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JAPAN - TAXES ON ALCOHOLIC BEVERAGES

Mutually Acceptable Solution on Modalities for Implementation

The following communication, dated 9 January 1998, from the Permanent Mission of Japan
and the Permanent Mission of Canada, together with enclosures, iscirculated to Members at therequest
of both delegations.

The Governments of Canada and Japan wish to notify the Dispute Settlement Body ("DSB")
that they have reached a mutually satisfactory solution regarding the implementation by Japan of the
conclusions and recommendations adopted by the DSB in the dispute "Japan - Taxes on Alcoholic
Beverages'. Accordingly, Canada and Japan consider that Article 21.6 of the Understanding on Rules
and Procedures Governing the Settlement of Disputes no longer requires that this item remain on the
agenda of the DSB.

Please find attached the text of the exchange of letter of 16 and 19 December 1997 on this
subject.

Enclosure 1:  Letter Ambassador Mr. Takashi Tajimato Deputy Minister Robert G. Wright
of Canada

| refer to the consultati ons between the officia s of our two governments on theliquor tax issue.
I am pleased to inform you that the Government of Japan (GOJ) has decided to take the following
measures, whose adoption will be in accordance with the necessary domestic legislative procedures,
to implement the recommendations and rulings of the WTO Dispute Settlement Body pursuant to the
panel and the Appellate Body reports on "Japan - Taxes on Alcoholic Beverages'.

Based on the outcome of the consultations referred to above, and having carefully considered
the WTO's arbitration award issued on 14 February 1997, the GOJ will revise the current liquor tax
scheme and will carry out tariff reductions and eiminations on the applied rate basis as described in
detail in Annex 1, titled " Elements of Settlement for Dispute on Japanese Liquor Taxation", attached
to this letter.

As compensation for the longer implementation period in the amended Liquor Tax Law for
the new taxation scheme, from 1 April 1998 onward, the GOJ will eliminate tariff rates on the items
in Annex 1 in stages as specified therein. For this purpose, the GOJwill submit adraft law amending
the Customs Tariff Law and Temporary Tariff Measures Law to the next ordinary session of the Diet
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to be convened in January 1998, and will do its utmost to obtain Diet approval of such an amendment.
The GOJ will not raise tariff rates above those specified in Annex 1.

In addition, through the tariff reductions and eliminations to be provided by Japan as a result
of negotiations on compensation regarding theliquor tax issue, Canadawill receive at |east comparable
tariff reductions and eliminations to those which Japan will grant to the United States and the EC as
shown in Annex 2, titled "The Tariff Rates", attached to this letter.

I confirm that at the request of either party consultations on the implementation or effects of
any aspect of this mutually satisfactory solution to the liquor tax issue will be held expeditiously with
a view to reaching a satisfactory solution.

I would appreciate your confirmation that implementation of the measures set out in thisletter,
together with the amendments to the Liquor Tax Law promulgated in March 1997, will be a mutually
satisfactory solution to the dispute between Canada and Japan concer ning thetaxation of distilled spirits.
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ANNEX 1

Elements of Settlement for Dispute on Japanese Liguor Taxation

1 The Government of Canada accepts the following elements as amutually satisfactory solution
for settling the liquor tax issue between Japan and Canada.

2. The Government of Japan (GOJ) has decided to take the following measures to implement the
findings and conclusions of the WTO Panel Report on "Japan - Taxes on Alcoholic Beverages' as
modified by the Appellate Body and adopted by the Dispute Settlement Body on 1 November 1996.

Revision of current liquor tax scheme
(Rates in yen per kilolitre per degree of alcohol)

30 Sep. 1 Oct. 1 May 1998 1 Oct. 1998 1 Oct. 2000

1997 1997

(Current)
Whiskies 24, 558 13, 775 10, 225 10, 225 10, 225
Spirits 9,927 9,924 9,924 9,924 9,924
Liqueurs 8,217 9, 924 9,924 9,924 9,924
Shochu A 6,228 8,076 9,924 9,924 9,924
Shochu B 4,084 6,028 6,028 7,976 9,924

€) accel eration of theliquor tax rate adjustment for Whiskiesand Shochu A by five months
to be completed on 1 May 1998.

(b) acceleration of the liquor tax rate adjustment for Shochu B by a year to be completed
on 1 October 2000.

3. The Government of Japan provides tariff eliminations/reductions on rye whisky and vodka
as shown below and will aso provide to Canada comparable tariff €liminations/reductions Japan will
grant to the United States on whisky as a result of negotiations on compensation.

Tariff Reduction

Tariff rates for rye whisky and vodka will be reduced as shown in the table below. These
tariff eliminations/reductions will be carried out on applied-rate basis and are subject to domestic
procedure.

Asof April 1998 1999 2000 2001 2002 2003 2004

Rye whisky 13.4% 10.6% 7.8% 5.0% 0% 0% 0%
(HS 2208.30-021,029)
Vodka 16.0% 12.0% 8.0% 4.0% 0% 0% 0%

(HS 2208.60-020)
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4, For "de minimis' and "reasonable period of time".

"It is confirmed that acceptance by the Government of Canada of the Japanese proposal to settle the
dispute cannot be interpreted as in any way prejudging the position of the Government of Canadain
the WTO with regard to the definition of "de minimis" differential including the appropriate base on
which such differentials should be calculated, or the " reasonable period of time" for implementation”.
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Enclosure 2: Letter from Deputy Minister Robert G. Wright of Canada to Ambassador T akashi
Tajima, of Japan

In reply to your letter of 16 December 1997 and further to discussions that have taken place
between various officials of our respective governments, | wish to inform you of the following:

The Government of Canada has reviewed the overal scheme that the Government of Japan
has put forward as a response to the findings and conclusions of the July 1996 WTO Panel Report
on "Japan - Taxes on Alcoholic Beverages' as maodified by the report of the Appellate Body adopted
by the Dispute Settlement Body on 1 November 1996.

This scheme and itsimplementation schedule were set out in respect of key a cohalic strengths
for main market segmentsin Annex 1, "Elements of Settlement of Dispute on Japanese Liquor Taxation",
attached to your letter of 16 December 1997, which reflects discussions between officials of our two
governments.

Based on our review and those discussions, we have clarified certain details of the scheme
including the fact that taxes to be levied on liquors between certain ranges of alcoholic strengths will
be based on flat rates per litre of liquor rather than per degree of alcohol.

In addition, we have examined the proposed reduction and elimination of applied tariff rates
on rye whisky (HS 2208.30-021 and 2208.30-029) and vodka (HS 2208.60-020) between April 1998
and April 2002, which Japan has offered as compensation for the longer implementation period for
the new tax scheme.

The Government of Canada hereby confirms that, on the basis of Annex 1, this exchange of
letters, together with the amendments to the Liquor Tax Law promulgated in March 1997, resolves
the dispute on liquor taxes between Canada and Japan.

If the proposals are not implemented fully, Canada reserves its rights to resort to dispute
settlement under the WTO agreements.

Other measures to be applied are as follows:

Through thetariff reductionsand eliminationsto beprovided by Japan asaresult of negotiations
on compensation regarding the liquor tax issue, the Government of Japan will providetariff reductions
and iminations on rye whisky and vodka as shown in Annex 1, and will aso provide to Canada tariff
reductions and eliminations at least comparable to those which Japan will grant to the United States
and the EC as specified in Annex 2, title "The Tariff Rates', attached to your letter of
16 December 1997.

At the request of either party, consultations on the implementation or effects of any aspect
of the revised Japanese tax scheme will be held expeditiously with a view to reaching a satisfactory
solution. It isunderstood in this context that any discriminatory effects on Canadian liquors resulting
from the revised Japanese tax scheme will be corrected through appropriate adjustments to the tax
structure within areasonable time period to remove such discriminatory effects. Canada aso reserves
its rights to address such issues, if necessary, in the context of WTO dispute settlement.

The current Japanese definitions of products will not be amended in such away as to have
adverse effects on Canadian exports. These definitions are those referred to in the WTO panel report
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aswel| asthosegiveninthe course of Canada s eval uation of therevised scheme (notably thosereferring
to "mixed drinks") and will be the ones valid for the amended liquor tax law that Japan started to
implement on 1 October 1997.

Furthermore, it is confirmed that acceptance by the Government of Canada of the Japanese
proposals to settle the dispute cannot be interpreted as in any way prejudging the position of the
Government of Canadainthe WTO with regardto the definition of "deminimis® differentials, including
the appropriate base on which such differentials should be calculated, or the "reasonable period of
time" for implementation.

Finally, based on a statement made by Japanese representatives during bilatera discussions,
the Government of Canada understands that the Shochu B subsidy programme will be maintained only
withintheframework of Japan' sobligationsunder theWTO Agreement on Subsidiesand Countervailing
Measures and is not designed in such a way as to have adverse effects on Canadian exports.





