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In 2024, FustCharles continued our
commitment to talent development,
innovation, and teamwork to provide our
clients with a best-in-class service experience.
As we turn the page on 2024, there is plenty
of uncertainty in the tax landscape. Many TCJA
provisions are set to expire at the end of 2025,
however as Republicans hold the White
House, and have a slim majority in both
chambers of Congress, there is an increased
likelihood that 2025 will have some level of
tax legislation through the budget
reconciliation process.

FustCharles tax professionals grasp the
intricate connections between evolving laws,
economic dynamics, and the tax implications
of various business decisions, and are well-
positioned to serve as strategic advisors,
steering companies toward success. Tax
planning remains a vital aspect for businesses
seeking to optimize cash flow by managing
their long-term tax obligations.

Our 2024 Year-End Tax Planning Guide delves
into effective tax strategies, considering recent
administrative guidance and potential
legislative changes that are currently under
review. For further information and assistance,
please reach out to a member of our expert
tax team.

Unless explicitly stated otherwise, the
information provided in this guide is based on
existing tax laws and policies as of the
publication date, and it may be subject to
adjustments in response to future legislative
or tax policy changes.
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As 2024 comes to a close, companies that import tangible merchandise into the U.S. should consider
available duty mitigation strategies. The Biden administration has maintained all existing Section 301 China
tariffs (either 25% or 7.5% as imposed under the Trump administration) and recently announced its final
determinations for steep tariff hikes on certain Chinese-origin products such as electric vehicles, batteries,
semiconductors, solar cells, etc. On November 25, 2024, President-elect Trump indicated his intention to
impose an additional 10% tariff on China and impose additional tariffs of 25% on Mexico and Canada.

Duty drawback, the first sale rule (FSR), and cost unbundling can help U.S. importers legitimately mitigate
the impact of normal duties, as well as the additional tariffs. These measures can have a significant
financial impact on businesses’ profitability given that customs duties are an “above the line” cost, i.e.,
they are always cash.

Duty Drawback

Many businesses involved in importing goods into the U.S. may not realize they have a significant
opportunity for cash refunds through the duty drawback program. Duty drawback is the refund of duties
(including Section 301 tariffs), taxes, and fees paid on imported merchandise that is exported unused, or
used to manufacture a product that is exported. Eligible drawback claims result in a refund of 99% of the
duties, taxes, and fees paid on imported merchandise. A drawback request can be filed within five years
from the date the goods were imported into the U.S.; the first set of drawback claims typically takes eight
to 10 months for recovery but 30~45 days for claims thereafter if privileges are secured.

The main types of duty drawback are:

¢ Unused Merchandise Direct Identification: Merchandise unused in the U.S. that is imported and
exported (or destroyed) and matched at the Product/Item No. level.

o Unused Merchandise Substitution: Merchandise unused in the U.S. that is imported and exported
(or destroyed) and matched at the HTS number level (U.S. customs classification system for
products).

e Manufacturing Direct Identification: Components that are imported and further manufactured
inthe U.S. into an article that is exported (or destroyed), and matched to components of the same
Product/Item No.

e Manufacturing Substitution: Components that are imported and further manufactured in the U.S.
into an article that is exported (or destroyed) and matched to components of the same
Harmonized Tariff Schedule (HTS) number level (U.S. Customs classification system for products).

The duty drawback process can be complex and challenging, but with the right experienced professionals,
businesses can potentially unlock financial benefits. BDO’s Customs and International Trade team is
equipped to assist companies in setting up new duty drawback programs or evaluating existing programs
to optimize savings objectives.
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First Sale Rule

Importers must report the correct value of merchandise imported into the U.S. Under U.S. Customs and
Border Protection (CBP) rules, value is normally the price reflected on the commercial invoice issued from
a foreign seller to a U.S buyer. However, if an earlier sale exists in the supply chain (e.g., from a foreign
manufacturer to the foreign seller), the importer may consider applying the FSR. For instance, many
transactions involve the use of a contract manufacturer selling to a middleman that re-sells the
merchandise to the U.S. importer. Such a scenario implicates the FSR, under which the lower factory to
middleman price and not the middleman price to the U.S. importer can be used as the value reported to
CBP.
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Under the illustration, if the U.S. importer can satisfy specific conditions, the customs value can be
determined based on the factory’s selling price to the middleman (i.e., $100,000), rather than the
middleman’s selling price to the U.S. importer (i.e., $150,000). Consequently, the total duty owed by the
U.S. importer can be reduced by $2,500. To import goods under the FSR, (1) the goods must be clearly
destined for export to the U.S., (2) there must be a bona fide sale between the parties, and (3) the first
sale value must be an arm’s length amount. Given that the FSR can reduce Normal Trade Relations (NTR)
duties and additional duties such as Section 301 China tariffs, U.S. importers should consider taking steps
to potentially lower the customs value of merchandise imported into the U.S.

Cost Unbundling

Businesses can consider other ways to legally lower the value of imported merchandise (i.e., the basis of
duties) through cost unbundling exercises that examine key cost elements for goods to determine whether
they are required to be included in customs value. For example, certain management fees, buying
commissions, exclusive distribution rights fees, and U.S. R&D costs are generally considered nondutiable,
so if these costs/fees are already included in the value of the imported merchandise, U.S. importers may
deduct them from the final customs value. However, given that identification of nondutiable cost elements
is highly technical and must be ascertained on a case-by-case basis, professional advice should be sought.
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Proactive tax planning and seamless tax compliance are essential components of financial
success. At FustCharles, we are dedicated to providing year-round support, ensuring you stay
informed about emerging opportunities, evolving tax laws, and optimal strategies. Our
commitment is to guide you towards the most advantageous course of action aligned with
your objectives, ultimately contributing to your business's financial well-being.

For more information, please reach out to our Tax Team Leaders:

Thomas J. Giufre, CPA Patrick A Capella, CPA Kelly A. Redmond, CPA

pcapella@fustcharles.com kredmond@fustcharles.com

tgiufre@fustcharles.com

Joseph L. Charles, CPA Desireé M. Bennett, EA Ellie Luker, CPA, JD, LLM Christian Snyder, CPA
dbennett@fustcharles.com mluker@fustcharles.com csnyder@fustcharles.com

jcharles@fustcharles.com

Michael W. Hartwell, CPA  Candice M. Pack, CPA, EA Marek M. Gonzalez, CPA Erin Morford, CPA
mhartwell@fustcharles.com cpack@fustcharles.com mgonzalez@fustcharles.com emorford@fustcharles.com
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