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structure of the Japanese Tax System

OVERVIEW OF THE JAPANESE TAX SYSTEM

11-100 Overview of the Japanese tax system

The modern Japanese tax system dates from 1950 when the Japanese Diet enacted a series of tax
reform ideas advan ced by Dr Carl Shoup. The Shoup plan was noteworthy for its comprehensiveness.
It replaced a system based on indirect taxes with one which is now centred around direct corporate
and individual income taxes, supplemented by indirect taxes on consumption, customs, property and
environmental levies.

Diagram 1: Major taxes in the Japanese tax system
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Structure of the Japanese Tax System,r structure of the Japanese Tax System 5

Table 1: Japanese direct and indirect taxes (all yen amounts in ¥ billion)

Consumption Tax

Liquor Tax
Tobaceo Tax and Special FY 2015 FY 2016
Tobacco Tax
? Budget Budgert
Gasoline Tax amount % totul amount o ati
Nati =65 Biogi Tan B Direct tax 32,016 5523% 35024 57.23%
National Liquefied Petroleum Gas Tax B L Income Tax 16,786 28.87% 18,352 29.99%
Mol e T
dor ‘:r V‘;h‘“;“ Tonnage Tax R - Withholding Tax 13,701 23.56% 15,059  24.61%
viation Fuel Tax
tel Tax - Self-assessed Tax 2,741 4.71% 2,916 4.76%
Petroleum Tax
— 1 3 0, [}
Promotion TR — Special Restoration Tax 344 0.5%% 377 0.62%
De‘-’EI(}pmenL Tax i AF Corporation Tax 10,990 18.90% 12,233 19.99%
- - Customs Duty e Inheritance Tax 1,761 3.03% 1,921 3.14%
Consumption . .
inmeis i 7705 AR, Local Corporate Special 2,102 3.62% 1.881 3.07%
. Tax
Local Cﬂﬂsum.plit)n Tax bR AT Local Corporation Tax 477 0.82% 637 1.04%
Prefecture Tobacco Tax i Ey Indirect tax 26030 4477% 26173 42.77%
Golf Course Utilisation Tax G Consumption Tax 17,112 20.43% 17.185  28.08%
N Municipal Tobaceo Tax it Liquor Tax 1,308 2.25% 1359 2.22%
S-athmg Tax T Gasoline Tax 2,466 4.24% 2386  3.90%
unter’s islrati w
er's Registration Tax \ Tt Tobacco Tax 906 1.56% 923 151%
Automobile Acquisition Tax 5 e -
Huntine T A A7 AT Liquefied Petroleum Gas 10 0.02% 9 0.01%
1unting Tax Tax
Light Qil Delj {
= Ivery Tax I fi 4 BRI L Aviation Fuel Tax 51 0.09% 52 0.08%
Mineral Products Tax
Al QA i Petroleum Tax 628 1.08% 688 1.12%
s the followi y ; I .
in Tapan is ab({‘) ut;\;;l;/g tabﬁ_es hll’{dIC[c;ilE, th;' percentage of national revenue representad by direct taxes JE] ) B2 Motor Vehicle Tonnage 374 0.64% 385 0.63%
: o, Which is about the same as in the UK b i ~ Tax
where over 90% of federal tax re : ut considerably Jess than in the US
ve : :
nues are derived from direct taxes. il Custom duty 1117 1.92% 1106 1.81%
& AT Tonnage Tax 10 0.02% 10 0.02%
AL Stamp duty revenue 1,027 1.77% 1,052 1.72%
77 478 7 3 o Local Gasoline Tax 264 0.45% 255 0.42%
| FillH AR (Y Liquefied Petroleum Gas 10 0.02% 9 0.01%
) () Tax (SA)
SR (5 Aviation Fuel Tax (SA) 15 0.03% 15 0.02%
) (%)
HENHE R (5 Motor Vehicle Tonnage 257 0.44% 264 0.43%
) (FF) Tax (SA)
FER & A R O Special Tonnage Tax (SA) 12 0.02% 12 0.03%
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FY 2015 FY2016 Japan Us UK
i’::ﬁ: % of total Budget % of total Fiscal Year Direct Indirect Direct Indirect Direct Indirect
— —_— : mount 2013 60.8 392 93.3 6.7 54.1 459
el BT IEF (FF)  Promotion of Power- 323 0.56% 45 454 ‘
resources Development -52% 2014 56.8 43.2 N/A N/A N/A N/A
TS 2015 568 432 N/A N/A N/A N/A
Fold SR BIAL () Special tobacco surtax 140 0.24% 143 0.24% 2016 57.2 42.8 N/A N/A N/A N/A
Gh8 , X N ) e >
e Total 58,146 100.00% 61,197 - Germany France Iah
T r Direct Indirect Direct Indirect Direct Indirect
Fiscal Yea
SA: Special account revenue not included in the g : 49.6 50.4 40.6 59.4 55.6 44.4
general revenue, 1991
(Derived from MOF figures) 1992 49.8 50.2 39.7 60.3 58.5 41.5
eI e . - 52 2 ; 9.4 40.
Table 2: Comparison of composition of national revenue among G6 countries (direct tax iy e ’ o e ’ °
indirect tax) ’ 1994 45.8 542 39.3 60.7 54.2 458
Jap 1995 47.9 52.1 39.6 60.4 54.8 452
ar us
: UK 46.0 54.0 39.2 60.8 55.4 44.6
Fiscal Year Direct Indircct ; : g ' ’ ’
D X : ;
_— 50 . rect Indirect Direct Indirect 1997 45.8 54.2 39.6 60.4 56.7 433
i - iia 08 92 56.9 43.1 rS0e. 454 54.6 39.6 60.4 524 476
s co 30; 90.3 9.7 55.9 44.1 ‘ 1999 46.9 55.1 41.5 58.5 53.6 46.4
1994 66,6 .. . d =41 45.9 | 2000 474 52.6 433 56.7 52.1 479
- 3.4
1995 .| 33 203 o7 34.0 46.0 2001 439 56.1 447 55.3 54.4 45.6
g o 34. 90.8 9.2 54.9 451 18 2002 42.3 Cai 43.1 56.9 529 47.1
. A
007 o " 92.1 7.9 547 as3 2003 417 583 428 572 51.5 485
- -— w0 926 74 56.8 420 2004 412 58.8 412 58.8 50.6 49.4
2. F
1999 - o - e 574 a2 2005 414 58.6 53.0 47.0 50.7 493
5 613 159 025 fed 573 42.7 2006 434 56.6 41.9 58.1 5222 478
o1 <
- - s 933 67 58.2 41.8 2007 43.7 56.3 42.0 58.0 53.6 46.4
_— s B ot - 384 417 2008 44.9 | 424 57.6 55.1 44.9
002 : 3.7 \,
i o a0 - = 577 4238 2009 416 58.4 40.6 59.4 55.0 45.0
— 5 s oL o4 56.2 43.8 2010 413 58.7 43.0 57.0 53.4 46.6
S0 60-3 39. 91.8 8.2 57.1 429 2011 424 57.6 41.1 58.9 52.5 47.5
5 ; 7
e 610 s 2 fe 59.1 40.9 2012 439 56.1 426 57.4 N/A N/A
. .1
- 53.5 6.5 60.0 40.0 2013 45.0 55.0 439 56.1 N/A N/A
61.4 38.6 94.5 5.5 506 40.4
2008 ' : )
57.7 42.3 94.0 6.0 61.2 388 Source: Japan Ministry of Finance
2009 529 ’ : . . 2 :
i 92.7 1.3 59.7 As the table indicates, Japan underwent a significant shift from reliance on direct taxes to
5010 403 i P g
56.3 43.7 923 7:7 595 4i indirect taxes from 1991 to 2016. For the period for which comparable data is available for most of
2011 57.2 42.8 92.6 54 : the G6 countries — 1991 through 2013 — in Japan, the contribution of indirect taxes to national
2012 537 . i ' 26.3 43.7 revenue rose from 26.7% to 39.2%, an increase of 12.5 percentage points. During the same time, the
= 7 73 56.1 43.9 percentage contribution of indirect taxes increased by 4.6% in Germany, 2.8% in the UK and 3.1% in
_'h Y.
Italy (through 2011}, while decreasing by 2.5% in the US and 3.3% in France.
g oy
11-100
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11-110 Japanese Government finance

Japanese national revenucs have been increasing at an average rate of 2.06% a year from 19
to 2013, while tax revenues have been shrinking at a rate of 0.98% a year. 91

Tuble 3: Ratio of tax revenues to lotal Japanese national account revenyes (¥100m)

General Ol J
el account .‘Eev@ﬂli@ roh taxees and 2 reventte ?’l i
fO €. //O Uf ven 0,

Year revenue stamyps
) 3 taxes and stamps
1991 729,906 598,204 82
1992 714,660 544,453 76
1993 FIE312 541,262 70
1994 763,390 510,300 67
1995 805,572 519,308 63
1996 818,090 520,601 64
1997 801,704 539.415 67
1998 897,827 494319 55
1999 943,763 472,345 50
2000 933,610 507,125 54
e - ot
2003 85;278 o .
2004 83819'“7.5 4?23824 :
2005 890’00’5 i .
,003 490.654 55
2006 844,127 490,691 58
jgg; 845,335 510,182 63
2009 18(;);,01852 i .
2010 110(}55346 . N
2011 1,099, ot .
2012 1’07-71223 oo .
| 2013 I’060r447 el -
VoY, 469,529 44

Source: Japan Ministry of Finance

issmnrgf}cli(; [«?2,‘??32(% gIap ]b;:;\geen glencra] revenues and tax revenues has been financed primarily by
s. In , newly-issued Japan Government Bonds il
o ‘ - Ao ed Ja nt Bonds totalled ¥7.312 rill
pmjl :tg gﬁ?grg; ge;(;iu;:sl_ '11111']650 were primarily construction bonds, used to finance pilbll?g :\323135
jects. ; -4 trillion worth of bonds were included i i
octs. | Hir in the national bud ituti
Sjbif) f[ It;i)tal expe.ndltm es, compared to ¥25.35 trillion and 37.6% in 2009 quglfslj rCGHSUmtmg
antial decrease in bond dependence from 2014 (¥41.25 trillion of bonds ma;king upefge(s);;s ?“
. 0 O

11-110
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| expenditures). For 2016, only ¥6 trillion was earmarked for public works, the balance to be used
E i:,f operating and pension related deficits. No country in the G6 other than Japan derived less
;lc.)l (;080% of its national revenues from taxes during the 2013 fiscal year.
a -
of national revenue derived from taxes among G6 countries

i 4: Comparison of composition
E” I (% for fiscal year 2013)

| % of national expenditures % of national f‘evenuesﬁvn?‘
Comntty funded by taxes taxes
France 80.0 95.6
Germany 91.5 91.5
mfff 74.9 83 4
United Kingdom 74.3 859
United States 499 94 .4

Source Jopan Ministry of Finance

computed as the ratio of tax revenues to national income, has decreased
in 2012. As of 2008, at 24.1%, it was the lowest of the G6 countries,
4% in 2007 to 24.0% in 2008.

e tax burden in Japan,

&, 26.6% in 1991 to 22.7% ‘
<xcept for the United States where the burden had dropped from 26.

Tuble 5A4: Percentage of tax burden to national income

. National and local Taxes and social _‘
Country taxes securily contributions

France (2011) 37.0 62.1
Germany (2011) 29.5 512
Sweden (2011) 47.5 582
United Kingdom (2011) 36.7 47.4
United States (2011) 23.3 30.8

Japan (1995) 24.0 36.7

Japan (2000) 23.7 373

Japan (2005) 233 37.6

Japan (2008) 24.1 403

Japan (2010) 223 38.8

Japan (2011) 229 40.1

Japan (2012) 2270 39.9

Japan (2013) 22,7 40.0

Japan (2014) 24.1 41.6

Japan (2015) 25.6 43.4

f1-110
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Non-profit organisations (VPO Hojin — NPO 15 A) ceruemseiersimnsnesssesesssense 92-341
Mutual benefit non-profit corporations (Chukan Hojin — HR1IEN) c... 2-342
General incorporated associations/foundations (Ippan Shadan/Zaidan
Heptn — R E B IR K S cmsmmsmnmmmmsimnssnsmmsmessmmmsssasesasees €2-343
Cooperatives (Kyodo Kumiai — FhIFIRR T Jevervmeerssnsrassnsensssssnsssssnsssssnsssssanss 92-350
Non-juridical erganisations (Jinkaku No Nai Shadan —
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Unincorporated associations (Kumiai — FH 7 )urerrssesssmssssssssssssasssssensassssssssonses 92-400
Tax shelters (Tukkusu Shieruta — 2w 7 242 2 )0 ) wivseceseisisnssssscssnss 92-420
Limited liability companies (Beikoku No Rimiteddo Raiabiritei
Kanpani— KED Y 379 F-ZAT7 YT 4 —H Y /= 92-430
Trusts (SHINIak — 17 75) cuecesessenssssecssssssnssssessssssssssssesssssasssssssssssssasanssnsssssssssassassssenss 92-500
General FUIES...cocceereeriersnnrrnsneesusssasessanssonesssossssssssssssssssnsssasssassssnnsesasassansssanssnes 92-510

Joint operation trusts (Godo Unyo Shintaku — &5 FIEHFRD) cererereersrennnns 12-520
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— PERSONS TAXABLE UNDER THE JAPANESE

Investment trusts (Toshi Shintaku — P& 1S ) vnreveeesnenn.

Parties to investment................. TR G s crnreessens :T‘Z :iﬂ TAX SYSTEM
TooesoBnvadonibamie. Svsscananunssaan =340
P Yp . lrtlivestm]tlant EEUSES o cvaisvissniiniiiviionasnnns o sy R 92-550 1!2_100 Persons taxable under the Japanese tax system
securitisation i :
o vehieles ..... LS i cesrssssonsasas PR 92-600 The Japanese (ax system contains separate laws for individuals (the fncome Tax Law) and ”
Pecnailigrpolsei\ QUmpanles (SPC or TMK — Tokutei Mokuteli Kaisha corporations (the Corporation Tax Law). Before 2015, individuals were subject to graduated tax rates |
— "TIE H E'J Z"ﬂ:) ------------------- 4rsnresssscasanasne . o Income Tax Law with a el TS of 40%. The i rate increaSEd e Abronder ‘
ot e S5 Uy g S R R o wessasa 92-610 under th il s B THE it el n
pecial Purpose Trusts (Tokutei Mokuteki Shi e e 2013 tax legislation effective 1 January Law to Partially Revise the Income Tax Law, efc, Law .
it ( eki Shintaku — $5 7€ B 145 5T) cornen. 12-620 No 5 of 2013, 30 March 2013, Art | — FifRHLiE% @ —#i & 24 E ¥ % ). From 1 January 2013 |
......... B st st ssnssssssnnnsssssnssassaseass 2= TO() {hrough 31 December 2037, & surtax known as the Special Reconstruction Income Tax, computed as

| 2.1% of the standard Income Tax amount, applies to domestic and foreign individuals and companies ‘
subject to Japanese Income Tax, either by assessment or through withholding. Corporations
are generally subject to a Corporation Tax rate of 23.4% (23.2% for tax years beginning after 31 ‘
March 2018) with reduced rates for the first ¥8m of corporation income for medium- and small- i
sized corporations.and other reduced rates for other specified organisations. A 10% surtax of the \
corporation tax, Kiown as the Special Reconstruction Corporation Tax, is added to the corporation ‘
tax for tax yeirs beginning from 1 April 2012 through 31 March 2014 Individuals and corporations
may also be taxed differently depending on whether they are considered to be residents of Japan for ‘
tax purioses. Additionally, various types of Japanese corporate entities are subject to different tax
regines under the Corporation Tux Law. ‘

This chapter provides a description of the classifications of persons subject to Japanese tax
under the Income Tax Law, Corporation Tax Law, Inheritance Tax Law, Gift Tax Law and Local Tax |

Law, In recent years, substantial changes have occurred in the make-up of Japanese business and
L) investment entities. This chapter includes descriptions of the tax rules applicable to entities resulting ‘
) from the enactment of the Special Purpose Companies Law in 1998 and changes to the Investment !
Trust Law in 2000. Specific attention is also given to the tax treatment of business entities under the |

Company Law (Kaisha Ho) enacted on 29 June 2005, which came into effect on 1 May 2006, and
related regulations issued on 7 February 2006 that also became effective on | May 2006. ‘
|

Law: Company Law; Corporation Tax Law; Gift Tax Law; Income Tax Law; Inheritance Tax Law;
Investment Trust Law, Local Tax Law; Special Purpose Companies Law |

INDIVIDUAL TAXPAYERS (KOJIN — {HA)

€2-200 Individual taxpayers (Kojin — {i.\)
The Income Tax Law classifies individuals into three classes of taxpayers:
(1) permanent residents of Japan
(2) non-permanent residents of Japan, and
(3) non-residents (ITL Art 2(1)(iii), Art 2(1)(iv), Art 2(1)(v)).

(In the Japanese tax rules, permanent residents are usually referred to as “residents other than
non-permanent residents”.)

©20 i imi
16 CCH Asia Pte Limited Japan Master Tax Guide ﬂ2-200
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Diagram 1: Classes of individual taxpayers
Status of residence Aetivities authorised lo engage in Period of residence
|nvest0rr‘b115iness Investment, international trade or other Three years or one
; businesses year
| Non-permanent Residents manager -
| | (Hicijusha) Legal/aC-COUﬂﬁnS Legal or acc_{)unting services performed by Three years or one
Residents services legally qualified persons year
| Worusha) | Medical services Medical or dental services performed by Three years or one
| legally qualified persons ear
| Permanent Residents (Other Sl B Y
| than Non-permanent Residents Researcher Research with an organisation in Japan Three years or one
| — | (Hieijusha fgai no Kyajushe) year
Individuals | - . . ;
(Kajin) y { [nstructor Language instruction and other educational Three years or one
N . activities at pre-college schools and vocational | year
Non-residents schools
i Ay g . - "—_—__—_—_—— - - . . .
(Hikyojusha) Engineer Technical services for an organisation in Japan | Three years or one
year
R O
Specialistin Services requiring knowledge of Three years or one
Law: Art 2(1)(ii), Art 2(1)(iv) and Art 2(1 humanities! jurisprudence, economics, sociology or other | year
: )iv) (1)(v) of the Income Tax Lew intese.ficnal services | human science fields or involving knowledge
f2-201 Classification of individuals i — of foreign cultures performed for an
in Ja Py Lo e S
Shikaku — 15 B & 4%) pan under the immigration law (Zairyu ;. organisation in Japan
; . - Services by persons transferred to business Three years or one
Table I: Class iR - ) Intra-company : VO Ll : M
ification of individuals in Japan transferee offices in Japan for a limited period of time year
Status of residence Activiti ; > Entertainer Theatrical performances, musical One year, six months
vili ! ] e i : :
: es authorised o engage in Period of residence L performances, sports or any other show or three months
Diplomat Activities by members of diplomatic missions During period o¢ N business activities
or consular office i i ’ S y i 5 e :
i B ek iy diplomatic riission Skilled labour Services requiring specialised industrial Three years or one
Official Activities by persons engaged in the official During the period of teeloildis O SIS et ot yeRE
business of foreign governments or official bulsiness organisation in Japan
international organisations tiviti ) s : o .
their family meiz helf_:tlom and activities by Cultural activities Non-compensated academic or artistic One year or six
| e - . N
P O activities, including studies of Japanese culture | months
rofessor %t“’iﬁes for research, direction of research or | Three years or one ' AR
education at college i i .. 2 ; . .
i ges or equivalent educational | year ‘ Temporary visitor Sightseeing, business, etc, during a short 90 days, 30 days or
Arti * period of stay in Japan 15 days
st Income producin iviti -
e P ing activitics for the aris other | Three years or one College student Education at colleges or equivalent Two years or one year
v entertainers . NN
— — year educational institutions and advanced
Religious activities Religious activities conducted by persons sent | Three years or one YatAGn] Sehaly
to Japan by forei igi anisations . . ] .
_ Lo gn religious organisations year Pre-college student Education at high schools or vocational One year or six
Journalist Journalistic activities by persons under Three years or one il s
contract with a foreign | isti ’ ; - ; q
organisstion gn journalistic year Trainee Acquisition of technology, skills or knowledge | One year or six
J at an organisation in Japan months
2-201
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64 Taxable Persong

Period Of@
-
Activities by the spouse or unmarried minor Three years, two

child of persons with residence status in lapan | years, one year, six ‘

months or three
months

T Status of residence
Dependant

Activities authorised to engage in

Designated activities Activities specifically designated by the

Three years, one Year
Minister of Justice

or six months

o =
Permanent resident A person permitted permanent residence by

No time limit
the Minister of Justice

Speuse or child of

The spouse or child of a Japanese national
Japanese national

Three years or one
year

.
Spouse or child of The spouse or child of a permanent resident of | Three years or one

Lpennanenl resident Japan year '

Seource: Japan Immigration Bureau, Ministry of Justice, Immigration Conirol and Refugee
Recognition Act (Cabinet Order No 319 of 1951) as amended by Law No 43 of 2006

92-210 Scope of taxation of individuals

The following table summarises the basic rules of the tax base of individuals under the Japanese
Income Tax Law.

Table 2: Tax base of individuals

Non-J
on-Japanese
Non-Japanese source P |

; ; ; Japanese source ; i seurce incone

Residency classification : income paid in or ; .
income . paid outside of
remitted to Japan
Javai

Non-resident Taxed Not taxed
Non-permanent resident Taxed ‘ Not taxed
Permanent resident Taxed

= The scope of taxation of individuals is discussed in detail in Chapter 9 (Non-residents and
Foreign Corporations) and Chapter 3 (Income Taxation).

12-220  Resident of Japan (Kyojusha — JE{£%)

A resident of Japan is an individual with a domicile (jusho) located in Japan or who has
maintained a residence (fyasho) in Japan continuously for one year or more up to the current date
(ITL Art 2(1)(iii)), “Japan” is defined as any place within the jurisdiction of the ncome Tar Law
(ITL Art 2(1)(i)). A permanent resident is a resident of Japan other than a non-

permanent resident
(see 92-230).

12210
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mﬂble PersOns
i Japan
ios gutside of . . - _
o - pent outside of Japan by a person with a residence in Japan may be considered as time
Time §

ol a residence was continuously maintained in Japan it it appears that the abgence from
. tended to be temporary. Indications that a trip is intended to be temporary include the
; ;‘nf;nily members in Japan, keeping a home or hotel room in Japan, or leaving personal
(ITL Basic Circular 2-2).

during W
Japan WA

resence 0
effects in Japan

icile (jusho)
- (j' ile is defined by the Japanese Civil Code as the basg of one’s liVi_ng .(Sef](af.?'l-f no

. dofﬂl_l; Code Art 21). An individual’s domicile is to be determined by the ob_]e.ctwe facts and‘
}mnkyf))_ (C'N‘ld (l)is deen-led to maintain two domiciles simultaneously (ITL Basic Circular 2-.1 Yo XE
P 1_nq1\r‘1 ” ot be determined, the person’s residence is treated as the domicile. A dual national
H dommﬂedcalither country Wi],I be presumed not to have the intention to reside permanently
Df;ap;? iaffnthem[:l;erson expresses the intention not to reside permanently in Japan to the tax office
in Jap

(ITL-EO Art 16(1)(i1))- o |
The following persons are usually presumed to have a domicile in Japan: | |
s a person wlhose occupation is such that he or s.hPT is normally required to live continuously in
Japan ror'more than one year (ITL-EO Art 14(1)(i))
e 4 poson of Japanese nationality (ITL-EO Art 14(1)(ii))

erson who has been granted permanent residency in Japan under japanes.e imm_igrz%tion law

\ :npd regarding whom there are other relevant facts, such as the person’s family being in Ja?ap,

prope:y of the person in Japan, the nature of the individual’s employment or actual residence in
Japan for more than one year (ITL-EO Art 14(1)(i1)).

Example 1: Resident or non-resident

Ms A, a Japanese national, is employed by a company in Japan. Ms Ahas .beelﬁ as;lgnid
to work at the company’s branch in Thailand for three years apd is going to brmgl ber amtl.ﬁ
with her. Because she will have neither a residence nor don_uctle in Japan, she will be treate
as a non-resident of Japan during the three years she is outside of Japan.

Example 2: Resident or non-resident

Mr B, an Australian college student, comes to Japan for the two-month summer break to teach
English at a language school. At the end of the summer, the owner of the s_choo] oﬁ“ers. Mr B a;
two-year contract and Mr B decides to stay in Japan. Mr B is not COI:IS]dSI'ed a resident o
Japan during the summer. However, Mr B becomes a Japanese resident {rom the time he enters
into the two-year long-term contract.

112-220
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Example 3: Resident or non-resident

Ms C. a Japanese national, is sent from Japan to work in the US branch of her company for
three months, However, at the end of the first month, it is decided that local conditions in the
US require her presence at the US branch for two more years. Ms C is a resident of Japan for
the initial one month, but becomes a non-resident of Japan at the end of that month when the
two-year long-term stay begins.

Under the Bilateral Status of Forces Agreement between ] apan and the United States, mEITl-ber-;--
of the US military and their families are not considered to have acquired domiciles or re
Japan (Japar - US Bilateral Status of Forces 4 greement, 23 June 1960, Art 9(2)).

sidences i

Law: Art 21 of the Civil Code; Art 2(1)(i) and Art 2(1)(iii) of the facome Tux Law; Art 14(1)(i), Ay
L4{1)(i1) and Art 16(1)(ii) of the Income Tax Law Enforcement Order

92-230 Non-permanent resident of Japan (Hiejjusha — JEkE#)

A non-permanent resident of Japan is an individual who does not have Japanese nationality
or citizenship and who has not been a resident of Japan or maintained a domicile in Japan for more
than five years during the most recent ten-year period (ITL Art 2(1)(iv)). Before 1 April 2006, a nop-
permanent resident of Japan was defined as a resident of Japan who did not intend to permanently reside
in Japan and who has not continuously resided in or maintained a domicile in Japan for more than five
years up to the present time (ITL Art 2(1)(iv), before revision in 2006).

Beginning 2006, a person claiming status as a non-permanent resident must mclude the
lollowing information on the tax return (ITL Art 122(3), 123(3), 125(4), 127(4)):

® name, nationality, and residence or domicile

® dates during the last ten years when a residence or domicile was maintained in Japan and when

a residence or domicile was not maintained in Japan

¢ period during the year when the person was a resident or non-resident of Japan
income arising during the year while the person was a non-permanent resident ot Japan, that is;

(a) Japanese source income, or

(b) non-Japanese source income paid in or remitted to Japan. '
A person who was treated as a non-permanent resident of Japan before 2006, but who is
classified as a permanent resident under the new definition enacted in 2006 (as in the case of a
Japanese national who has not maintained a residence or domicile in Tapan for five years up to the

present time but has done so during the most recent ten-year period), will be subject to Japanese

tax as a non-permanent resident on income arising on or before 31 March 2006 and as a permanent
resident on income arising after that date,

Japanese nationals

Japanese nationals employed in Japanese national or local civil service positions are deemed
to have been domiciled in Japan for periods when they are outside of Japan (ITL Art 3(1)). This rule
does not apply to civil service personnel who are:

(1) not Japanese nationals, or

12-230
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ple Persons

nationals, but who maintain a residence outside of Japan and are considered
(2 _]apﬂ“;f:m residents of the other country (ITL Art 3(1); ITL-EO Art 13).
penm

Example 4: Non-permanent resident

Chinese national employed by a company in Hong Kong, is z?ssigncd to work.at .the
prD, 2 ; <1}13ra;1ch in Japan for three years. Mr D becomes a resident of Japan at ?116 b]egn;]r;mg
g " 5 rmanent resident of Japan during the threc-

eriod but does not become a pe
of the three-year p

year assignment.

-

Diagram 2: Individual taxpayer classification rules

Individual (kojim)

|

™ Domicile {fushe) in Japan or has

No
maintained a residence (kyosho) in Japan
continuously for at least one year?

Yes ;

Lo

MNon-resident
(Hikvajushe)

Yes

Permanent ‘
resident ( Eifusha) |

lm = S

5 ipanese citizen or national and N ‘
e o Permanent
resident ( Eijusha)

[ntent to be a permanent resident of
Japan?

has maintained a domicile or residence
within Japan for not more than five years
during the most recent 10 vear period?

e

Yes

r Non-permanent resident (Hiefjusha)

Confirmation of the type of resident status

Residents with a period in which they were non—permanent residents du.rirllg .the tfl;ﬂyear must
altach the following form, Confirmation of the Type of Resident Status, Ete, to their return.

12-230
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Corporation Ta corporation Tax e

' INTRODUCTION
Incentives to strengthen local presence (Chiho K- =

HTHURHIL) e 0 00161 Kyoha 4
s SS st WU

The 100% corporate group taxation syste .
m (/00% G - s B
100% 7 v —7"H @ﬁﬁfﬁﬂ)............y (100% Gurupu Uchi No Zeisei

The consolidated tax system (Renkersu Nozei Seido — @fﬁﬁ%ﬁﬁfﬁﬂ}% b
Corporate reorganisations (Soshikisaihensei — %H%ﬁﬁﬁﬂi) o

4100 Introduction

L

E The Japanese corporation tax is a direct tax on the income of entities classified as corporations

the Corporation Tax Law (CTL) (see 92-310). The following table summarises the Japanese
scheme applicable to corporations.

T

Table 1. Taxation of Japanese domestic corporations

Corporaflon S P T TR i \
[( roveenereenaniesentenenes R
Ta)fd;)n liglgdation income (Seisan Shotoku Nutaisuru Hojingei— - J4-80g Annual income Income during liquidation | Liquidation income
HEBC T 3 1EABD) (repealed................ s . i All income are taxed at Effective for corporate dissolutions oceurring on or
Local taxes (Chihozei — Hii 7 T - %=0l{) ‘ A 3H | regular rates (CTL Art 5, Art | after 1 October 2010, the tax on liquidation income
Local inhabi S mm— ISR e e crrenesans e AR N 66). A surtax known as the is repealed. A corporation or co-operative is taxable ‘
al inhabitants tax (Hojin Minzei — 7E E%EE.) ............ cosesesncns - 94-9 I Special Reconstruction during the period of liquidation under the regular
};ocal enterprise tax (Hojin Jigyozei — ‘?Z—J\%#éﬁﬁ) .............. cevnsenenns . 4 : EF fﬁ; r::;;a;rﬁjjpuo?at?{,:,(]% ST R
actor-based i " S s Prior to 1 October 2010, | Prior to | October 2010,
e el ent.erprlse tag)fo}' Ia‘rge corporations (Gaikei tax, applies for tax years inr;ofm duri:g!frui it t;;z;; speEiZI farles ’
Youjun Kazel — 5’%%&?—@ ?xjﬁ_ﬂﬂ) ......... SRR beginning during the period ‘q
Local C ] S — v 914-930 from 1 Anril 2012 th 11 was not taxed {former (former CTL Art 5, Art
Corporation Special Surtax (Chiko Hojin Tokub o rom I April 2012 through 311 cpp, Are ) 99(1))
H 7 v AR B RS ) estu Zei March 2014 (Restoration
(Chito Ho ?DT k) and Local Cor poration Special Transfer Tax N Funding Act, Law No 117, 2
Locat o yin Tokubestu Joyo Zei — M7 iE NG TR T L) corrsnrrrrs e JAOY ' Dec 2011, Art 48)
ocal Corporati ; 5 R - . ( y . =
poration Tax (Chiho Hojin Zei Hu AT e, - -041 blic interest Taxed at reduced rates on income from profit-making businesses (CTL Art 4(1), Art
......... 94-941 O Pu p
\ corporation (koeki 7, Art 66(3))
hojin — A i{EA)
Public corporation Not taxed (CTL Art 4(2))
(kokyo hojin — 223k
A
Co-operative (kyodo Taxed at reduced rates (CTL Art 5, At 66(3))
Kumiai — FLFIFH )
Non-juridical Taxed at regular rates on income from profit-making businesses (CTL Art 4(1), Art 7,
organisation (jinkaku Art 66(1), Art 66(2))
o nai shadan — N
D 2 U L)
NPO Taxed at reduced rates on income from profit-making Not taxed
businesses (CTL Art 7, Art 9(3))
Mutual benefit Taxed at regular rates on Not taxed (CTL Art 6) Taxed at regular rates
non-profit income from profit-making (CTL Art 5, Art 99(1))
corporations businesses (CTL Art 5, Art 66;
Tax Reduction Lew Art 16(1))
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21 8 Corpo,-ation .

Table 2: Japanese corporation taxation of foreign corporations (see 9§97 00)

Ordinary corporation (fisu hajin — ik A ) Taxed at regular rates on specified income from )
sources within Japan (CTL Art 4(3), Art 9(1), Art 14

Art 143(1))

Public interest corporation (koeki hojin — KHIEN) | Taxed at reduced rates on Japanese souree inggpy,
from profit-making businesses (CTL An 4(3), Anp

9(2), Art 143)

Non-juridical organisation (jinkaku no naj shadan

— ARED 2 )

Taxed at regular rates on Japanese source iNcome
from profit-making businesses (CTLArt 4(3), Ay
9(2), Art 143)

Law: Art 4(1), Art 4(2), Art 4(3), Art 3, former Art 5, Art 6, former Art 6, Art 7, Art 9, Art 9

(1), Ax
9(2), Art 9(3), Art 10, Art 606, Art 66(1), Art 66(2). Art 66(3), Art 99(1), former Art 99(1)

 An
99(2), Art 141, Art 143, Art 143(1) and Art 143(3) of the Corporation Tox Lenw; Art 16(1) o
the Tix Reduction Law; Art 48 of the Restoration Funding Act
§4-101  Medium- and small-sized companies (Chushokigyo — i A 3y
Medium- and small-sized enterprises are eligible for numerous benefits under the Corporatiay
Tax Law, including: ¢
® Reduced tax rates (CTL Art 66(2)) (14-610) )

e Carry back and carry-over of losses (STML Art 66- 13) (4-460)
® Reserve for bad debis (STML Art 57-1 0) (4-471).

A medium- or small-sized company is generally a company with capital stock (inonkin) o
invested capital (shushikin) of not more than ¥100m. However, for purposes of reduced tax rates, g
company may not be treated as a medium- or small-sized company it it is owned \100% by a large-
sized company with capital stock or invested capital o ¥500m or more (CTL Ax: 65(6)(i1)). Under (he
2011 legislation, a company may not be treated as a medium.- or small-sized coy: pany for purposes of
the reduced tax rates applicable to medium- or small-sized companies ang “; purposes ol exemption
from the tax on excess tetained earnings of family corporations (see Y4-611) if it is owned 100% by
more than one large-sized company within a 100%, corporate group (see 14-650) (CTL Art 66(6)(iit);
Law to Revise the Income Tax, ete, 22 June 2011 , ATt 2),

Law: Art 66(2), Art 66(6)(ii) and Art 66(6)(iii) of the Corporation Tay Law; At 2 of the Law f
Revise the Income Tax, efe; Art 57-10 and Art 66-13 of the Special Taxation Measures Law

4-110  Place of payment of taxes (Nozeichi — FA7iHh)

The place of payment of taxes for 2 domestic Japanese corporation is usually the place where
its head office or principal office is located (CTL Art 16). The tax office with jurisdiction over the
place of tax payment is where the corporation will not only pay tax, but also file various notifications
and requests for approval regarding tax matters, The corporation must notity the tax office with
Jurisdiction within two months of incorporating and before moving from the jurisdiction (CTL Art
20, Art 148, Art 150). The National Tax Agency (NTA) may specify a different tax payment place if
circumstances dictate, For example, if a corporation’s headquarters s nominally in one jurisdiction,

© 2016 CCH Asia Pte Limited
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[y 3 cliv e I e Lhe l) al h as the t

f 1 vi i i ‘h h N Amﬂytf atlh nch a th actua.
i i 1 lty 1Isimma dlS ant branL 3

e of 118 USINESS a

' gCeTlt[

: id (CTL Art 18).
Y here taxes are pal .
e 18, Art 20, Art 148 and Art 150 of the Corporation Tax Law
6, Art 18, s

; e Art 1 o
Law: - N
1 Final tax return (Kakutei Shinkoku — fif € F R
:14'120 f a corporation’s tax obligation is repo‘r‘ccd ona f‘ll:la'l ta,x ;ae;[(un; fled with the tax

E arno_uzllF lz'on within two months after the end of the corpomtmntstl x fhe e
office with jurts 1,;; case of a loss for the year (CTL Art 7'1_1). In the ;vzn -()Lntan[ b il
o tax due. 23 md te because of a disaster or audit by a Certlﬁs:d Publ}c 1(]:(.- e sias Ayt
!ead? g at'on may file a request for an extension of time to hl? the re e v ibabegs b
eason, (¢ Cortpor;elar in the case of a disaster, etc, or by the last day of the tax ye
: he tax
(heend of t 75.2)
. i ax 1 arious schedules
- following information is reported on the corporation tax 314e)turr1 on variou

owin : ' iy
b;_rr];; f?om 1(1) through 16-4 (CTL Art 74, Art 151; CTL-E

num

A
[

e COIpOr7G(N Liame
placc of payment of tax

. = ~esentative’s name

tax year
amount of income or loss

-

amount of Corporation Tax

amount of Income Tax refund

interim tax payment deduction amount

interim tax payment refund amount

other reference matters.

- 1 2); CTL-ER Art 35):
The following items must be attached to the final tax return (CTL Art 74(2);

* balance sheet
» profit and loss statement

ispos loss
s schedule of disposal of profit or »
detailed schedules supporting the balance sheet and profit and loss statem

L]
i 8 in capital surplus.
* detailed schedule of changes in capi | _ | s
Art 74, Art 74(2); Art 75, Art 75-2 and Art 151 of the Corporation Tax Law; Art 34 an
1At /4, i s Ll
F ofl the Corporation Tax Law Enforcement Regulations

: oy &=
4-130 TInterim tax return (Chukan Shinkoku — T [H ) N
Interim tax returns are used to pay Corporation Tax during thhe tax i/ﬁart.‘ o :Sa;;() e A
edin ithi nths f d of the sixth month o
interi g ithin two months from the en b : e
f;#‘; ﬂ?lim'erim‘taxt;it;i/rz;ﬁl?s usually based on the tax for the prior year pro-rated by mon
5 € 1nterim

14-130
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220 Corporation 1,

an estimate of taxes may also be based on an interim closing of the books for the first six mo

the year. If the tax for the prior year on a six month basis was ¥100,000 or less, no interim t.

: : AX retuny,
is required. )

Law: Art 71 of the Corporation Tax Law

74-140  Blue tax return (doiro Shinkoku — 75 {6 H145)

The “blue tax return™ system (named for the colour of the tax form) was initiated followiny .
recommendation by the Shoup Mission in 1950 in order to promote the use of modern accoun
methods by taxpayers. Substantial privileges are accorded to individuals and corporations who e
the accounting requirements and who receive permission to file interim and final blue tax returng,

To receive permission to file a blue tax return, a corporation must:

e record transactions in books and maintain and preserve those books and records (CTL Art 126),
and §

® submit an Application for Approval to File a Blue Tax Return (see Form 4 at 92-700) with the.
head of the tax office before the beginning of the tax year for which the blue tax retum s to
be filed (CTL Art 122). In the case of a newly incorporated company wishing to file a blue ay
return for its first tax year, the due date for the application is the earlier of the last day of the first
tax year or the day after three months from the date of incorporation.

E-Commerce records

Under the legislation effective for transactions on or after 1 April 2005, permission to file
a blue tax return will be revoked if the methods used to retain records of electronic {ransactions '
(e-commerce) do not comply with the requirements of Japan’s electronic bookkeeping law relatine )
to national taxes (Special Rules for Methods of Preservation of Electronic Bookkeeping Recorde '
Connection with National Taxes, Law No 25, 1998, Art 11 — a2 MA A E L TR Ak
T B RIRE SO (AT LS O B 2 ).

Privileges accorded to filers of blue tax returns
‘ ® Ability to carry over losses for seven years (CTL Art 57).

¢ Ability to claim tax refunds by carrying back net losses (CTL Art 80). Tiis provision has been
suspended for tax years ending between 1 April 1992 and 31 March 2017 (STML Art 66-13).
‘ Subsequent legislation extends the suspension to 31 March 2018. Hoviever, medium- and small-

sized companies with capital not exceeding ¥100m are not subject 16 the rule of suspension and
may carry back losses under the regular rule.

Prehibition of the tax office from making corrections to the corporation’s tax return not based
on an investigation of the books and records (CTL Art 130(1)).

The tax office is required to provide a written explanation of any corrections made to the tax
return (CTL Art 130(2)).

¢ The tax office may not make a correction to the tax return based on estimates (CTL Art 131). i
‘ e Allowance of specially recognised depreciation (STML Art 42-5 to Art 52-3). '

® Ability to expense amounts accumulated in various reserve funds (STML Art 55 to Art 57-9, At
58, Art 61-2).

Special deduction for expenditures in prospecting for new mineral deposits (STML Art 59).

14-140
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R pecial tax deductions for corporations in Okinawa (STML Art 60).
.

e S

Special tax credits for corporations promoting the reform of the energy supply structure (STML

i), | |
cial tax credits for corporations acquiring facilities promoting the reduction of environmental

; isnfi;act of energy usage (STML Art 42-5-2(2)).
gpecial tax credits for medium- and small-sized companies that acquire machinery, etc (STML
Art 42-6(2))- | . _ N
» Special tax credits for corporations acquiring machinery for industrial use in specified districts
of Okinawa (STML Art 42-9). |
Special tax credits for specified medium- and small-sized companies in Okinawa that acquire
management innovating equipment (STML Art 42-10(2)).

cial tax deductions for corporations engaged in experimentation and research (STML Art 42-4),
pe

Special tax credits for corporations acquiring equipment for use in special comprehensive
strategic global zones (STML Art 42-11(2)).

Special ta deductions for corporations increasing the number of employees (STML Art 42-12).

o ~cial taxation of revenues for Japanese vessels operating outside of Japan (STML Art 59-2).
[y 11\

Special taxation of designated companies in special comprehensive strategic global zones
(STML Art 60-2).

Special taxation of companies carrying out authorised research and development (STML Art
60-3).

Special taxation of acquisition of agricultural land (STML Art 61-3).

Special taxation of technological research associations (STML Art 66-10).

Special provision excluding receipts of dividends from casualty insurance companies (STML
Art 67-7).

31 of the Corporation Tax Law;
Law: Art 57, Art 80, Art 122, Art 126, Art 130(1), Art 130(2) and Art |
Art 42-4 to Art 42-12, Art 42-4, Art 42-5 to Art 52-3, Art 55 to Art 57-9, Art 58, Art 58-3, Art
59, Art 59-2, Art 60, Art 60-2, Art 60-3, Art 61-2, Art 61-3, Art 66-10, Art 66-13 and Art 67.7'7 of.
the Special Taxation Measures Law; Art 11 of the Special Rules for Methods of Preservation of
Electronic Bookkeeping Records in Connection with National Taxes (Law No 25, 1998)

4-150 Payment and refund of tax (Nofir To Kanpu — ififT £ 32 {)

Tax reported on interim and final tax returns is paid by the due date for filing those returns (CTL

Art 76, Art 77). Late payments of tax catry a penalty (eniaizei) at a rate of 14.6% per annum (7.3%

for the first two months the payment is overdue) (General Law of National Tax Art 60).
Excess tax payments may be either refunded or applied to unpaid national taxes:

e Refund of Income Tax or foreign taxes. If the amount of Japanese incgme Tax or foreign taxes
allowed as deductions from tax exceeds the amount of tax, the balance is refunded (CTL Art 78).

o Refunds of interim tax payments. If the final tax return shows an overpaymem of tax from
interim tax payments, the balance will be refunded to the corporation, including interest on the
overpayment from the date of the interim payment (CTL Art 79).

114-150
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Corporatio-ﬂ_ _noration Tax

i ] ) . R . Capital ¥100m or
® Refund from z'os_s car rjy.bc_rck. Net losses from the current year may be carried back for ong ygger . of tax Number of Capital under ¥100m 95 P pra %
reduce income in that prior year (CTL Art 80). This provision has been suspended for gy Ena € corporations
ending between 1 April 1992 and 31 March 2012 (STML Art 66-13). Subsequent legjq, e 59 488 2%
: : : o 117,800 117,312 %
extends the suspension to 31 March 2018. However, medium- and small-sized CcoMpanigs ’ . 512 2%
capital not exceeding ¥100m are not subject to the rule suspension and may carry back 86,013 85,501 3%
under the regular rule. Prior to | February 2009, the loss carryback of medium- and S 258682 254.129 10% 4,553 15%
companies was limited (o that arising during their first five years of existence. Any reg - o 617 2%
. ; i : - i 90,168 89,551 3%
decrease in the tax from that prior year is refunded according to the following formula: M, 4%
172,337 171,021 % 1416 !
569
Refund = Loss carried back »* Tax of the carry back year 507,523 490,366 19% 17,1537 il
7]
Carryback year income before 2,590,950 2,560,252 100% 30,698 100%
loss carryback

e: Japem National Tax Agency
Art 13, Art 13(1) and Art 15 of the Corporation Tax Law

Example 1: Refund from loss carryback

A medium- or small-sized corporation records a profit in year 1 of ¥5m and pays (ax (at a 22%
rate) of ¥1.1m. Tn year 2, the corparation incurs a loss of ¥2m. 1t is eligible for a refund on the
prior taxes paid of ¥440,000.

(¥F2m/A¥5m) = ¥1.1m = ¥440,000

TAXASLE INCOME (SHOTOKU NO KINGAKU — Fifg @
| EHA)

w200 Taxable income (Shotoku No Kingaku — FIr{3 O 42%7)

i i ble income, computed as the
s of taxation for the Corporate Tax is the amount of taxa 1 ‘ :
. T:? t]}leslgsross revenues (ekikin no galu — i) over the deductible expenses (son{cm.no gaku
'c;ésﬁf})%'ﬁ) for the taxable year (CTL Art 22(1)). Generally accepted accounting principles are
5 ll 10 determine the amounts of income and loss for tax purposes (CTL Art 22(4)).

Law: Art 76, Art 77, Art 78, Art 79 and Art 80 of the Corporation Tax Law; Art 60 of the G,
Law of National Tax; Art 66-13 of the Special Taxation Measures Law

94-160 Tax year (Jigyo Nendo — F3ELE[F)

The tax year of a corporation is the year specified in its articles of incorporation or ;
or regulations (CTL Art 13). If the tax year is not so specified, the corporation may e'ect a
year by notifying the tax office within two months of the date of incorporation. Ong= estab
the tax year may be changed by notifying the tax office (CTL Art 15). A tax year«f less than
months is possible, but not a tax year of more than 12 months (CTL Art 13(1)).-Mott large Japar
corporations have a 12-month tax year ending on 31 March. But, as the follow/ing: able indicates, the:
tax years of smaller corporations tend to be distributed more evenly throuzhovt the year.

- Art 22(1) and Art 22(4) of the Corporation Tax Law

€4.210 Tax adjustments (Zeimu Chosei — BATF#A1E)

| For tax purposes, both revenues and expenses mp.st be determined ba_sed.on generally acc.:eéaﬁg
qecounting principles (CTL Art 22(4)). But various adjustments to accounting Income are requir
'mder to determine taxable income.

Table 3: Tux years of corporations for years ending between 1 April 2012 and 31 March 2014

End ofnrax Number‘ of Capital under ¥100m 9 Capital ¥100m or

year corparations more

April 184,993 184,434 7% 559

May 214,200 213,292 8% 908

June 249,868 248,496 10% 1,372

Tuly 197,922 197,365 8% 557

August 228,176 227,379 9% 797

September 283,268 281,406 11% 1,862

| | | 14-210
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Diagram 1: Tax adjustments

Corporation Tax

I Revenue B
—— Net income ——»
Costs,
expenses.
adjustments

Negative tax
adjustments

Taxable income

Positive tax
adjustments

Tax adjustments occur in connection with closing of the accounts and from preparation of he

tax return, Tax return adjustments may be voluntary or mandatory.

Table 4: Adjustments in closing accounts

Adjustments in closing aceounts

Allowable depreciation expense CTL Art 31 \
Allowable depreciation on deferred assets CTL Art 32 -
Compensation of officers serving concurrently as employees CTL At ‘;“5{2)
Exclusion of excess retirement allowance for officers CTL i;l:t 36
Advanced depreciation on assets with reduced bases | \;F_L Att 42
Reserves for bad debts and returns - CTL Art 32, Art
53
Reserves for losses, etc STML Art 52, ele
Accounting for long-term instalment sales CTL Art 63
Table 5: Voluntary tax return adjustments

Voluntary tax return adjustments Reference
Exclusion of dividends received CTL Art 23(6)
Income Tax credit CTL Art 68(3)

714-210
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Reference

gorporation Tax

Table 6: Mandatory tax return adjusiments

Mandatory tax return adjustinents Reference
mz{isal gains from gross income CTL Art 25
Exclusion of refunds from gross income CTL Art 26
Exclusion of appraisal loss from expense CTL Art 33(1)
Exclusion of excess compensation of officers from expense CTL Art 34
Exclusion of officers’ bonuses from expense CTL Art 35
B o of exc CTL At 36

Exclusion of excess retirement allowance for officers from expense

Exclusion of excess compensation for employees from expense

CTL Art 36-2
CTL Art 36-3

Exclusion of excess retirement allowances for employees from expense
s K

Exclusion of dinations from expense CTL Art 37
'—__———__- N/ B

Exclusion of the amount of Corporation Tax from expense CTL Art 38
K CTL Art 40

Exciusion of the amount of Income Tax credited against Corporation Tax

) e amount of reserves for bad debts included in gross income of'the CTL Art 52(9)

|
| i :
| following period

CTL Art 57
CTLArt 31, etc

Net loss carry-overs

Excess depreciation, excess reserves and allowances, ete, not included in
expense

STML Art 61-4

Exclusion of entertainment expenses from expenses
i

Law: Art 22(4), Art 23(6), Art 25, Art 26, Art 31, Art 32, Art 33(1), Art 34, Art 35, Art 35(2), Art 36,
Art 36-2, Art 36-3, Art 37, Art 38, Art 40, Art 42, Art 52, Art 52(9), Art 53, Art 57, Art 63 and
Art 68(3) of the Corporation Tax Law; Art 52 and Art 61-4 of the Special Taxation Measures
Law

14-220 Credit for overpayment of tax due to disguised accounting (Kaso Keiri
Nimotodzuku Kadai Shinkoku No Bai No Kosei Ni Tomonauhojin Zeigaku No Kojo — i
ST - BT R DIB A O E IR 5 Bk ABIBHOER)

The Corporation Tax Law generally requires a company to record expenses for ﬁnapcial
slatement purposes if they are deducted on the tax return (CTL Art 22(4); see 4-2 I_O). Follow.mg a
series of accounting scandals involving inflated camnings reports by companies seeking to maximise
their share prices or secure bank financing in the mid-1960s, a provision was enacted which
prevented companies that improperly inflated their earnings from obtaining an immediate reﬁ_md
of Corporation Tax when the accounts were adjusted (o their proper levels by the tax authorities.
Instead, the overpaid tax may be taken as credits against Corporation Tax for the year before the year
that the correction is made and against Corporation Tax in the five-year period beginning in the year
of the correction (CTL Art 70(1)).

Law: Art 22(4) and Art 70(1) of the Corporation Tax Law

114-220

Japan Master Tax Guide

HULTERR e Rnennnnnnenennnetitnnennniitieienenitneniniititle,. ===



&b Corporation T,

GROSS REVENUES (EKIKIN NO GAKU — #i4& D)

74-300  Gross revenues (Ekikin No Gaku — %4 D %E)
Gross revenues include income (shueki) from the following types of transactions (CTL Art 2202y,
(1) sales of property
(2) transfers of property with or without compensation
(3) provision of services with or without compensation
(4) receipt of property without payment, and
(5) other transactions, other than capital transactions.

!
Transfers without compensation or for low compensation

When a corporation transfers property to another party withoul compensation or for Im!l
compensation, the transfer is deemed to occur for fair market value; a gain and a contribution are.

recognised (CTL Art 22(2)).

Diagram 2: Journal entries — transfer without consideration

Transferor

Property transferred — cost

Gift expense
Book value of property transferred
Gain on transfer

Transferee

Value of property received

Gift income

Example 2: Transfer without compensation and receipt without payment

A corporation transfers real property to a related corporation without compensation. The
property has a basis to the corporation of ¥5m and a market value of ¥50m. The corporation
has a gain on the transaction of ¥45m (¥50m property transfer income less ¥5m cost) and a
contribution of ¥50m. The related corporation reports income from the receipt of property

without payment in the amount of ¥50m and records the property on its books with a value of
¥50m.

© 2016 CCH Asia Pte Limited

co rpgration Tax 2 227

Transactions increasing capital surplus

Capital transactions resulting in an increase or decrease in the capital,_capital sulrpl_us Or reserve

1 tspand distributions of profit or surplus (CTL Art 22(3)) are npt mcludz:d in income. The
3 uaiing amounts increase capital surplus and do not result in taxable income (CTL Art 2(17)):
follo

amounts in excess of the stated capital amount received on issuc of stock
e gains on treasury stock
fees received by a cooperative for admission of new members

in the case of a merger, separation or subsidiary-type corporate division, or a qualified
.. ; . g -
ontribution-in-kind incorporation, the excess of the assets net of liabilities received over the
C .
increase in the capital account

recognised book value adjustiment gain resulting from a qualified subsequent contribution-in-
kind incorporation

o in the case of an incorporation of a wholly-owned subsidiary, the cxcess of the value of the
subsidiat y stock received over the amount of increase in the capital account

amounts transferred to capital surplus pursuant to a capital reduction (recapitalisation)
ety

amounts transferred to revaluation reserve funds or capital reserves, and

>

value of money or property net of gift or inheritance tax contributed or bequeathed to the
establishment of a medical foundation.

Law: Art 2(17), Art 22(2) and Art 22(5) of the Corporation Tax Law

44-310 Timing of income

Generally, Japanese corporate taxation follows a realisation principle which is based on the
accrual basis of accounting (CTL Art 22).

Sales of inventory

Income from sales of inventory is generally recognised at the time of transfer, Whic]_n.is_typically
the date the goods are shipped or handed over to the buyer (CTL Basic Circular 2—1-1).1_& itis unclear.
'ﬁfhen the goods are transferred, either of the following dates may be used (CTL Basic Circular 2-1-2):

o when most (ie 50% or more) of the sales proceeds are received, or

s the date of application for transter of title.

Sales discounts and rebates

A discount is treated as a reduction in the sales price and is re‘cognised at the time of sale. A
tebate is a payment back to the buyer based on the amount or quantity purchased. If the method qf
determining the rebate is predetermined and commumcateq to the buyer peforehand, the rebate hls
accounted for by the buyer as of the date of the sale. Otherw1se,.thfa rebate is accounted for as of the
time the buyer is informed of the rebate o, if the buyer is not informed, as of the date of payment
(CTL Basic Circular 2-4-1).

14-310
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i i i : tion
Consignment sales letion method only. A long-term large-scale construction contract is one with a consiructio
e

£ more than one year (two years before the change implemented by the 2.0(.)8 legislation)

£ . 1); CTL-EO Art 129(1)) and a contract price of more than_ the minimum an_l(i)unt

s £ ﬂhe’ following table. The percentage of completion method is not applicable if lhef
cate_d . ted to result in a loss (CTL Art 64(2)) or if the contract provides that half or more o

s N is to be paid beyond one year from the date of the delivery of the F:onslructf:d item
mnsgiiul);[)@)) Under fhe 2008 legislation effective for tax years beginning on or aftc?r 1

party is recognisad : 1-';(')08, the percentage of completion method may be_ used v\_fh(?n a ldo:sfs 1sqe;}35§;2c:i 2‘1}; f;gzﬁi

r services, income is recogniseq at (he does not otherwise qualify as a long-term construction project and for so

| ojects (CTL ATt 64(2)).

Table 7: Long-term large-scale construction contract

Income from consignment sales is recognised in the tax vear when the consi
(CTL Basic Circular 2-1-3). However, if statement of consi

be recognised in the tax year the statement is received,

gnee sells the i
gnment sales is prepared, the income

Income from contracts

Income from contracts where something is to be transferred to the other
the time of transfer. If the contract is for performance of work o
time the performance is completed (CTL Basic Circular 2-1-5)

Transfers of fixed assets
Income from transfers of fixed assets is generally recognised in the year of transfer. B

from transfers of land and buildings is recognised as of the effective date of the contract
(CTL Basic Circular 2-1-14),

ut lnc: ' ey ! o et
) = . M ract price
of tra it Date contract entered into nimuin con P

I billi
] _ . on or after | April 2008 ¥1 billion
Law: ;‘;r; ;24011" the Corporation Tax Law; CTL Basic Circulars 2-1-1, 2-1-2, 2-1-3, 2-1-5, 2.1 4 (Before 1 April ™o or between 1 April 2004 and 31 March 2008 ¥5 bllll(‘;\l’l
Benween il 1998 and 31 March 2001 ¥15 billion

Between 1 April 2001 and 31 March 2004 =1 billen

94-320 Instalment sales +

Corporations may report income from sales, services, or construction projects (other than lo ng-
term construction projects subject to CTL Art 64) on instalment basis if: twi Art 64(1) and Art 64(2) of the Corporation Tax Law; Art 129(1) and Art 129(2) of the
(1) the payments are to be received in three or more instalments i

0 Corporation Tax Law Enforcement Order
(2) the last payment is to be received at least two years after the completion of the trans; O
giving rise to the payment, and ansaction.

; - AT, [ ) Al
L) §4-340 Dividends received (Uketorihaito — = I ) d |
: ! . 8 i i fi other Japanese domestic
(3) no more than two-thirds of the payments have been received by the time the transaction s ! Dividends received by a _domestlc Japaq?se Corpomfl-(;?i di::ln other aﬁ_e e S
been completed by the transfer of the item sold, etc (CTL Art 63, CTL-EO Art 126). corporations (other than public interest corporations or non-j p
Income under the instalment method is determined as follows (CTL-EO Art 124): *dividend exclusion:

s 100% group members. Effective for dividends declared during tax yeais begmmrt)g onozr a(t::;
1 April 2010, dividends paid and received between members ofal 100% corpo_ral.e thhf ;31-3
§4-650) are treated similarly to dividends on stock of a consolidated corpolm 10;11, : t}grest
excluded from income of the recipient and no reduction by the amount of allocable in
expense is required, (CTL Art 23(1), (4)(i), Art 81-4(1), (4)).

Other related corporations. Dividends on stock of a corporation othe.r .than a consqhdated
corporation or a 100% group member owned at least 25% by the r(\acnplem .co_rpojrat.lon are
excluded from income after reducing the amount by the amount of the recipient’s interest
expense allocated to the dividends (CTL Art 23(1), (4)(i1)).

3 1 { Q
Consolidated corporations. Dividends on stock of a consolidated corporation that is not a 100%
group member or another related corporation, as described above, are excluded from the mcfomhe
of the recipient to the extent of 50% of the amount of the dividend less the amount of the
§4-330  Construction contracts recipient’s inferest expense allocated to the dividends (CTL Art 81-4).

1]
Income currently recognised = Net sales price % instalment ratio

The net sales price is the sales price less cost of goods sold and sales comuinissions, ete (CTL-EQ
Art 124).

Instalment ratio = Amount of denominator due or paid in the current period
Instalment sale amount

Law: Art 63 and Art 64 of the Corporation Tax Law; Art 124 and Art 126 of the Corporation Tax
Law Enforcement Order

i ; Other corporations. Dividends on stock of a corporation other than a 100% group member

Income from construction contracts, other than long-term large-scale construction contracts, or a related corporation are excluded from income to the extent of 50% of the amount o fthe

complatommbdio] Langrn s o piod St metbor or the percentaSEy dividend less the amount of the recipient’s interest expense allocated to the dividends (CTL
completion method. Long-term large-scale construction contracts S

eported on the percentage of Art 23(1), (4)(iii)).

4-340
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96-620 Special rules for valuation of property used by s
Jigyo Yo Shisan No Tokurei — 5 5 3 1 5 e D HFHI)

If specified unlisted stocks are received by inherita i :
only 900(0 of their value in the tax base for t]i/e [nheritr;flig f;;?“ﬁ?i":ﬂ?‘?ﬁ';l agnf‘:)]etit' o ncluge
outstanding stock of a corporation, and not more than ¥300m of value, may qualify fo- tgfjs “
treatment. Specified unlisted stocks are stocks not listed on a stock éxchange th;(t s;t' .
conditions, including the following (STML Art 69-4): i

pecified businesses (Tokute;

Certaiy
® The value of all the issued stock of the corporation must be less than ¥2 billion

® The decedent and persons related to the decedent must ha

ve owned more t =
stock of the corporation, " then ons org

® The heir must !Je a relative of the decedent and a person described in Corporation Tax [
2(1)(xv) as a director, auditor, trustee, ete, of the corporation, e

Law: Art 2(1)(xv) of the Corporation Tax Law; Art 69-4 of the Special Taxation Measures Lay

© 2016 CCH Asia Pte Limited
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CHAPTER 7
CONSUMPTION TAX

pEm—
e

Introduction
The Consumption Tax (Shohizei — iH
Scope of taxation for the Consumption Tax (Kazei No Taisho —
R - R ———
Domestic transactions (Kokunai Torihiki — ENEL3])
Cross-Border Services (Kokkyo o Koetta Ekimu no Teikyo —

BN TR A T BETE D B raonssessessmsmmsssssssinidaisasinsassssnsessasssiansinsssinssssnsiias q7-212
on-taxable transactions (Hikazei — FERRTIL) sereusecessessssssssssssenssssensssassasses 97-220
Vxempt transactions (Menzei Torihiki — RAILT]) vvrveerccicsisosisssessinnniranes 97-230
Tax-free exports (Yushutsu Menzei — Bl FoBh) covrmomserssnsumnrsesensssssssnacssses q7-231
Tax-free shops (Yushutsu Buppin Hanbaiba — Wi G HLTEIE) corsererrnnnes 97-232
Special eXport eXempPUOTS coiiiiiinismsrecsrsremsmsssiaisssssresssessssasasasanass 97-233

Taxpayers (Nozei Gimusha — FIBLTETE T ) verrrsserssossrsssssssssssssssssssnsssassssssssssssssenses 97-300
Exempt enterprises (Menzei Jigyosha — T IEE) coervenrvecescersesnsssisneans 17-310
Special rules for exemption of inherited enterprises.....coisceecnnscsiissene 97-311
Special rules for cOrporate MErEers ... mimmisssrsimononessassssssssssscsaseses 97-312
Special rules for corporate diviSiOnS......c.coiiiniisissisminnssiniiniiimmcnnses 97-313

Timing of the obligation to pay tax (Nozei Gimu No Seiriisu —

AT B E O BT ererssenens oo e bR AR R R R RS 97-400
GeNEral FUIES ccvioieiecinecssusnsssssssssiencsrssnssnssssasssssansssransssssssssansssnasssansse sensstsasane q7-410
Instalment sales (Choki Kappu Hanbai — 1= HHEIHRARTTveereernerisssensnnanes 97-420
Long-term construction COMETACES ..oveeiiemememsosesnsronessssssssmsssmsssmsassnsssnsasass q7-430
Tax basis (Kazei Hyojun — FETEETE) voveviimsssesssimiassissssasmsmsisisssmsrssassssssssssansssss 97-500
Credit for taxable purchases (Shiire Zeigaku Kojo — fE ANFUEETERR)
INEEOAUCTION 1veeemiincrecssiissisnsssssssesnesseessasssesasssassnsastossasssassnisassassossisisassnssnssnnnss 97-610
Invoice system (Seikyusho Hoshiki — 5K 7 T0) crrmemsseserersssnsssssnnsesnssessons q7-611
Taxable purchases (Kazei Shire — FATRIEATL) wevveveensennensessesnssisssssensscnnnns q7-612
Consumption Tax on taxable purchases ..., 97-613
Calculation of the amount of the credit for taxable purchases .................. q7-614
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Consumptign ~onsumption Tax 399

— - : INTRODUCTION
Simplified tax system (Kani Kazei Seido — {5 5 38 % | ...

Formula for Consumption Tax under the simplified system.....
Applicable tax years.............
Deemed purchase ratio .......o......oecueceeeserssessssssssssssossss s ..
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,r[_1 00 Introduction
' In Japan, indirect taxes make up a little over a third of national and local tax revenues, which is
Jess than is commonly seen in Europe, but considerably more than in the United States.

BB E s tse e tasanussnasosTEouanaEEsssrsasannaaschrnoan.

.......... sosnencasssssasase

Table 1: International comparison of composition of national revenue ratio of direct taxes to
------ ] indirect taxes (figures for Japan are estimates for 2015 and final figures for 2012, figures for the
other countries are based on OECD data for 2013)

Information on tax return

Additional information ..o o . N Wﬁm | Country Ratio of direct taxes to indirect taxes (”C"”'U”“T‘
Due date of final tax return ....... S SR K S mmmm g SRR . 1{7.12:;; angGI:ZaU
Interim tax returns (Chukan Shinkoku — $BIH ) oo 07724 i— |
Tax return for foreign goods removed from a bonded area .......... NMRIEE .. 1]7'7.25 Japan (2010) 70.-30
Notification filing requirements.......... verensasnnesane eeseRT P P, 7. ) E; Ziz
Germany 52:48
France 54:46 J

‘ Source: Japan Ministry of Finance
. Japanese indirect taxes are of three general kinds: ad valorem Consumption Tax, specific

consumption taxes based on units and circulation taxes on transactions and acts.

Diagram 1: Types of Japanese indirect taxes

Indirect taxes

/\

Ad valorem Specific consumption Circulation taxes:
consumption tax taxes: Stamp Tax
The Japanese Liquor Tax Motor Vel_'n: cle
Consumption Tax Tobacco Tax Tonnage Tax
Gasoline Tax
Local Road Tax
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Table 2: Composition of Japanese indivect tax revenues 2015-2016

ConsumptiOn‘T ]

Although politically un indi j
popular, indirect taxes are projected to beco i i
, . me a 5 i
fﬁg{f:?t of ﬂltf] Japanelse lax system in the future due to a “hollowing outr’l’ 10”;3 Iﬁzstl;f Efalmlfi‘ﬂrtg:
¢ lax as the population ages. Most of this increa i i
. _ ‘ sed burden is expected i
: oL cted to )
1%2;6";5; fi in the ConsumRtmn Tax rate, which increased from 5% to 8% ianOl4 and 1:'\2'1}3']{811 up_b;v
]egj;]au'i;f?mg on 1 April .2017 (on 1 June 2016, Prime Minister Abe announced that h mCl’_TﬂSG -
" 281p()r))st¥E11<°:rthe (ljncrease to-arate of 10% and measures associated with that ince by Sﬂf{[
- 1he Tax Commission, Japan’s tax policymaki i i

! _ lon, ymaking panel, b increase in

the Consumption Tax rate to 20% will be needed to handle Japan%spﬁscal nzgjzes g

THE CONSUMPTION TAX (SHOHIZET
§7-200  The Consumption Tax (Shohizei — i EHi)

THE R

Tl ]
o 1;: K;;qﬁufg;f;w% ;{Zx L.mlfv V\]fas enacted on 30 December 1988, effective for transactions on
: . original rate of 3% was raised to 5% (4% nati
Consumption Tax, which is set at 25% of the national rate) in Aprfl (I9907Uat'0ﬂﬂl amd AR

Table 34: Consumption Tax rates Srom [ April 1997 through 31 March 2014

Combined Consumption Tax rate: 5%

National rate:
rate 4% (Consumption Tax Law Art 29)

25% of the national rate (1% ) (Local Tax
Art 72-82, 72-83) (156 (hocal Tl

Local rate:

17-200
© 2016 CCH Asia Pte Limited

Indlirect tax Indirect tax revenues (¥1 m) % of indirect tax revenipy ol
2015 2016 2015 20]:S |

Consumption Tax 171,120 171,850 68% _?'y\{
Gasoline Tax 24,660 23,860 10% ‘_ﬁﬁ
Liquor Tax 13,080 13.590 5% 5‘; .
Stamp duty revenue 10,270 10,520 4% 4*;
Tobacco Tax 9,060 9,230 4% ‘_47/9__"“
Customs duty 11,170 11,060 4% 70__—_ |
Other - 13,960 14,640 6% “—E/z—___
Total indirect taxes ] 253,320 254’75[L_| 100% —W

O
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[ncrease in the rate of Consumption Tax. As part of a comprehensive plan to strengthen the
bility of the social security system, on 22 August 2012, legislation was enacted which includes a
o-stage increasc in the Consumption Tax {Law to Partially Revise {he Consumption Tax Law in
Jer fo Secure Stable Resources for Social Security — 12 (RO 2 B DO (RS & [ 5 B
DR 2 BEEE AT ) o) O ABIEO— M2 HIES 5 2D, Law No 68, 22 August
2012, effective 1 April 2014).

quble 3B: Consumption Tax rates from I April 2014 (Law No 68, 22 August 2012, Art 2 and Art 3)

i Effective dates Combined National rate Local rate
I Consumption Tax rate
| Beginning 1 April 2014 8% 6.3% 1.7%
| Beginning | October 2019 10% 7.8% 2.2%
Reduced tax rate for food, 8% 6.24% 1.76%
| drink, and newspaper
subscriptions beginning 1
‘October 2019
e (

i~ two-stage increase in Consumption Tax rates beginning 1 April 2014 was originally
_onduioned on continuing favourable economic conditions. The increase to an 8% combined rate
w5 formally adopted on 1 October 2013, effective 1 April 2014, Implementation of the second-stage
increase to a 10% combined rate had been set for 1 April 2017. A transition period for implementation
of the 10% rate affecting construction projects, etc, had been set to begin on 1 October 2016. A
provision allowing for reconsideration of implementation of the 10% rate based on economic
indicators such as real and nominal rates of growth and price trends has been repealed (Law No 68,
22 August 2012, Supplementary Provisions Art 18 as revised by Law No 9, 1 April 2015).

Delay in increase of rate to 10%. On 1 June 2016, Prime Minister Abe announced that he
will seek legislation to postpone the increase in the Consumption Tax to a rate of 10% and measures
associated with that increase until 1 October 2019.

System of reduced rates (on necessities) (keigen zeiritsu seido — WEHFRZEMHIE). The
9012 tax rate increase legislation did not contain any provision for lower Consumption Tax rates on
daily necessities such as food. However, effective with the Consumption Tax rate increase to 10%,
scheduled to occur on 1 October 2019, a reduced tax rate of 8% (6.24% national tax and 1.76% local
lax) is allowed for certain food and drink and for subscriptions to newspapers which feature articles
on politics, economics, society, and culture, ete, and that publish at least twice weekly (Law to
Partially Revise the Income Tax Law, etc, Law No 15 of 2016, 29 March 2016, Art 5, Supplementary

Provisions Art 34).
Food and drink items not eligible for the reduced rate include:
* Alcohol described in the Liquor Tax Law.
* “Dining out” (gaishoku — #1&) — meals consumed in restaurants, cafes, etc. But food eligible
for the reduced tax rate includes:
—  “Take out” food put in a container or packaging for off the premise consumption
— Food provided at an elderly care facility
—  Food provided to students at kindergarten, elementary and middle schools, etc.

f17-200
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97-210  Scope of taxation for the Consumption Tax (Kazei No Taisho — %‘%H;g@ﬁ
%) '

The scope of the Consumption Tax includes (Consumption Tax Law Art 4(1), (2)):

(1) The transfer of property or the provision of services in Ja

pan by an enterprise in retum fiy,
payment (Consumption Tax Law Art 2(1)(viii), Art 4(1)).

(2) The removal of foreign goods from a bonded area (Consumption Tax Law Art 4(2)).

® “Japan” refers to the enforcement area of the Consum

ption Tax (Consumption Tax [y
Art 2(1)(1)).

“Enterprise™ means either a sole proprietorship (operated by a natural person) or 4
corporation (Consumption Tax Law Art 2(1)(iii), (iv)). For this purpose, a b
conducted by a local public body or a non-juridical org;
corporation (Consumpiion Tax Law Art 3, Art 60).

or this Usingsg
anisation is considered o be a

® “Property” includes not only mnventory and fixed assets

but also intangible property Tights
(Consumption Tax Law Basic Circular 5- [-3).

“Bonded area” includes a specific bonded area, a bonded warehouse, bonded factory,
bonded exhibiting area and comprehensive bonded area (Consumption Tax Law Art (1)
(ii); Customs Law (Kanzeiho) Art 29).

® The supply of property or services not involving an enterprise within Tapan is not subject

to Consumption Tax, but the importing of goods by a person other than an enterprise is
subject to Consumption Tax.

® Sale of personal assets, such as sale of a personal residence, is not subject to Consumptiop
Tax.

Law: Art 2(1)(), Art 2(1)(ii), Art 2(1)(iii), Art 2(1)(iv), Art 2(1)(viii), Art 3, Art 4(1), Art 4(2) and
Art 60 of the Consumption Tax Law; Art 29 of the Customs Law (Kanzeiho)

17-211  Domestic transactions (Kokunai Torihiki — [& EVETN
Provision of services

Services are considered domestic transactions if the services ate piavided within Japan
(Consumption Tax Law Art 4(3)(ii); Consumption Tax Law Basic Circuldr s 7-15) (see §7-212).

Artists and athletes. Prior to | Ap

ril 2016, a foreign enterprise that provides the services
of artists or athletes in Japan is

obligated to pay the Consumption Tax arising from the services,
Beginning 1 April 2016, Consumption Tax payment for services of artists and athletes is the obligation
of the Japanese recipient of the services under the “reverse charge” system (see 917-212).

Transfers or leases of property

Generally, if a property is located in Japan at the time it is transferred or leased, the transaction
will be treated as a domestic transaction. A transfer or lease of a ship, aircraft, patent, etc, registered
with a body in Japan is treated as a domestic transaction,

If an enterprise purchases a property outside of Japan and transfers it without bringing it into

Japan, the transaction is not subject to Consumption Tax (Consumption Tax Law Basic Circular
5.1,

17-210
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Transfers for payment _
Only transfers for payment are subject to Consumption Tax.. Excluded are trans.fers without
ment, such as gifts, financial assistance, dividends, lottery winnings, etc, (Consumption Tax Law
ayl 5 B »
Rasic Circular 5-2-8),
beemed transfers and other transactions subject to Consumption Tax
The following are examples of deemed transfers and other transactions subject to Consumption
A i in his/her household
o the consumption of inventory or other business property by a sole proprietor in his
(Consumption Tax Law Art 4(4)(1))

« a gift by a corporation to an officer (Consumption Tax Law Art 4(4)(ii))
o an accord and satisfaction (Consumption Tox Law Art 2(1)(viii))

o exchange of property, investment-in-kind, or onerous gift (Consumption Tax Law Enforcement
Order (Corzumption Tax Law-EO Art 2).

. j i dless of
A1 vioperties removed from a bonded area are subject to‘ Consumptlor‘l Tax retgar Gt

whetne the transfer is for payment. This includes items 1_ssed iqr personal LOHSUI:I?it;(]?E thi e

mpocter (Consumption Tax Law Basic Circular 5-6—2): This rule is gecesszllrydto l'l'ldli ilog

raltance between foreign and domestic goods. Consm:np_tlon or use within b_on_ eb arzafi ;reas e

.a removal from the bonded area subject to tax. But if imports are used within bon N oy

materials in the manufacture of products subject to Consumption Tax, that consumption or us

subject to tax.

Law: Art 2(1)(viii), Art 4(3)(ii), Art 4(4)(i) and Art 4(4)(ii) of the Consumption Tax Law; Art 2 of the
Consumption Tax Law Enforcement Order

Goipe s gl
7-212 Cross-Border Services (Kokkyo o Koetta Ekimu no Teikyo — FB§ & 8 7 12 1%
O 1R L) | r

In order to provide equitable treatment to domesti(.: and foreign — comllalamdesl,. begnj)r;nai
1 October 2013, Consumption Tax will apply to eI(.:ctromc commerce such as the iE\:lVEI'y e
electronic book, music, advertisements, or cloud services that an overseas company guzrl 21'111; ;u s
of lapan (Consumption Tax Law Art 2, Art 4 as mended by L;_lw No 9, 1 Apr_ljC = Slr\fic;ss i
overrides the general rule that services are considered domest.lc tra.nsacuons if ; e Wi
provided within Japan (see 97-211). The method of tax. collccyon dlﬂ‘eljs d.epenclhnglw T :rthan
recipient of the services is a business or consumer. Foreign pusxnesses with taxable sales ;ﬁfy -
¥10m during the base period (generally the second year beigre the c.urrent year) may qu e
tax-exempt status (see §7-310). Other foreign Compa.nies.; with a business estabhshmen;ﬁ in tpre
related to the services or which have a tax representative in Japan may apply to the tax office
“registered overseas business” eligible for the credit for taxable purchases (see §7-600).

Business recipients of cross-border services (BZB). If a business in Japag re_celvis); sggl:ﬁ;
from outside of Japan, the Japanese business service rec1p15nt has the ob{}gat:ct}n -
Consumption Tax return and pay the on the service un_der a “reverse chatr_gt]e1 sys ertfl;1 ey
| January 2017, B2B digital services received by a foreign permanent es‘tablls ment ?r .b 15[ .
business in connection with foreign business activity is not subject to Consumption Tax

q17-212
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_serjvwes 1'ef:e1ved by a Japanese permanent establishment of a foreign business for purpos
1n Japan will be treated as Japanese domestic transactions subject to the reverse charge mhlf;S ot
5.

N Con_sdumer recipients of cross-border services. A consumer in Japan who receives

Or = . i

: 1‘d0ut51 e of .Tap_an is not ?bllgaled to pay the Consumption Tax. Instead, the forej Sem%es

provider has the obligation to file the Consumption Tax return and pay the Tax on the s,e:rvg'n &
ice,

§7-220 Non-taxable transactions (Hikazei — JEF§H)

Transfers of certain designated t

[ ypes of property are non-taxable under the Cons; i

Law either because t.he pr(l)perty is not of the type contemplated for the Consumpﬁ?gsn;pnon b
reasons based on social policy concerns (Consumption Tax Law Art 6(1), Table 1) T

(1) Sales and lea..ﬁ‘ey of land and rights to land. Transfers of land, including superficies, air 1
easer?ems_, rlg_ht_s to !easc land, ete, are not taxed under the Consumption Tax Law. He o
transfers of mining rights, quarry rights and rights to use hot springs are taxable: -

® Short-term use of land. A lease or other use of land for less than one month is g
not

rcrousiicredk a non-taxable use of land and is subject to Consumption Tax (Consumptj
ax a}m?:_() ArF 8). Use of improvements to land, such as buildings, parking | W
sports facilities, is subject to Consumption Tax. ’ U

_}!"ransfer of land an.o/ buildings. If land (not taxable) and buildings (taxable) are transfer

in a single transachon,_the erfmsfer price is allocated between the land and buildines lfmd

on the normal transaction price for each (Consumption Tax Law Basic Circular Ig()d?ss)Ed

(2) Transfers of securities. Non-taxable property includes: .'
® national and local government bonds

¢ corporate stocks and bonds

®  beneficial interests in investment trusts and bond trusts
® comimercial paper

® mortgage bonds

L m@ml vershi P intEI esls in 111'1’1 lted CO ) S (vugen kaish anda < ) Vi
mpanie: i
i ) ( 3 r"f Cf) n 207 cratives (](yﬂda

loans, deposits, receivables, and other monetary claims

means Qf effecting payment, including cheques, traveller’s cheques, foreign exchange
conversion fees, postal orders and letters of credit. ’

(3) Fi m(;mczlflqg ri’anmctic)fas. Lending and other financial transactions and services are non-taxable
under the Consumption Tax Law, including (Consumption Tax Law Basic Circular 6-3-1):

® mational and local government bonds, corporate bonds, convertible bonds, stock rights,

deposits, savings and loans
distributions from joint operation trusts or investment trusts

credi i i i i
dit guarantee fees, insurance premiums, mutual aid premiums and discounts on bills

commissions on instalment payment sales

1 St Inc na I g pay 1 ed to amounts Speclﬁed
msurance a (! eres llde(l l ncin, lf.‘ﬂSe ayments (limit
n the Lontrﬂbt). (

© 2016 CCH Asia Pte Limited
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(4) Sales of postage stamps and document stamps. Government postage stamps and stamps used
for the Stamp Tax are not subject to Consumption Tax. Other mail-related items sold by the
post office are also non-taxable, including postcards, cash envelopes, prepayment cards and
parcel post wrapping materials (Consumption Tax Law Basic Circular 6-4-2). However, sales
of collectible stamps are subject to tax.

(5) Merchandise and service cards. Transfers (including sales from vending machines) of prepaid
telephone cards, prepaid railway fare cards, book cards, gilt certificates, etc, are not subject to
Consumption Tax.

(6) Government fees. Fees collected by the national or local governments or public bodies for
permils, registration fees, document fees, etc, are not subject to Consumption Tax.

4} International money orders and foreign exchange. International postal money orders,
traveller’s cheques, letters of credit and foreign exchange transaction fees are not subject to
Consumption Tax.

(8) Medical services received under public medical security laws. Medical services received
under public laws regarding health are not subject to Consumption Tax, including the Health
Insurace Act, the Seaman’s Insurance Law, the Elderly Persons’ Health Protection Act, the
Pivsically Handicapped Person’s Welfare Law, the Compensation to Victims of Damage to
Flealth from Pollution Law, the Livelihood Protection Act, the Workers® Injury Compensation
Fasurance Act, ete, (Consumption Tax Law Basic Circular 6-6-1).

(9) Nursing care services provided under the Nursing Care Insurance Act (Consumption Tax Law
Basic Circular 6-7-1).
(10) Social welfare services. Various enterprises provide goods and services under the provision
of the social welfare laws (Consumption Tax Law Basic Circular 6-7-5). Examples include:
enterprises providing relief tacilities under the Livelihood Protection Law

day care centres, infant and mother support facilities, and nursing homes under the Child
Welfare Act
homes for the aged under the Elderly Persons Welfare Act

home services, day services, and short stay facilities provided under various welfare laws
for children, the elderly and handicapped persons.

(11) Property transferred in connection with medical and midwife services for childbirth
(Consumption Tax Law Basic Circular 6-8-1).

(12) Burial and cremation fees. However, funeral expenses are taxable (Consumption Tax Law
Basic Circular 6-9-1).

(13) Transfers and leases of special items for the handicapped. Tax-exempt items include
wheelchairs, safety canes, artificial eyes, Braille machines, and other equipment or structures
with special facilities for the handicapped (Consumption Tax Law Basic Circular 6-10-1).

(14) School and education costs. Tax-exempt education costs are those related to schools, Job
Ability Development Schools and special training colleges specified under the School
Education Law. Examples of tax-exempt costs include tuition, entrance fees, facilities fees
and fees for proof of student status documents, ete, (Consumption Tax Law Basic Circular
6-11-1).

17-220
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(15) Texthooks specified in the School Education Law (Consumption Tax L it Ol
6-12-1). J aw Basic Cireylyy

(16) Residential lease. Tax exemption applies to leases of homes, apartments, dormitories Comp
housing, etc. Short-term leases for less than one month are generally taxable (Co;lsu;l 3]
Tax Law-EO Art 16). Costs of hotels, ryokan, or resorts are taxable even if for a P
greater than one month (Consumption Tax Law Basic Circular 6-13-1).

period gf

(17) Receipt of tax-exempt foreign goods from bonded areas. Tax exemption applies to the recejn
ﬁom bonded areas of foreign property of the types otherwise qualifying for exempj 1pL
including securities, postage stamps, special articles for the use of the disabled, texthooks. m

3 i

Law: Art 6(1) and Table 1 of the Consumpiion Tax Law; Art 8, Art 16 of the Consumption Tax [,
Enforcement Order; Child Welfare Act; Compensation to Vietims of Damage to Health o
Pollution Law; Elderly Persons’ Health Protection Act, Elderly Persons Welfare Ac.'t.' HQE
Insurance Act;, Livelihood Protection Act, Livelihood Protection Law; Ni ursing Care In;m«d Il
Act; Physically Handicapped Person’s Welfare Law; Workers® Injury Compensation Insuy i
Aety Seaman’s Insurance Law;, School Education Law e

97-230 Exempt transactions (Menzei Torihiki — %ABLT])

The Consumption Tax is based on the principle of taxing goods and services in the place where
they are copsumeq. Exemptions from the Consumption Tax are therefore provided for goods..'f&--
export and international communications and transport activities.

97-231 Tax-free exports (Yushutsu Menzei — Hi H %.5)

. An_ exemption from the Consumption Tax applies to the transfer of goods or provision of
services in Japan by an enterprise that is described in one of the following classes of exempt expm:*
transactions (Consumption Tax Law Art 7(1)(1)): a

(1) A transfer or lease of property that is an export from Japan (Consumption Tax Law Art Gl

¢ This exemption applies only to enterprises involved directly in exporting I Joes not
apply to subcontractors who provide goods to exporters or others who s=li products o
enterprises engaged in exporting (Consumption Tax Law Basic Circular 7-2-2), |

(2) A transfer or lease of foreign goods (Consumption Tax Law Art 7(1)(ii)y;

e This exgmp'.don applies to goods that have entered a bonded area in Japan without
undergoing import processing and is then shipped outside ot Japan (Consumption Tax
Law Basic Circular 7-2-3).

(3) Transportation of passengers or goods or telecommunications between Japan and outside
Japan (Consumption Tax Law Art 7(1)(iil)).

(4) A transfer, lease, or repair of ships or aircraft used for the transport of passengers or goods
between Japan and outside Japan (Corsumption Tax Law Art 7(1)(iv)).

(5) Similar transfers or services specified in regulations (Consumption Tax Law Art 7(1)(v)).
Examples

Examples of exempt export transactions include (Consumption Tax Law Basic Circular 6-11-1):

e transfer or lease of foreign freight

17-230 © 2016 CCH Asia Pte Limited
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international transport of travellers or freight (including domestic transport which is a part of the
international transport)

provision of ships or aircraft for international transport (including those of Japanesc regisiry)

repairing of ships or aircraft used for international transport

(ransfer or lease or repair of containers used for export shipping or for shipping between foreign
countries

services and facilities provided to ships and aircraft for entering and leaving harbours, mooring,
taking off and landing, etc

loading and unloading, warehousing, inspecting, ete, of foreign freight
s communications or mail between Japan and a foreign country

transfer or lease of intangible assets to a non-resident of Japan

services provided to a non-resident other than:
(a) transnoit or salekeeping of property in Japan
(b) provision of food or lodging in Japan
(). seivices similar to (a) and (b) provided in Japan.

Law: Arc /(D)D) Art 7(1)(ii), Art 7(1)(iii), Art 7(1)(iv) and Art 7(1)(v) of the Consumption Tax Law

11232 Tax-free shops (Yushutsu Buppin Hanbaiba — i) tH 470 & A e 35)

Non-residents of Japan may purchase items for personal use at specially designated “tax-free
shops™ without paying Consumption Tax on the purchase (Consumption Tux Law Art 8; Consumption
Tix). Among the most visible of these shops are the duty-free shops found in international airports
and in the Akihabara “Electric Town” neighbourhood of Tokyo. Prior to 1 October 2014, exempt
purchases were limited to those over ¥10,000 and included only such items as electric goods,
‘andbags and clothing (Consumption Tax Law-EQ Art 18). Beginning 1 October 2014, exempt
purchases will also include items used in consumable items used in daily life such as food, beverages,
‘medicines, and cosmetics. The separate exemption for consumable items applies to purchases costing
at least 25,000 but not more than ¥50,000 beginning 1 April 2015.

Retailers must obtain permission from the tax office to operate tax-free shops (Consumption
Tax Law Art ). Consumption Tax will be exempted on purchases from a tax-free shop on the
condition that the article is to be taken out of Japan. The purchaser must present his/her passport
at the shop and receive a “Record of Purchase of Consumption-Tax-Exempt for Export”, which is
attached to the passport. The card is collected by a customs officer at the time the purchaser leaves
Japan. To facilitate qualifying purchases to meet the minimum purchase amounts, beginning 1 April
2015 merchants in shopping streets and centers, ctc, may establish tax exemption counters where
consumers who pay Consumption Tax on purchases at authorised individual stores may apply for
refund based on the combined amount of the qualified exempt purchases.

Law: Art 6 and At 8 of the Consumption Tax Law; Art 18 of the Consumption Tax Law Enforcement
Order

Japan Master Tax Guide

LRRRRR Rttt 11 1Im




410
Consumption

97-233 Special export exemptions

Special exemptions from the Consumption Tax are provided for:

e items for foreign commerce loaded into ships and aircraft of Japanese registry (STML Art g
S(1))

¢ goods provided to a foreign embassy (STML Art 86(1))

® goods provided to a Navy shop or PX o [
: g perated by the US Navy und
Cooperation and Security Agreement 7 VIO MR

an‘US Mutuﬂ.

@ property supplied for the use of the US military (Consumption Tax Law Basic Circular 152 1
Law: Art 85(1) and Art 86(1) of the Special Taxation Measures Law E

TAXPAYERS (NOZET GIMUSHA — $ii 575%)

97-300 Taxpayers (Nozei Gimusha — Wi FFEH)
For purposes of the Consumption Tax, taxpayers are either:

(1) an enterprise which transfers property or provides services in Ja

(Consumption Tax Law Art 5(1)), or pan in return for payment

(2) any person who removes foreign goods from a bonded area (Consumption Tax Law Art 5(2)):

e An enterprise includes a sole proprietorship or a corporation, including a business

conducted by a local public body or a non-juridi e .
< juridical organisati ; .
Art 2(1)(iv), Art 3, Art 5, Art 60). ganisation (Consumption Tax Law

It is not necessary for a tax : i ici
payer to have a residence or domicile in Japan i '
subject to the Consumption Tax. - e

The obligation to pay Consumption Tax is extended beyond enterprises to consumes in

5L f P Tts m Q
[]le casc o npo in order to aintain the Lax l)a ance E)thee aomes a {
IC .Tlpol'ted_

Trusts

Generally, the beneficiary of a trust is treat

v > the : ed as the owner of trust property and bears the

obligation to pay Llonsumptlon Tax on transactions performed by the trus. I;O\fevcyr this rule does.

not apply to joint investment (rusts (shudan toshi shintaku — SR & {7 5E) corj;orate taxation

ii;lutztfsa gqm éﬁﬁzﬁa% éﬁﬁf{?&i{ 7 B NFRFLERE), retirement pension trusts (taishoku nenkin nado
— 55 70) or specified public trusts (fokutei i shi — FrEATRRD

(Consumption Tax Law Art 14(1)), ’ (okute hocki shintab — RS i

Law: Art 2(1)(iv), Art 3, Art 5, Art 5(1), Art 5(2), Art 14(1) and Art 60 of the Consumption Tax Law
17-310 Exempt enterprises (Menzei Jigyosha — G E3E#)

o 11('1j order to l_essen the clerical burden on small-volume businesses, an exemption from obligation
. pay onsumption qu has been provi ded since the inception of the Consumption Tax Leaw for small
usinesses. Small businesses continue to collect the tax from consumers, but are not obligated (o

pay it to the Government, resulting in a i i i
. perceived windfall to exempt enterprisc y %0
businesses by number qualified for the exemption, P st More S

7-233
T © 2016 CCH Asia Pte Limited
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upon noti
-1.:1}1)6 second tax period following the period of the election (Consumption Tax Law Art 9(5), Art 9(6)).
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‘lection to be a taxable enterprise

A small business otherwise qualifying as an exempt enterprise may elect o be subject to the

obligation to pay Consumption Tax by filing a notification with the district director of the tax office
:-With jurisdiction over the taxpayer (Consumption Tax Law Art 9(4)). The election may be revoked

ce to the tax office, but the notice of revocation may not be filed before the beginning of

Application of exemption
For tax periods beginning on or after 1 April 2004, the exemption only applies to enterprises
with not more than ¥10m of taxable sales (net of refunds, etc) during the base period.

The tax period for individuals is the calendar yeat, so the first year when the new rule applies
ill be 2005 for which the base year is 2003.

Corporations with a March year end are subject to the new rule for the first time for their tax
year beginning on 1 April 2004 and the base vear at that time will be their tax year beginning on 1
April 2002

Legislaticn cnacted in 2011 and effective for tax years beginning on or after 1 January 2012
disallows the exzmption to companies with sales of ¥10m or more in the first half (six months) of the
i,ﬂm year (Jahwuary to June for a calendar year taxpayer) (Consumption Tax Law Art 9-2).

Nowly established sole proprietorships

A newly established sole proprietorship without a base period or with no sales during the base
period is exempt from Consumption Tax for its first two years (Consumption Tax Law Basic Circular

1-4-6).

Newly established corporations

Newly established corporations without a base period or with no sales during the base
period may be exempt only if their capital is not more than ¥10m at the beginning of the tax year
(Consumption Tax Law Art 12-2). Effective for companies established on or after 1 April 2014,
the disqualification from the exemption for companies with capital in excess of ¥10m includes
certain controlled companies. A controlled company for this purpose is a corporation in the first two
years of its operation that has been established by an enterprise (jigyosha — ¥, that may be
individual or corporate in nature, if the establishing enterprise has taxable sales in excess of ¥500m
and owns, directly or indirectly, more than 50% of the new corporation (Law to Partially Revise the
Consumption Tax Law in Order to Secure Stable Resources for Social Security, Law No 68, Art2 —
HE A0 0 22 e B O TR 5 % 9 2 B O oA A B s 2 4T 2 12 DT HRIEO-—TE
E¥ 2% 0ER).

Restrictions on use of the exempt enterprise system

Effective for tax years beginning on or after 1 April 2010, for companies established on or after
{hat, there is no limitation on the use of the exempt enterprise system for companies acquiring fixed
assets. 1f, during one of the two periods listed below, a company acquires fixed assets (assets other
than inventory with a cost of at least ¥1m net of tax) and the simplified tax system (§7-620) does not
apply during that period, the exempt enterprise system may not be used during the tax year the assets
were acquired or the following two tax years (Consumplion Tax Law At 9-7):

(1) The two-year period following an election to be subject to the Consumption Tax, during which
the election may not be revoked by the taxpayer.
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Consumptiop T

(2) The two-year period following the establishment of a new compan

. : with capi
¥10m, during which the company is treated as a taxpayer, but does . Vo

not have a base peri
The simplified tax system may not be used durin .

| the period that thi icti
exempt enterprise system from being used. ser B PV

For purchases of high-value assets on or i i
: _ s after 1 April 2016, neither the exe
fystem or the s1mp11ﬁed tax system may be used for three years from the first day of TtTI;[;t o
ransaction by a business that constructs or purchased designated fixed assets or inventyd‘:;‘r Uihﬂm
s With g

unit cost OfCUSt 0f¥10m or more Otl er tllaﬂ pLI Cllases U]ldel a contract e 1te; ed r f
L
T 00on o be 01'&31

Tax period (kazei kikan — FEFLHAR) (Consumption Tax Law Art 19-1)
Sole proprietorships

The tax period for individuals is the calendar year.
Corporations

The tax period for corporations is their fiscal year.
Base period (kijun kikan — JE¥ 8/ (Consumption Texe Law Art 2(1)(xiv))
Sole proprietorships

The base period for individuals is the calendar year two years before the current tax year

For 2004, the base period is the calendar year 2002,
Corporations

The base period for f:orporations‘ with a tax year of one year is the tax year two years befcre e
current tax year. If that prior tax year is less than a full year, the base year is obtained by cor \Dl,iiﬂgﬁ

all business years starting during the one i inni '
i o g year period beginning on the day two years before the start

Taxable sales during the b ; o o “
S ) g the base period (kijun kikan no kazei uriagedaka~— VAR @

Taxable sales during the base period
. period are equal to the total amount ot zalcs less returns
pert : 3 t
and discounts computed before application of the Consumption Tax (Consumption Tax Lr.lrw‘f-‘sl'lfi)b(aﬁ')‘3)19

Corporations with a short tax year

If a corporation’s base year is not a full 12 m
_ porat onths, the taxable sales during the b i
obtaxlued.by dividing the sales net of discounts, ete, by the number of months in thge baese ase;ggﬂr_ 1;
multiplying the result by 12 (Conswmption Tax Law Att 9(2)(i1)). ' 3

Deemed transactions and exempt transactions

Deemed transactions (47-211) and exem i i
_ . pt transactions (97-230) are incl i '
during the base period (Consumption Tax Law Basic Circular 11—14-2). : neladedin ek

Non-taxable transactions

Non-taxable transactions (7-220) are not included in taxable sales during the base period.
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piagram 2: Exemption from Consumption Tax for Special Enterprises

Taxable
sales

Taxable
sales

Exempt if taxable sales
> are not more than ¥30
million (¥10 million
after 1 April 2004)

Exempt sales
(exports)

Exempt sales
(exports)

Refunds,
e

MNon-taxable
| sales

Consumption
Tax

Law: Art 2(1)(xiv), Art 9(2), Art 9(2)(ii), Art 9(4), Art 9(5), Art 9(6), Art 12-2 and Art 19-1 of the
Consumption Tax Law; 2012 Draft of Law to Partially Revise the Consumption Tax Law in
Order to Secure Stable Resources for Social Security

§7-311 Special rules for exemption of inherited enterprises

If a sole proprietor inherits or succeeds to an enterprise, special rules are used to determine the
amount of taxable sales during the base period:

o [n the year of inheritance or succession. If the successor operates a sole proprietorship with less
than ¥30m (£10m after 1 April 2004) of taxable sales during the base period corresponding to
the current year and the enterprise operated by the decedent has more than ¥30m (¥10m after 1
April 2004) of taxable sales in the base period, the enterprise in the hands of the successor is not
exempt from Consumption Tax for the period beginning the day after the inheritance to the end
of the year (Consumption Tax Law Art 10(1)).

In the first two years following the inheritance or succession. 1f the taxable sales for the base
period of the enterprise operated by the decedent and the taxable sales for the base period of a
business operated by the successor together total more than ¥30m (¥10m after 1 April 2004), the
enterprise in the hands of the successor is not exempt from Consumption Tax (Consumption Tax

Law Art 10(2)).
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