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China publishes first
punitive tariff exclusions
while US postpones 5%
increase to Lists 1, 2
and 3; other regional
trade developments

Executive summary

On 11 September 2019, China's Customs Tariff Commission (Commission)
announced a list of 16 tariff items! that will be exempted from the retaliatory
tariffs on the US$5002 billion of United States (US) origin goods (China

Lists 1 and 23). These are the first group of exemptions to be granted by the
Commission since the punitive tariffs went into effect in July and August 2018.

Also on 11 September, following the latest announcements out of China, US
President Donald Trump announced that the US would delay a scheduled 5%
increase to the 25% punitive tariffs on $250b of Chinese origin goods (Lists 1,

2 and 3). The increase, originally due to take place 1 October 2019, has been
delayed until 15 October 2019. President Trump noted that the action was
done as a “gesture of goodwill.” The announcements from both countries come
before they are scheduled to meet for another round of negotiations in the
trade discussions. Initial meetings among the working groups are scheduled
next week in Washington, D.C., with ministerial level meetings to take place next
month in Washington as well.

In addition to the latest actions between the US and China, there have been
recent trade developments between the US and other countries in the Asia
region. Last month, at the G7 Summit, President Trump and Japanese Prime
Minister Shinzo Abe jointly announced a trade deal between the two countries,
expected to be signed at the United Nations General Assembly (UNGA).4
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Also, on 10 September 2019, the United States Trade Representative (USTR) published a joint statement with the Association
of Southeast Asian Nations (ASEAN) Economic Ministers (AEM) regarding a recent meeting between US and ASEAN
representatives around various trade and investment initiatives in the ASEAN member countries.>

Detailed discussion

China grants first round of product exclusions

On 11 September 2019, China's Commission announced a list of 16 tariff items that will be exempted from the retaliatory
tariffs on the $500b of US origin goods (China Lists 1 and 2). These products are the first batch of approved US origin
products under China’s exclusion program that was announced by the Commission in May 2019.6

The 16 tariff items are divided into two lists and cover animal feed ingredients, raw materials (inputs) for cancer medication
and certain chemicals. The first list consists of 12 tariff items while the second list consists of 4 tariff items. Products on
both lists are exempted from the retaliatory duties for a period of one year from 17 September 2019 to 16 September
2020. For products included on the first list, importers may request a refund for past duties paid within six months from
the announcement date. Duty refund for the products on the second list is not available.

China Product Exclusion Announced on 11 September 2019
Current

Number punitive

of items | tariff rate | Affected Items (tariff chapters) Effective Date
List 1 12 25% 03;12;23;27;29;34,90

17 September 2019 to
) 16 September 2020

List 2 4 25% 04,27
Total 16

US 5% increase on Lists 1, 2, and 3 postponed

On 22 March 2018, US President Trump executed a Presidential Memorandum directing the Administration to take a full range
of action responding to China’s acts, policies and practices involving unfair and harmful acquisition of US technology, citing the
authority granted under Section 301 of the Trade Act of 1974.7 The USTR subsequently proposed, and US President Trump
ordered, punitive duties of 25% to be imposed and collected on two lists of imports from China beginning 6 July 20188 and

23 August 20182 (Lists 1 and List 2 respectively). The third list of punitive duties, 5,745 tariff lines, (List 3) was effective on
24 September 2018 and was only to be 10% ad valorem duty until 1 January 2019 when it was set to automatically increase
to 25%.10 The punitive duties on List 3 ultimately did not increase to 25% until 1 June 2019.11

As detailed in EY Global Tax Alert, US announces additional tariffs in response to China’s tariff retaliation for List 4 products
and reinstated tariffs on US-origin vehicles and parts, dated 26 August 2019, on 23 August 2019 the USTR announced that
the 25% punitive tariffs imposed on Lists 1, 2, and 3 would increase to 30% beginning on 1 October 2019, subsequently
outlining the action further in a Federal Register Notice (FRN) and requesting comments on the proposed rate increase,
which are due by 20 September 2019.12

On 11 September 2019, President Trump announced via Twitter that as 1 October 2019 marked the 70th anniversary of

the People's Republic of China, and at the request of China Vice Premier Liu He, that the US would be postponing the tariff
increase to 15 October 2019, as a “gesture of goodwill." At time of publication of this Alert, there has been no announcement
from either the USTR or White House formalizing the delay.
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Other regional developments

On 25 August 2019, the White House published the
transcript of a joint press conference between President
Trump and Prime Minister Abe announcing the progression
of a trade deal between the two nations. The announcement
states that they anticipate the deal to be signed around

the time of the UNGA, taking place later this month, where
a bilateral summit meeting between the two is expected

to occur. USTR Robert Lighthizer was also present at the
press conference, where he is cited with noting three major
components of the deal: agriculture, industrial tariffs, and
digital trade. More information surrounding specifics of the
deal is expected to be announced after the signing.

In addition to further developments with Japan, the USTR
recently held meetings with the AEM regarding trade and
investment initiatives in the ASEAN member countries,
which include Indonesia, Thailand, Singapore, Malaysia, the
Philippines, Vietnam, Myanmar, Brunei, Cambodia, and Laos.
The joint statement release noted there has been progress
surrounding the implementation of the 2018-2019 ASEAN-
US Trade and Investment Framework Arrangement (TIFA), as
well as the Expanded Economic Engagement (E3) Initiatives
Work Plan.

Actions for businesses

Companies who are involved in US-Japan trade should closely
monitor the progression of the trade deal and once details are
announced, analyze potential benefits available or anticipate
any impacts it may have to present operations necessary

to adjust to new terms of the trade agreement. Companies
should also closely monitor US discussions with the ASEAN
countries for developments towards trade agreements or
other statements that could have ramifications for regional
business activities.

With List 4A in effect and List 4B coming shortly, nearly all
products from China will be subject to punitive duties upon
import into the US. Combined with the continued tariffs on
US products imported into China, any company involved in
US-China trade is encouraged to continue to identify the
potential impact of additional duties and explore mitigation
strategies. Close monitoring of the negotiations and any
political developments remains warranted, as companies will
want to assess any liability under a changing tariff regime.
Terms of any deal reached are likely to contain specific
conditions that may impact certainty, and possibly duration,
of outcomes and will need to be closely analyzed once made
available.
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Immediate actions for such companies to consider include:

» Evaluating Lists 4A and 4B to identify specific products
and the respective impacts of the announced tariff rates
going into effect, including review of tariff classification
determinations and considerations for supply chain or
manufacturing adjustments to help mitigate potential
tariffs.

» Reviewing contracts with suppliers and with customers
to understand who has liability for increased duties and
if there are opportunities for negotiation.

» Mapping their complete, end-to-end supply chain to fully
understand the extent of products impacted, potential
costs, alternative sourcing options, and to assess any
opportunities to mitigate impact such as country of origin
planning to address potential increases in 301 tariffs.

v

Identifying strategies to defer, eliminate, or recover the
excess duties paid under Section 301 such as bonded
warehouses, Foreign Trade Zones, substitution drawback,
Chapter 98, and equivalent programs under China customs
regulations.

» Exploring strategies to minimize the customs value of
imported products subject to the additional duties under
either 301 tariffs, re-evaluating current transfer pricing
approaches, and for US imports, considering US customs
strategies, such as First Sale for Export.

Companies importing goods from China that are included
on List 4 are encouraged to closely monitor and participate
in any exclusion process the USTR may issue. Companies
should actively develop procedures to support necessary
documentation for imported goods that will be subject to
List 4, as similar to the past actions, where subject goods
ultimately receive exclusion status after the tariff imposition
date are expected to be eligible for a refund on punitive
duties paid through the Customs Post Summary Correction
procedures.

Companies with exports to China are encouraged to
evaluate the recently announced exclusions and determine
eligibility for seeking potential refunds. Additionally, China

is continuing to accept exclusion requests from importers
and US-based companies with China List 3 items!3 should be
aware of such opportunities in negotiating with customers.
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