerous consequences from Brexit. The 

details of that commitment are not known. Nor is it known 

whether Britain can afford to provide a similar commitment 

https://www.ft.com/content/c3741ca2-dcc6-11e6-86ac-f253db7791c6
https://www.ft.com/content/c3741ca2-dcc6-11e6-86ac-f253db7791c6
https://www.ft.com/content/4959296c-13a3-11e7-b0c1-37e417ee6c76
https://www.ft.com/content/4959296c-13a3-11e7-b0c1-37e417ee6c76
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to every foreign company operating in the United Kingdom. 

Moreover, if that commitment entails subsi dies aimed at 

offsetting any new tariffs, this would be seen as a violation of 

World Trade Organization rules and could lead to legal action 

by the European Union.  

Japanese economic 

performance  
Is Abenomics working? Recall that Abenomics is the name 

given to the three -pronged economic policy of JapanɅs prime 

minister, Shinzo Abe. The three prongs, or arrows, were 

monetary stimulus, fiscal stimulus, and structural reform. 

Only the monetary stimulus has been implemented in a 

significant way. It has involved massive asset purchases by the 

central bank, combined with historically low, even negative, 

policy interest rates. The result has been a weak Japanese yen, 

low borrowing costs, rising asset prices, and a modest boost 

to inflation. So, again, is it working?  

The answer may very well be yes. The Japanese government 

reports that, in the fourth quarter of 2016, real GDP grew at 

an annual rate of 1.0 percent and that, for all of 2016, real 

GDP was up 1.0 percent over 2015. In most countries, those 

numbers would s eem quite disappointing. But remember 

that Japan has a declining population and, especially, a 

declining working-age population due to the aging of the 

population. Thus, real GDP per working-age population is 

rising at about 2.0 percent per year Ɂa reasonably good 

number. Partly, this reflects rising productivity, but it also 

reflects a rising level of participation of working -age people in 

the labor force. That signifies a recovering economy. The 

growth in the fourth quarter was driven largely by a rebound 

in exports, itself likely due, in part, to the weak yen that 

Abenomics has created.   

Lately, however, the weak yen was the counterpart to the 

strong US dollar, inspired by expectations about US economic 

policy. Also on the positive side, there was a pickup in 

business investment, a component of GDP that has until 

recently been disappointing. There was also good growth of 

government spending, likely due to the implementation of a 

new fiscal stimulus program. Interestingly, a decline in 

inventory accumulatio n cut 0.5 percentage points from 

growth in the fourth quarter. This is potentially good news in 

that it bodes well for expanded production in the coming 

months.  

ɈThe growth in the fourth quarter was 

driven largely by a rebound in exports, 

itself likely due, in part, to the weak yen 

that Abenomics has created.ɉ  

On the negative side, consumer spending growth was very 

modest, as wages failed to accelerate despite a relatively tight 

labor market. This is important as consumer spending is the 

largest component of GDP. If it fails to recover, it will be 

difficult to sustain strong growth on the basis of exports and 

investment. ϥt has long been AbeɅs intention to boost the 

growth of domestic demand. Moreover, although Japan 

benefitted from expanded exports, there is concern in JapanɅs 

business community about the possibility of protectionist 

policies on the part of the new US administration. AbeɅs 

recent visit to US President Donald TrumpɅs home in Florida, 

including a few rounds of golf, was seen as critically important 

in maintaining good economic relations between the two 

countries.   

ɈAlthough Japan benefitted from 

expanded exports, there is concern in 

JapanɅs business community about the 

possibility of protectionist policies on 

the part of the new US administra tion.ɉ 

Meanwhile, here are the most recent data on JapanɅs 

performance at the start of 2017:  
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¶ Japanese exports were up sharply in February, rising 11.3 

percent from a year earlier, the biggest increase in two 

years. Exports to China were up 28.2 percent, while 

exports to the United States were up only 0.4 percent. Yet 

JapanɅs trade surplus with the United States increased, 

raising fears that this will lead to the US government 

seeking trade restrictions. Meanwhile, JapanɅs government 

is eager to negotiate a bilateral free -trade agreement with 

the United States in order to retain some of the benefits 

lost with the end of the Trans -Pacific Partnership. 

Negotiating such a deal, however, will be difficult if the US 

administration is concerned about JapanɅs trade surplus 

with the United States.  

¶ For the first time since 2015, core inflation has returned to 

Japan. Consumer prices, excluding volatile food prices, 

increased 0.1 percent from December to January. If food 

and energy prices are excluded, prices were up 0.2 percent 

in January versus a year earlier. Headline inflation was 0.4 

percent, driven largely by rising energy prices. Yet, aside 

from the impact of energy prices, economic conditions 

may be fueling inflation as well. The unemployment rate in 

Japan fell from 3.1 percent in December to 3.0 percent in 

JanuaryɁnearly a 20-year low. In addition, the ratio of job 

openings to applicants remained close to a 30 -year high. 

This suggests an extremely tight labor market that ought 

to generate wage acceleration. On th e other hand, 

household spending declined in January versus a year 

earlier, while industrial output declined in January as well. 

This suggests that demand may not be sufficient to fuel 

further inflation.   

¶ Although inflation is starting to rebound in Japan , wage 

increases have been disappointing. The government had 

hoped wages would start to accelerate given tight labor 

market conditions, but, in fact, wage increases this year 

have been slower than in the past year. The problem is that 

although the labor ma rket is tightening, big companies 

have large numbers of lifetime employees who are unlikely 

to depart even if wage increases are modest. Thus, 

employers donɅt have a strong incentive to accelerate wage 

gains. The government wants employers to boost wages in 

order to increase consumer purchasing power, something 

thatɅs needed to shift the economy away from a 

dependence on exports.   

¶ Meanwhile, Japanese retail sales grew at a feeble pace in 

February. Sales rose 0.2 percent from the previous month, 

and only 0.1 percent from a year earlier. In addition, sales 

at supermarkets and department stores, JapanɅs main 

general merchandise retailers, fell 2.7 percent from a year 

earlier. At the same time, spending at petrol stations 

increased sharply due to the rebound in  oil prices in the 

past year. In addition, spending on automobiles increased.   

ɈFollowing the US election, it is clear 

that the TPP is dead. Thus Abe, who 

had expended some political capital in 

order to obtain parliamentary approval 

of the TPP, will now face a substantially 

changed and more challenging 

political environment. Ɉ 
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IFRSs 
No new standards or interpretations were issued by the 

International Accounting Standards Board ( IASB) during this 

Quarter. However, an amendment proposal arising from the 

Post implementation Review of IFRS 8 and a Discussion Paper 

came out from the IASB: 

Amendments to IFRS 8 and IAS 34 

The IASB has published the Exposure Draft (ED) ED/2017/2 

Improvements to IFRS 8 'Operating Segments' (Proposed 

amendments to IFRS 8 and IAS 34) for public consultation.  

The proposed improvements in the ED include amendments  

to the following areas of the standards:  

¶ Description of the chief operating decision maker 

(CODM), to help entities to better identify the CODM  

¶ Identification of reportable segments.  

¶ Allow additional segment information under certain 

circumstances. 

¶ Description of reconciling items including improvements 

to the understandability of the segment reconciliation.  

¶ Change in the composition of an entityɅs reportable 

segments.  

Comments on the exposure draft are requested by 31 July 

2017. For additional inf ormation, see our related IAS Plus 

project page (https://www.iasplus.com/en/projects/pir/pir -

ifrs-8-follow-up) as well as the IASB press release 

(http://www.ifrs.org/Alerts/ProjectUpdate/Pages/IASB -consul 

ts-on-proposed -improvements -to-IFRS-8-Operating-Segmen 

ts-.aspx) and our  IFRS in Focus newsletter (https: 

//www.iasplus.com/en/publications/global/ifrs -in-focus 

/2017/ifrs -8) on the amendments.  

Disclosure principles 

The IASB has published a comprehensive discussion paper 

setting out the Board's preliminary views on disclosure 

principles that should be included in a general disclosure 

standard or in or in non -mandatory guidance on the topic.  

Comments on the discussion  paper are requested by 2 

October 2017. Additional information can be accessed in our 

related  IAS Plus project page (https://www.iasplus.com/  

en/projects/major/principles -of-disclosure) as well as the 

IASB press release (http://www.ifrs.org/Alerts/PressRelease/  

https://www.iasplus.com/en/projects/pir/pir-ifrs-8-follow-up
https://www.iasplus.com/en/projects/pir/pir-ifrs-8-follow-up
http://www.ifrs.org/Alerts/ProjectUpdate/Pages/IASB-consults-on-proposed-improvements-to-IFRS-8-Operating-Segments-.aspx
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2017/ifrs-8
https://www.iasplus.com/en/projects/major/principles-of-disclosure
http://www.ifrs.org/Alerts/PressRelease/Pages/iasb-outlines-steps-to-improve-disclosures-in-financial-statements.aspx
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Pages/iasb-outlines-steps-to-improve -disclosures-in-financial 

-statements.aspx) and our  IFRS in Focus newsletter (https://  

www.iasplus.com/en/publications/global/ifrs -in-focus/2017/  

dp-pod) on the disclosure initiative project.  

U.S. GAAP 
The FASB has issued several Accounting Standards Updates, 

including: 

Accounting Standards Update (ɈASUɉ) 

2017-07ɁCompensationɁRetirement 

Benefits (Topic 715): Improving the 

Presentation of Net Periodic Pension 

Cost and Net Periodic Postretirement 

Benefit Cost 

This ASU amends the treatment and presentation of the 

components of net periodic benefit cost for an entityɅs 

sponsored defined benefit pension and other postretirement 

plans. The key provisions of the ASU require entities to: 

¶ disaggregate the current service cost component from 

other components of net benefit cost (the Ɉother 

componentsɉ) and present it with other current 

compensation costs for related employees in the income 

statement;  

¶ present the other components el sewhere in the income 

statement outside of income from operations if such 

subtotal is presented and adequately disclose where 

such components are included if not presented on 

appropriately described separate lines within the income 

statement; and,  

¶ only capitalize the eligible service cost component of net 

benefit cost as opposed to the aggregate net benefit cost 

under the current practice  

The amendments in this Update are effective for public 

entities for annual periods beginning after December 15, 

2017 and other entities for annual periods beginning after 

December 15, 2018. Early adoption is permitted for all 

entities. For more information, see the see our related Heads 

Up newsletter  (https://techlib.deloitte.com/default.aspx?  

contextId=18fa1371 -bc8c-40c0-ac60-03747696deff#s=AgAA 

ADJfMzgyNzA3LERvY1NlYXJjaA%3D%3D) and this ASU as 

included  (http://www.fasb.org/jsp/FASB/Document_C/Docum 

entPage?cid=1176168888120&acceptedDisclaimer=true) on 

the FASBɅs website. 

ASU No. 2017 - 08 ɀ Receivables Non-

refundable Fees and Other Costs 

(Subtopic 310-20): Premium 

Amortization on Purchased Callable 

Debt Securities 

Under the current guidance, entities generally amortize the 

premium as an adjustment of yield over the contractual life 

(to maturity date) of the instrument.  As a result, entities do 

not consider early payment of principal and any unamortized 

premium is recorded as a loss in earnings upon the debtorɅs 

exercise of a call on the instrument.  

Under this ASU, entities must amortize the premium to the 

earliest call date. Therefore, they will no longer recognize a 

loss in earnings. This ASU does not require any change for 

debt securities carried at a discount as these should continue 

to be amortized over the contractual life (to maturity) of the 

instrument.  

The amendments in this Update are effective for public 

entities for annual periods beginning after December 15, 

2018 and for all other entities for annual periods beginning 

after December 15, 2019. Early adoption is permitted for all 

entities. For more information, see the see our related Heads 

Up newsletter  (https://techlib.deloitte.com/default.aspx?  

contextId=18fa1371 -bc8c-40c0-ac60-03747696deff#s=  

AgAAADJfMzg4MjgyLERvY1NlYXJjaA%3D%3D) and this ASU as 

https://www.iasplus.com/en/publications/global/ifrs-in-focus/2017/dp-pod
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168888120
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168888120
https://techlib.deloitte.com/default.aspx?contextId=18fa1371-bc8c-40c0-ac60-03747696deff#s=AgAAADJfMzgyNzA3LERvY1NlYXJjaA%3D%3D
https://techlib.deloitte.com/default.aspx?contextId=18fa1371-bc8c-40c0-ac60-03747696deff#s=AgAAADJfMzgyNzA3LERvY1NlYXJjaA%3D%3D
http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168888120&acceptedDisclaimer=true
https://techlib.deloitte.com/default.aspx?contextId=18fa1371-bc8c-40c0-ac60-03747696deff#s=AgAAADJfMzg4MjgyLERvY1NlYXJjaA%3D%3D
https://techlib.deloitte.com/default.aspx?contextId=18fa1371-bc8c-40c0-ac60-03747696deff#s=AgAAADJfMzg4MjgyLERvY1NlYXJjaA%3D%3D
http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176168934053&acceptedDisclaimer=true
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included  (http://www.fasb.org/jsp/FASB/Document_C/Docum 

entPage?cid=1176168934053&acceptedDisclaimer=true) on 

the FASBɅs website. 

ASU No. 2017-09 ɀ Compensation ɀ 

Stock Compensation (Topic 718); 

Scope of Modification Accounting  

This ASU provides guidance on which changes to the terms 

or condition of a share -based payment award require an 

entity to apply modification accounting in Topic 718. An entity 

should apply modification accounting unless the following 

criteria is met: the f air value, vesting conditions and the 

classification of the instrument of the modified award is the 

same as the fair value, vesting conditions, and the 

classification of the instrument of the original award 

immediately before the original award is modified . 

Additionally, the current disclosure requirements in Topic 718 

are applicable regardless of whether an entity is required to 

apply modification accounting.  

The amendments in this Update are effective for all entities 

for annual periods beginning after De cember 15, 2017. Early 

adoption is permitted for all entities. For more information, 

see this ASU (http://www.fasb.org/jsp/FASB/Document_C/ 

DocumentPage?cid=1176168934053&acceptedDisclaimer=t

rue) as included on the FASBɅs website. 

Japanese GAAP and other 

local developments  

ASBJ issues Practical Solution on 

OperatorsɅ Accounting for the 

Concession-based Private Finance 

Initiative Projects 

In May 2017, the ASBJ issued PITF No.35 Practical Solution on 

OperatorsɅ Accounting for the Concession-based Private 

Finance Initiative Projects. The PITF No.35 provides guidance 

on operatorsɅ accounting for their acquisition and 

maintenance of the public facilities. The PITF No.35 is effective 

for the annual periods and the quarter periods ending on and 

after May 31, 2017.  

ASBJ issues Practical Solution on the 

Tentative Solution Regarding the 

Discount Rate Used to Measure Post-

employment Benefit Obligatio ns When 

the Bond Yield is Negative 

In March 2017, the ASBJ issued PITF No. 34 Practical Solution 

on the Tentative Solution Regarding the Discount Rate Used 

to Measure Post-employment Benefit Obligations When the 

Bond Yield is Negative. The PITF No.34 provides guidance that 

permits an entity to either use a negative interest rate or set 

a limit on an interest rate at zero (i.e. an interest rate floor). 

The PITF No.34 is effective from the annual period ended on 

March 31, 2017 to that ending on March 30, 2018 . 

ASBJ issues Revised Practical Solution 

on Unification of Accounting Policies to 

Foreign Subsidiaries, etc. for 

Consolidated Financial Statements and 

related Practical Solution 

In March 2017, the ASBJ issued the following Revised Practical 

Solutions (collectively, the ɄRevised PϥTFsɅ): 

¶ PITF No.18 Practical Solution on Unification of 

Accounting Policies Applied to Foreign Subsidiaries, etc. 

for Consolidated Financial Statements 

¶ PITF No.24 Practical Solution on Unification of 

Accounting Policies Applied to Associates Accounted for 

Using the Equity Method . 

The Revised PITFs expand their scope to include domestic 

subsidiaries and affiliates that prepare their financial 

statements applying the designated ϥFRSs or JapanɅs Modified 

International Standards (ɄJMϥSɅ). Current PϥTF No.18 and PϥTF 

http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176169021134&acceptedDisclaimer=true
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No.24 include in their scope only foreign subsidiaries and 

affiliates. The revised PITFs are effective on and after the 

annual periods beginning April 1, 2017. Early application is 

permitted after the issuance of the R evised PITFs.  

ASBJ issues Accounting Standard for 

Current Income Taxes 

In March 2018, the ASBJ issued the ASBJ Statement No.27 

Accounting Standard for Current Income Taxes  (the 

ɄStatementɅ). The Statement maintains substantially the 

existing requirements relating to current income taxes. The 

Statement is effective after its issuance. 

ASBJ releases the Exposure Draft of 

Practical Solution on Stock Acquisition 

Rights Granted to Employees 

In May 2017, the ASBJ released for public comments the 

following exposure drafts (collectively the ɄEDsɅ): 

¶ Exposure Draft of Practical Solution on Transactions 

Granting Employees and Others Stock Acquisition Rights, 

which Involve Considerations, with Vesting Conditions 

(Exposure Draft of PITF No.52) 

¶ Proposed Amendments to Gui dance No. 17 Guidance on 

Accounting for Compound Financial Instruments with an 

Option to Increase Paid-in Capital (Exposure Draft of 

Guidance No.57) 

The objective of the EDs is to clarify the accounting treatment 

for the transactions that grant employees c ertain stock 

acquisition rights in exchange for considerations. The EDs  

propose that the existing accounting requirements for stock 

options would apply to the transactions.  

The comments are due on July 10, 2017. 

ϥssuance of the Amendments to ɄJapanɅs 

Modified ϥnternational StandardsɅ 

In April 2017, the ASBJ finalized the amendments to JapanɅs 

Modified International Standards (JMIS): Accounting 

Standards Comprising IFRSs and the ASBJ Modifications that 

were released for public comments in December 2016. JM IS 

are standards and interpretations issued by the IASB with 

certain Ʉdeletions or modificationsɅ where considered 

necessary by the ASBJ. The ASBJ issued JMIS in June 2015 and 

has examined the accounting standards issued by the IASB 

since then. The ASBJ undertook the endorsement process on 

the standards issued by the IASB from January 2014 to 

September 2016 that are effective before December 2017. 

No deletion or modification to the standards issued by the 

IASB. 

Japan updates list of ɄdesignatedɅ ϥFRSs 

In April 2017, the FSA announced the update to the list of 

ɄdesignatedɅ ϥFRSs that are issued by the ϥASB from July to 

December 2016. The ɄdesignatedɅ ϥFRSs are for use by 

companies that voluntarily apply IFRSs in Japan. IFRIC22 

Foreign Currency Transactions and Advance Consideration is 

added to the list.  

The FSA published the Audit Firm 

Governance Code  

In April 2017, the FSA published the Principles for Effective 

Management of Audit Firms (the ɄGovernance CodeɅ). The 

draft of the Governance Code was released for public 

comments in December 2016. The Governance Code is 

developed by the Council of Experts on Audit Firm 

Governance Code and is for use by audit firms that voluntarily 

apply it. English translation of the Governance Code is 

available on the FSA website (http://www.fsa.go.jp/news/28/  

sonota/20170331 -auditfirmgc/3.pdf) . 

For more information, please visit: IASPlus.com (IFRS) or USGAAPPlus.com 

(U.S. GAAP) or speak to our Deloitte experts Takafumi OSEKO, Partner 

(takafumi.oseko@tohmatsu.co.jp) or ALEJANDRO Saenz, Senior Manager 

(alejandro.saenzmartinezgeijo@tohmatsu.co.jp).  

 

http://www.fsa.go.jp/news/28/sonota/20170331-auditfirmgc/3.pdf
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Tax News 

 
 

Impact of Customs Duty on 

Businesses 

From a financial perspective, customs duty, which is a tax 

imposed on the importation of goods, may have a significant 

impact on the cash flow and profitability of a business. 

Customs duty savings, however, are often overlooked on the 

grounds that the duty is (in many companies) under the 

control of a department other than finance. This leads to duty 

being viewed as an unmanageable portion of the cost of 

goods sold in the financial statements.  

Potential Problems  

Companies can experience potential problems at every stage 

of the customs p rocess, such as: customs valuation, transfer 

price (ɈTPɉ) adjustment and tariff classification issues. 

(1) Customs valuation of royalty and license fees 

All goods imported into Japan, should be valued in line 

with the international treaty of the WTO Agreement on 

Customs Valuation. This agreement stipulates that 

Ɉcustoms valueɉ is primarily the transaction value of the 

imported goods, plus certain adjustments for costs and 

charges. Examples of such costs and charges include: 

goods and services provided free of c harge or at reduced 

cost, commissions, royalties and license fees, etc.  

From a customs valuation perspective, royalties and 

license fees (Ɉroyaltiesɉ), related to imported goods, may 

be dutiable, and it is important for companies to assess 

whether or not this is the case. At the time of a post -

customs clearance audit, if the customs authorities 

identify dutiability royalties which were not correctly 

added into the customs value, then unpaid duties will be 

assessed together with penalties and interest.  

(2) TP adjustment  

Companies also need to consider the impact of TP 

adjustments (made to achieve an armɅs length price from 

an income tax perspective) on customs procedures. If an 

upward retrospective TP adjustment (i.e. importer is 

required to make an additional p ayment) is identified at 

the time of a post -customs clearance audit, the customs 

authority will often request that the company 

retroactively amend the customs value of all import 
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declarations impacted by the TP adjustment. Since 

import declarations are mad e on a daily transaction basis, 

the preparation of amended customs declarations may 

cause a significant amount of administrative paperwork 

and cost, in addition to the payment of unpaid taxes, 

penalties and interest.  

(3) Tariff classification 

For customs declaration purposes, imported goods need 

to be classified by Harmonized System (ɈHSɉ) code ɀ a 

process called tariff classification. HS codes are 

internationally standardized codes developed by the 

World Customs Organization. The first 6 digits are 

standardized globally, with the following digits differing 

based on country specific classifications. Customs duty 

rates are applied based on the HS code assigned to the 

good. In some cases, proper tariff classification is difficult, 

because it requires deep knowledg e of product 

specifications and professional expertise. As a result, if 

goods are not classified with the correct HS code, 

companies may overpay or underpay customs duty.  In 

practice, the correct code may also vary according to 

product ingredients and man ufacturing process.  To 

illustrate, importers of a tomato sauce for pasta will need 

to determine whether it should be classified as a sauce 

or a tomato product (which will in turn have a material 

impact on the applicable duty rate):  

Ή HS code 2103.90-130 (sauces and preparations): 

most favored nation (ɈMFNɉ) duty rate 7.2% 

Ή HS code 2002.90-290 (tomatoes prepared or 

preserved):  MFN duty rate 9.0% 

Risk Mitigation 

It is important for companies to routinely prepare relevant 

documents in advance of a post -customs clearance audit, in 

order to reduce the risk of time consuming and costly 

disputes with the customs authority.  

(1) Customs valuation of royalties  

Royalties are not always dutiable from a customs 

valuation perspective. Royalties not related to the 

imported goods and condition of sale could be regarded 

as non-dutiable payments. Furthermore, the whole 

amount of a royalty is not always dutiable. Therefo re, 

companies need to make clear which part of the 

payment is dutiable, and which part non -dutiable, with 

facts validated by relevant contracts and other 

commercial documents. Where dutiable royalties need 

to be included under daily import declarations, an  

advanced approval application (for a specified period of 

time), should help to avoid the need for amended 

declarations and related payments of penalties and 

interest.  

(2) TP adjustment 

Upward TP adjustments are not always dutiable. The 

circumstances surround ing TP adjustments need to be 

analyzed and assessed from a dutiable/non -dutiable 

perspective. If the TP adjustment is regarded as dutiable, 

voluntary disclosure to the customs authority and 

submission of self-amended customs declarations 

would be helpful i n mitigating the risk of penalties. 

Furthermore, it might be possible to obtain advanced 

approval of protocols for dealing with future 

retrospective TP adjustments, which might reduce the 

time and cost of preparing amended declarations.  

(3) Tariff classification 

The Advanced Classification Ruling Request (ɈACRRɉ) can 

be a helpful tool for determining appropriate HS codes.  

Importers can request clarification of a specific HS code, 

and the applicable duty rate, by filing an ACRR with the 

customs authorities. The  response from customs 

authority should be honored upon subsequent customs 

examinations, thereby helping to reduce uncertainty 

and the possible risk of additional duty and penalties in 

the event of misclassification.  
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Trade Automation  

The automation of tra de processes, through technology 

known as Global Trade Management (GTM) systems, has 

become a growing area of interest and investment for 

organizations in recent years. Global Trade Management, as 

a strategic function, enables corporate growth and expansio n 

strategies. Through the use of these systems, organizations 

are able to automate many trade processes, resulting in 

improved compliance, operational efficiencies, supply chain 

optimization, and the centralization of trade management 

operations.  

Global Trade Management systems support businesses in the 

areas of compliance management (sanctioned party list 

screening, embargo checking, export control), customs 

management (automation of customs document creation, e -

filing, duty calculation, bonded warehouse management), and 

free trade agreement (ɈFTAɉ) management (automation of 

origin determination, certificate management, comparison of 

FTAs available). Not only do these systems help to eliminate 

the risk of non -compliance and administrative costs, they are 

used to make strategic supply chain decisions.  

In conclusion, companies face potential problems at every 

stage of customs processing. However, proper planning and 

execution, with the right tools, should enable businesses to 

minimize the risk of unforeseen  duty costs, and maximize the 

opportunities for customs duty savings.   

 

For more information, please speak to our Deloitte experts Kazumasa YUKI, 

Tax Partner (kazumasa.yuki@tohmatsu. co.jp), or David BICKLE, Tax Partner 

(david.bickle@tohmatsu. co.jp).
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Navigating Difficult Work Environments   

 

 

Occasionally, but not too infrequently, in Deloitte transition 

labs, discussions focus on executives who confront vexing 

relationships. Their environment and relationship issues 

often sap their energy and lead them to question if they made 

the wrong choice  by joining a particular C-suite. The 

difficulties frequently arise from how the CEO of the company 

chooses to operate, how peer executives behave or a 

combination of both. After committing to a new C -suite role, 

these new executives often struggle with re conciling their 

recent choices to commit to an organization with framing 

their next course of action in response to difficult situations. 

Following are some potential difficult and dysfunctional 

situations and four responses every executive can consider.  

Some Challenging Relationship 

Situations 

A number of different factors can drive difficult situations. 

Sometimes it is the CEOs and how they create or enable 

organizational dysfunction. At other times, it is the behaviors 

of peer executives. While there are  many pathways to and 

types of difficult situations that occur in companies, the 

situations below are among the more common challenges I 

encounter in transition labs. While these situations are 

difficult to predict ahead of time, careful due diligence ahea d 

of accepting a C-suite position can be helpful in avoiding them.  

The Controlling CEO with Unrealistic Expectations 

A CEO with unrealistic performance expectations can be 

vexing. This is particularly difficult when the CEO centralizes 

decision rights, while not listening to or giving executives 

adequate permissions to deliver performance. This situation 

often leads to a high turnover of executives in the C -suite who 

fail to meet expectations and depart. The challenges are 

doubled if the CEOɅs management style is passive-aggressive. 

Then the executives receive very little feedback before the 

CEO suddenly blows up or turns on them.  

The Conflict-avoiding CEO 

Conflict avoidance can also leave in its wake dysfunction in 

the organization. Conflict avoiders can en able silo and clique 

behaviors across their leadership by not demanding team 


