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T
luce The local inhabitants tax (see 93-510) has the positive characteristics of

oca] being closely tied to recognizable benefits received from the Government
by taxpayers and providing a stable source of revenue. Because of the close
relation between the tax and benefits received, its tax base should be made
broader than that of the income tax by allowing fewer deductions and
ulg exemptions. The rate of per capita inhabitants tax should be increased and
the differing rates based on the size of municipalities should be eliminated.
The exemption for a spouse supported by the taxpayer should be eliminated.

?“]d (Note: the 2005 tax reforms incorporated these proposals.)
ng
gatel Corporation tax proposals
Ca
Jnal g The corporation tax rate has been reduced to internationally competitive
1 on levels and no further cuts in the corporate rate are foreseen (see §4-610).
g Taxation of profits of partnerships and other business entities should be
considered (see §2-400).
g In the future, non-profit organizations of various types, including public _
OIng interest corporations (see 92-340) and co-operatives (see §2-350), are |
The expected to provide many of the public welfare services traditionally supplied
ack by the Government. The tax system, particularly the taxation of donations,
will have to adjust to accommodate the changing role of these organizations.
s  Currently, about 70% of corporations do not pay corporste enterprise tax.
| for Beginning in 2005, the factor tax system for the cnipcration enterprise
ions tax (see §4-930) provides a tax base which includes ithe scale of corporate
er's activities.
ued.

was | Consumption tax proposals

m  Consumption tax will play an increasingiy important role in Japan as

rard other tax bases shrink due to falling birti1 rates, the ageing population and
)02, globalisation. While the consumption tax is criticised as regressive in relation
il to income, it is neutral across econcuiic activities and across generations.

ons, ®m  The rate of the consumption tax needs to be raised from the current 5% (see
mith 47-200) to double-digit lev!s (similar to European value added tax levels) in
and order to fund increasing expenditures for public pensions and healthcare for
ents the elderly (Note: European directives provide a standard rate of 15% or more
ote: for value added ta:. As of April 2001, the rate was 21% in Belgium, 20% in

Italy, 19.6% in France, 17.5% in the UK and 16% in Germany).

\
ofa. ¥ To mitigate the regressive nature of a double-digit percentage consumption |
- tax, lower rates will apply to a limited number of items, such as food. |

s of B When differing rates of consumption tax apply, an invoice system will be
needed in order to compute the credit for taxable purchases (see §7-611).

tax
part

\
\
Inheritance and gift tax proposals \
the B The inheritance tax base should be expanded to reflect the diminishing role

of families and the increasing role of society in providing care for the aged.

Ltd © Japan Master Tax Guide 2023 11-121




14 Structure of the Japanese Tax SYSfem

] Tax reform should take place within the context of measures that redyg
expenditures for social security, public works and financing for the locy
government.

®  The common social costs funded by taxes should be borne fairly.

[ Special taxation measures, including tax incentives to corporations, shoylg
be used only where they have the most effect.

®  The role of the national Government in financing local governments shoyjg
be cut back and the proportion of individuals and corporations that pay
local taxes should be reduced. Reforms of local taxes should incorporat
a “benefit” principle, where the tax burden is not inconsistent with locy)
benefits received by taxpayers. Such reforms include revisions of persony
exemptions and tax rates and implementation of an enterprise tax based g
the scale of the activities of companies.

Income tax proposals

= Before implementation of a series of rate cuts in the late 1980s, the Incoms
Tax accounted for 30% of national revenues and 25% of local revenues. The
Income Tax should be restored to its position as a “main” tax by scaling back
tax rate cuts and personal and special deductions and exemptions.

o The fixed rate reduction in Income Tax (see §3-280) should be repealed.

] Changes in social and living conditions in Japan have decreased the need for
many existing income tax deductions and exemptions. Personal deductiong
and exemptions, other than the exemptions for the taxpayer, taxpayeors
spouse, dependants and the disabled, should be streamlined or discontinued,
(See §3-259 to §3-266.) The special deduction for spouse (see §3-265) was
terminated beginning in 2005.

B The employment income deduction (see §3-235A) currently tias no upward
limit and accounted for about 30% of gross employmert income in 2002,
This deduction should be revised to a standard deducticn et limited amount,

| To equalize the tax treatment between the elderly and working generations,
public pension benefits should be included in the income tax base and limits
should be put on deductions for public pension premiums (see §3-238 and
93-254). At the same time, a better framework for deductions for payments
into and benefits received from private pensions should be established. (Note:
the 2005 tax reforms incorporated these proposals.)

| Currently, only one-half of retirement income is taxed after allowance of a
deduction based on years of service (see §3-240). This favorable treatment
should be made more consistent with the taxation of other forms of
compensation.

B Deductions for life and casualty insurance (see §3-257) and the special tax
credit for home acquisition loan (see §3-293) should be eliminated as part
of a comprehensive plan to streamline special tax measures and reverse the
shrinking of the tax base.
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The local inhabitants tax (see §3-510) has the positive characteristics of
peing closely tied to recognizable benefits received from the Government
by taxpayers and providing a stable source of revenue. Because of the close
relation between the tax and benefits received, its tax base should be made
proader than that of the income tax by allowing fewer deductions and
exemptions. The rate of per capita inhabitants tax should be increased and
the differing rates based on the size of municipalities should be eliminated.
The exemption for a spouse supported by the taxpayer should be eliminated.
(Note: the 2005 tax reforms incorporated these proposals.)

Corporation tax proposals

The corporation tax rate has been reduced to internationally competitive

| ;
levels and no further cuts in the corporate rate are foreseen (see §4-610).

Taxation of profits of partnerships and other business entities should be
considered (se< 72-400).

g In the futire,‘non-profit organizations of various types, including public
interest cerporations (see §2-340) and co-operatives (see §2-350), are
expectento provide many of the public welfare services traditionally supplied
by the Government. The tax system, particularly the taxation of donations,
w1l have to adjust to accommodate the changing role of these organizations.

4  Currently, about 70% of corporations do not pay corporate enterprise tax.
Beginning in 2005, the factor tax system for the corporation enterprise
tax (see §4-930) provides a tax base which includes the scale of corporate
activities.

Consumption tax proposals

# Consumption tax will play an increasingly important role in Japan as
other tax bases shrink due to falling birth rates, the ageing population and
globalisation. While the consumption tax is criticised as regressive in relation
to income, it is neutral across economic activities and across generations.

B The rate of the consumption tax needs to be raised from the current 5% (see
97-200) to double-digit levels (similar to European value added tax levels) in
order to fund increasing expenditures for public pensions and healthcare for
the elderly (Note: European directives provide a standard rate of 15% or more
for value added tax. As of April 2001, the rate was 21% in Belgium, 20% in
Italy, 19.6% in France, 17.5% in the UK and 16% in Germany).

B To mitigate the regressive nature of a double-digit percentage consumption
tax, lower rates will apply to a limited number of items, such as food.

B When differing rates of consumption tax apply, an invoice system will he
needed in order to compute the credit for taxable purchases (see §7-611).

Inheritance and gift tax proposals

B The inheritance tax base should be expanded to reflect the diminishing role
of families and the increasing role of society in providing care for the aged.
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as foodstuffs. However, from the point of view of economic neutrality, anq
simplification and minimization of the cost of tax compliance, a unitary tay
structure is preferable. The adoption of an invoice system will also have
be considered.

=Explanation: Consumption tax invoice system

A credit is allowed to enterprises for the amount paid by the enterprig,
for taxable goods and services sold to consumers in order to prevent the
Consumption Tax from being imposed more than once on the same taxablg
item. Japan currently requires enterprises to either maintain books apg
records to support amounts claimed for the credit or to use a simplifieg
system for estimating the credit. An invoice system would require enterpriseg
to maintain copies of tax invoices for all purchased inputs in order to claip
the credit. (See §7-611.)

Inheritance Tar. The burden of the Inheritance Tax has been reduceq
through a series of reductions in the tax rates and expansion of exemptiong
(see 96-220). However, Japan has been developing into a “stock-baseq
economy” and an increasing proportion of assets are held by older citizens,
Increases in social security benefits have resulted in a shift away from suppaort
of elderly people by their families to support by the society in general. Ay
increase in the Inheritance Tax burden on assets remaining at the time of
inheritance will be needed to repay society for these costs of providing care
for the elderly.

= Explanation: Stock-based economy (keizei no sutokku-ka)

The development of Japan into a stock-based economy refers to the increaze
in national wealth represented by financial assets.

% of nominal GDP consisting of:

1965 1988 2000
Financial assets 3.7 8.6 ) 11.0

Land 1.8 .9 3.0

Corporation taration. Corporate tax rates are currently at levels similar to
other developed nations and no corporation tax rate reductions are foreseen,
(See Table 10 at §1-220.) Future reforms will be based on the effectiveness
of tax incentives for research and development and capital investment
within the context of the entire tax system and tax burden in Japan, and
maintaining a balance with the tax rates of other developed nations. Existing
special tax measures for corporations need to be continuously reviewed for
their effectiveness in revitalizing and promoting structural reforms in the
economy. The increasing importance of public interest corporations and non-
profit organizations in Japan’s ageing society requires further consideration
into tax measures, including a re-examination of the system for taxing
donations, which will increase the ability of these organizations to function
and their transparency.
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Corporation Enterprise Iar. The Enterprise Tax on corporations is a tax
pased on the relationship between a corporation’s activities within the taxing
jurisdiction and the services provided by the local government (see §4-920).
Changes in information technology and outsourcing practices necessitate a
review of the basic system of prorating the Enterprise Tax among jurisdictions,
which has not been examined since 1989. Preferential treatment of social
insurance medical treatment fees should be eliminated in order to make the
tax system more impartial.

International tavation. The new income tax treaty with the United States
which came into effect in March 2005 served to promote international
commerce and technology transfers by drastically reducing source country
taxes and establishing measures to ensure proper taxation. The treaty
network between Japan and other countries will expand to help promote
investment and strengthening of the economy. Appropriate adjustments to
the domestic civi! law relating to international taxation will be sought where
needed to ceivespond to the complex and diverse nature of international
economic cattivities. For example, a review of the aggregation tax system
for foreign tax haven corporations (see §9-600) and the foreign tax credit
systeiii (see §4-632) need to take into consideration the scope of a foreign
suhsidiary subject to aggregation and the scope of the foreign tax credit.
Withholding on income of Japanese Civil Code associations (nin-i kumiai,
see §2-400) derived by non-residents of Japan or foreign corporations is
needed to preserve the integrity of the tax system. Additional attention must
also be directed towards the problem of international tax avoidance through
the use of loopholes and inconsistencies between tax systems.

Liguor Tax. Recent changes in lifestyle have been accompanied by
diversification in the types of liquor consumed. The Liquor Tax has been
based on conventional differences between ingredients and production
methods. Changes in methods of production and manner of consumption
dictate that the system of taxation of liquors be simplified to reduce the
disparity between types of alcoholic beverages.

=Explanation: Low malt beer (happoshu)

Japanese beer is fairly expensive, due in part to the Liquor Tax on beer of
¥222,000 per kiloliter. For example, a 350 ml can of beer might cost ¥220
on average. The tax rate is determined by the percentage of malt in the
product. If the malt rate is less than 50%, but not less than 259%, the tax rate
drops to ¥178,125. Beer with a malt rate less than 25% is taxed at ¥134,250
per kiloliter. Recently, low malt beer (Zapposhu), which substitutes other
ingredients such as corn syrup, rice or sugar for malt, has become popular
and usually sells for between ¥125 and ¥145 a can.

Issues related to global warming. The Kyoto Protocol that provides for the
targeted reduction of the release of greenhouse gases into the atmosphere will
come into effect in February 2005. Japan needs to consider the introduction
of an environmental tax. However, at present, it is not clear how such a
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91-125 The Tax Commission's 2007 Tax

The Tax Commission’s main conclusions regarding the outlook for Japanese tg
reforms in 2007 were presented in a report issued in December 2006 and ay
summarised below.

General principles

The public announcement system (koski seido), whereby income ¢
information has been made public has the intended effect of using thiy,
party scrutiny to provide a check on the tax system. However, instances ol
criminal activity and harassment connected with the public announcemey
system lead to the conclusion that it should be abolished.

It is necessary to review the penalty tax system (kasan zeisei) in order t
take steps to deal with non-reporting of income connected with intern,\at
commerce.

Reform Report

Financial reconstruction cannot take place without growth of the overy|
economy.

The priority should be to minimize burdens on the people and to minimiz
expenditure. \

Comprehensive tax reform over the mid-term should take place through an'
examination of the role of each item of taxation in the context of Jajany
21st century social-economic system.

Social security systems and measures should be established: to deal with
declining birth rates that do not leave the burdens to future gen=rations.

Economic growth, stimulated by a shift of cash flows frca the Government
to the people, will provide the impetus for a sound systera-of public finance

Examination of a tax system that promotes economic activity includes the
consideration of sound government finances, international competitiveness,
fairness, simplicity, openness and promotion of innovation.

Reduction of the effective tax rate for corporations is an issue requiring
examination. The resulting increased value added in the business sector may
also spread to the household sector. The comparability of corporation tax
rates and social insurance premiums internationally and the impact of a rafe
reduction on employment also need examination.

The impact of tax policy on innovation, the future of the research ani
development tax system, and the way the latter influences various means fof
financing the growth of enterprises need to be considered.

The tax treaty network should be expanded to promote economic exchangt
to reduce the tax burden on investments and technology transfers.
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Future tax deliberations should make the best use of accumulated knowledge
in the field and take into consideration, the relationship between the economy,
public finance, industry and households, including social security issues.

roposed tax reforms

Depreciation. Depreciation is currently limited to 95% of the acquisition cost
of assets and is generally calculated annually using a statutory residual value
of 10% of the acquisition cost. To encourage investment and innovation, and
to be more in line with international norms, these limits should be eliminated.
Useful lives and asset classes should be re-examined and simplified. In
particular, the specified useful lives of assets should be shortened to reflect
the speed of innovation.

Family corporation faxr on retained earnings. The tax basis for the tax on
accumulated earmings of family corporations was reduced by legislation in
2006. Further «<onsideration of this tax is needed in order to promote capital
accumulatina by medium- and small-sized companies, support innovation
and strengihen competitiveness.

Ange! turation system. Promotion of the supply of investment funds to venture
businesses is necessary for the future of Japanese industry. Consideration
1eeds to be given for ways to facilitate the angel taxation system and to
vroaden the range of eligible venture businesses.

Estate taxation for business succession. Special estate tax provisions
applicable to the succession of medium- and small-sized businesses need
to be considered from the point of view of preserving economic vitality,
fairness and impartiality. Appropriate consideration needs to be given to the
estate tax valuation of new types of shares, including non-voting shares,
authorised by the new Company Law.

International taration. Efforts should be made to expand and continue
the role of the tax treaty network that serves as the infrastructure for the
promotion of foreign economic exchanges. In the international transfer
pricing area, means to clarify procedures should be continued, the mutual
agreement process should be strengthened and the procedures for obtaining
an advanced pricing agreement under the pre-confirmation system should
be sped up. Procedures should be considered to reduce the burden of double
taxation while mutual agreement procedures are pending.

Factor-based enterprise tar. The factor-based enterprise tax system was
introduced in 2003. Companies with at least ¥ 100 million of capital use a tax
basis made up of factors including income, value added and capital in lieu
of the traditional income-only basis. Some companies have been decreasing
their capital in order to avoid using the 3 factor tax basis. In ensuring fairness,
considering the benefit principle of taxation, the criteria for companies being
subject to the factor tax needs to be reviewed.

Triangular mergers. The new Company Law provides new rules for triangular
mergers (sankaku gappei) beginning May 2007. Appropriate adjustments to
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the tax system are needed to deal with such mergers based on principleg
that do not discriminate between domestic and cross-border reorganizationg
Attention must also be given to tax haven issues raised by the new rules fq,
triangular mergers.

= Proposed changes to the trust laws. A new law governing trusts is currently
being deliberated on by the Diet. It is anticipated that the new trust lay,
will provide for a wider range of types and uses for trusts. However, ther
are concerns that this may lead to use of trusts for tax avoidance. Varigyg
measures need to be considered, including taxation at the trust level, whey
necessary, to ensure tax neutrality and fairness.

| Proposed changes in accounting rules for leases. Changes in accounting ruleg
to better reflect the economic realities of leases are currently being proposeq,
Corresponding changes in the tax rules should be considered in order to reduge
the burden on taxpayers and reflect the economics of leases for tax purposes,

B Reduced tar rates on dividends and capital gains. Reduced rates of tax oy
dividends and capital gains from stocks of listed companies were introduced iy
2003 to deal with widespread problems stemming from a sluggish stock market
and poorly performing loans. These conditions have improved and these
favorable treatments of dividends and capital gains should not be continued,

91-126 The Tax Commission's 2008 Tax
Reform Report

The Tax Commission’s main conclusions regarding the outlook for Japanesge tas
reforms in 2008 were presented in a report issued in December 2007 .an are
summarised below.

General principles

Drastic tax reform is an urgent policy need. The Tax Cepmiaission’s overall
examination addressed a mid-range approach to developing an ideal way for the
tax system as a whole to correspond to the structural changes in the Japanese
economy and society in the 21st century and looking at the role that each tax item
plays. Time is running out on the need to develop solutions to the fiscal problems
facing the social welfare system. It is therefore necessary to obtain a nationa
consensus and implement a drastic tax reform as soon as possible.

Two major structural issues are of great concern. First, the declining birth rate and
the super-ageing of society have resulted in a decline in population beginning
2005, while the “baby boom” generation will begin to qualify for pension benefits.
Second is the impact of globalization. World markets are becoming integrated, and
human resources and capital are transcending national borders, while international
competition is putting great pressure on improving the way business is done.

In 2007, the proportion of tax revenue used for social security benefits, pensions
medical treatment, nursing, etc, reached 60% or more, and national and local debt
reached ¥773 trillion (148% of gross domestic product). This made the tenability
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f the social security system doubtful and people at all levels uneasy about the
?utufe- If a serious solution to this problem is not developed and the debt balance
b ptinues to increase, international confidence in Japan’s economy might be lost.

pinding 2 solution throggh economic growth of the type seen during the period
when Japan was catching up to the developed nations is not possible in the
current competitive intgrnationa[ circumstances. Japan is facing keen international
competition in developing technological innovations.

specific directions for drastic reform

Tax reform should be based on the principles of fairness, neutrality and simplicity.

Individual income taxes

Previous tax reforms have raised the minimum income subject to tax and expanded
the brackets in order o promote employment and industry. As a result, the burden
of income tax in_Japan is extremely low compared to other countries and personal
income taxes have played a decreasing role as a source of government revenues
in Japan. Thi ircome tax is also distorted by numerous special deductions. Drastic
tax referm chould consider the levels and range of tax brackets in conjunction with
an examination of personal exemptions and deductions to reform the income tax
pasz. including the amount of the top bracket, from the point of view of income
.cietribution. The replacement of various deductions with tax credits, including
~fundable credits for low income taxpayers, whose value does not vary with the
taxpayer's tax bracket, should be considered in order to promote income redistribution.

Corporation taxes

In 2007, a restructuring of the depreciation system was accomplished as part
of a reform of corporation taxes. Further reductions in the effective corporate
tax rate are needed to provide a level playing field for enterprises facing
international competition. Multinational corporations in many countries,
including Germany, are sourcing income outside of the home country to reduce
their domestic tax burdens. However, this reform must be preceded by other
measures resulting in an expansion of the tax and an increase in the rate of
value added tax. Expansion of the factor tax form of corporate enterprise tax
should be considered.

International taxation

The principle of tax neutrality should be maintained in the international area.
¥H the case of foreign tax credits, it is necessary to consider such factors as an
Increase of the foreign operations ratio and the amount of retained profit of an
overseas branch in order to prevent credits that exceed the domestic tax liability.

Consumption Tax

The .Consumption Tax is regressive in nature compared to the income tax,
but it can also play a positive role in the redistribution of income. Continued
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focus of support for dependants from deductions to allowances. The 2010 ta
reforms revised the deduction for dependants in order to shift from an eMphgg
on deductions to allowances. An increase in the tobacco tax reflected an Interg
in the health of the people. In 2011, the corporation tax rate was reduceq j,
5% in order to promote international competitiveness and employment by, ap
investment in domestic corporations. Citizens’ public interest taxation Wi
also expanded to support the “new community” and taxpayers’ interests we,
reflected in administrative changes, including clarifying and extending the
period for a taxpayer to request a correction of taxes (B IED &K — kose; o
setkyy) and introducing procedures to clarify investigative procedures by the

tax office.

Beginning in December 2010 and proceeding through 2011, the Government apg
ruling party has been engaged in developing a proposal for functional enhancemep
of the social security system while strengthening public finance.

Taxation measures for realizing a new growth strategy

Tax measures are needed to implement the “new growth strategy” announce
by the Cabinet on 18 June 2010, involving the promotion of environmenty
issues and demand for innovation to provide for a strong future and also ¢,
address the historically high level of the yen, the hollowing out of Japany
industry, promotion of domestic employment and revival from the earthquake
disaster.

It is proposed that the temporary rate reductions for “eco-cars” in the Motor Vehicle ™
Tonnage Tax (see §5-540) be continued and expanded for automobiles meeting*
environmentally friendly standards. Similarly, the research and developra:p
tax system’s special provisions should be continued and tax incentives for
environmentally related investments, such as renewable energy, -should be
expanded.

Incentives should be provided to promote the expansion et investment by
medium- and small-sized companies that provide over half ¢l the employment in
Japan. Promotion of high quality housing stocks should L= ¢ncouraged though
the expansion and extension of gift tax exemptions for transfers of housing
assets from older to younger persons and gift tax provisions for home acquisition
funds related to energy saving and earthquake resistant housing.

Securing an equitable tax system with a fair base though a review special
tax measures

The trust of the people is important to the work of making major reforms i
the tax system. In reviewing the special measures tax system, any “skewness’
must be corrected and international consistency considered. Above all, special
taxation measures and policy-based reductions in the tax burden are exceptions
from the basic principle of tax equity and must be constantly reviewed in light
of the changing times. These measures must be reviewed from the point of
view of the current rationality of the underlying policies, their effectiveness
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. cpieving the policy purpose and the equivalence of alternative measures
e as subsidies. In addition, advances in global tax collection should be
suc ued, including seeking international mutual assistance in tax collection
Pugs reaching assets located abroad. There also remains work to be done in
- Iving varioss issues arising under the new taxpayers’ charter and the need
;eioa common taxpayer identification number for the social security and tax
0
systems-
|mproving the local tax system and promoting local autonomy
romoting local autonomy, unevenness in sources of tax revenue should be
duced and tax collections should become more stable. In the 2012 tax reform
I‘Cmposals’ under the rubric “Our Town’s Exception”, special provisions should be
Ic)onsidered to implement local determination and tax burden reduction measures
for the local tax system.

Remaining items from the 2011 tax reform

The social securiy systemneeds functional enhancementand financial strengthening
and, at the scm=time, the entire tax system, including income tax, corporation tax,
consumption 1ax and fixed assets tax, needs to undergo a thorough reform-based
examiration. The 2011 tax reform legislation addressed the need for a corporation
tax rte reduction (the effect of which was reduced for 3 years by a corporation
imcomne tax surtax to finance reconstruction following the Great Eastern Japan
tarthquake), but other important tax reform issues were deferred. Tax reform in
9012 will have to take into consideration the adequacy of taxation in light of the
gevere financial circumstances facing Japan. One such issue is the need to limit the
maximum amount of employment income deduction. Tax reform in 2012 should
also consider taxes that address the problem of global warming in order to promote
a livable environment for future generations.

2012 tax reform

Social security is the largest fiscal expenditure item in the Japanese budget (social
security represents 29.2% of budgeted 2012 expenditures while debt service, the
second largest expenditure item, constitutes 24% of the proposed budget) and is
increasingly important due to anticipated growth in this expenditure due to further
ageing of the population in the future. By establishing trust in the social security
system, it will be possible to expand consumption by the people. However, it is not
sustainable to continue shifting the burdens of the social security system to future
generations.

Market concerns have been raised due to financial risks associated with the European
debt crisis, so governmental financial strictness and financial strengthening in
Japan are unavoidable. In these circumstances, a definite plan was drawn up in
June 2011 to address a joint reform of the taxation and social security systems, and
Was followed up by cabinet decisions setting out policy in this area later in 2011.
Tax reform proposals for 2012 reflect an effort to realize the goal of a significant
reform of the tax system in combination with these overall issues.
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In addition, the low birthrate and ageing population give rise to medium- and long,
term fiscal problems including uneven resources within and among generatiopg
and the need to stabilize local tax revenues. The 2013 reforms of the Consumptig,
Tax and reforms of funding for social security were indispensable steps in dealiy

with these issues. New taxation measures will be based on changes in the society
from within and without and reflecting the ability to bear taxes.

Change in the industrial structure and business environment requires an examinatj(}n
of the corporate tax burden of the company, reduction in the corporation effectiy,
tax rate and abolishment of the Special Reconstruction Corporation Tax a yey,
earlier than scheduled and implementation of other corporation tax incentives,

Other tax initiatives include introduction of a Local Corporation Tax in connectigy
with reduction of local Inhabitant Tax rates and reduction of the maximup,
employment income deduction.

91-133 2015 Tax Reform Report

Tax reform legislation for 2015 is focused on shifting away from deflation towarg
economic revitalisation. To accomplish this, legislation will include corporat
tax reform designed to stimulate growth. Specifically, the effective corporate
tax rate will be reduced in 2 stages from the current 34.62% to 32.11% in 2015
and 31.33% in 2016. The corporate tax base will be broadened by reducing loss
carryforwards, decreasing the deduction for dividends received from some lesg

than 100% owned corporations, and increasing the portion of the factor-based ™

enterprise tax based on capital and value added from the current 25% to 50t
over 2 years.

To assist in economic revitalization, the implementation date of the Consumption
Tax rate hike to 10% will be delayed until 1 April 2017 and the tax will he extended
to cover cross-border supplies of electric commerce.

A Junior NISA (Nihon Individual Savings Account) program will e started enabling
persons less than 20 years of age to open tax-exempt invesinicut accounts.

An exit tax will be implemented assessing a capital gains tax on financial assets
when a resident of Japan departs from Japan (becomes a non-resident) or transfers
assets to a non-resident of Japan.

Measures will also be taken to invigorate the housing market through early transfer
of assets from older to younger generations and to support marriage and childcare
and to improve business facilities of local businesses.

91-134 2016 Tax Reform Report

Tax reform legislation for 2016 continues the focus on shifting away from deflation
towards economic revitalization. Specific topics addressed in 2016 tax reform
legislation include the following:

(1)  Growth-oriented corporation tax reform including moving the effective
corporation tax rate below 300%.
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(2)
(3)
(4)

(5)

(6)
(7)

(8)
(9)

promotion of global investment and economic exchange.
support for capital spending by local medium- and small-sized businesses.

Review of the personal income tax to reduce barriers to working choices for
mothers in view of the declining birthrate.

gpcial security tax-related measures, including measures to promote
individuals to switch from prescription drugs to over-the-counter medicines.

Addressing uneven distribution of local corporation taxes.

Introduction of a Consumption Tax multiple tax rate system providing reduced
rates for food and drinks, etc, along with other measures accompanying the
increase in the standard rate to 10% on 1 April 2017 (on 1 June 2016, Prime
Minister Abe announced that he will seek legislation to postpone the increase
to a rate of 10% until 1 October 2019).

Elimination of the automobile acquisition tax.

Improveme=nis in procedures for tax payments including use of the “My
Numbet ™ system and electronic processing (eLTAX).

(1--135 2017 Tax Reform Report

5+ February 2017, the Ministry of Finance released a draft of tax reform legislation
sor 2017 (Shotokuzeiho nado no Ichibu wo Gaiseisuru nado no Horitsuan —
Fram s D —&8 & k¥ 2 DR E). Main points of the draft include the
following:

(1)

(2)

(3)

Japan Master Tax Guide 2023

Increase in the upper limit of income allowed for purposes of qualifying for
the spousal deduction (see §3-265).

A new type of NISA (Japanese Individual Savings Account) tax deferred
account will be established allowing savers the option of investing each year
up to ¥400,000 with a 20-year tax deferral period (see §3-232 and §3-330).

Limitations on use of the business succession tax system for deferring
Inheritance Tax on closely held business stock will be relaxed by eliminating
the requirements for successor companies that they may only be small- and
medium-sized unlisted companies (see §6-511). In addition, the employment
security requirement in the business succession tax system will be relaxed for
companies that have been affected by natural disasters.

An heir who has Japanese nationality but who is without a domicile in Japan
and who receives property located outside of Japan from a donor or deceased
person will be subject to Japanese Inheritance Tax or Gift Tax if either that
person or the donor/decedent had a domicile in Japan within 10 years (formerly
5 years) before the date of the gift or inheritance (see §6-110). Also, persons
who do not have Japanese nationality who by gift or inheritance receive
property located outside of Japan from a person who has had a domicile in
Japan within 10 years before the date of the gift or inheritance will be subject
to Japanese Inheritance Tax of Gift Tax on the transfer of property.

(1-135
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Commuter allowance (tsgkin teate — B ETF2)

Commuting cost allowances and commuting tickets provided to employeg ,

directors by employers may be excluded from income up to certain limitg [

Art 9(5)):

m  Train or bus expense. Allowances or tickets for use on trains or buses ar
free to an employee up to a maximum of ¥150,000 per month (¥1qq 0

per month prior to 1 January 2016). The commute must be by the p

direct and economical route. For example, commuting by Shinkansen (bull
train) is included but would not include the extra cost to use the Japap p,

Green Cars.

Use of personal automobile or bicycle. Allowances for use of persg,

automobiles or bicycles are limited based on the one-way mileage of '

daily commute according to the following table (ITL-EOQ Art 20-2).
Table 4: Limit on allowance for personal automobile or bicycle (1 April 2014

after) f

Commuting distance Monthly limit

Less than 2 km No allowance

2 km or more, but less than 10 km ¥4,200

10 km or more, but less than 15 km ¥7,100

15 km or more, but less than 25 km ¥12,900

25 km or more, but less than 35 km ¥18,700

35 km or more, but less than 45 km ¥24,400 )

45 km or more, but less than 55 km ¥28,000 )

55 km or more ¥31,600 N

Source: National Tar Agency, April 2021. X '__

Employer paid education and training costs (shiyonin nago ni kydfu saren:

gakushi-kin - N AT s h 2 FEF)

An employee or director may exclude from salary certain costs paid by an employe
to acquire work-related skills and knowledge. Provided the skills and knowledg
are directly related to the work, costs may be incurred for individual study, o
study at institutes to obtain licences and other qualifications, and for study @
universities (ITL Art 9(1)(xv); ITL Basic Circular 9-15).

Commemorative items and service awards

Items to commemorate long service of employees or anniversaries of the compét
may be excluded from income under certain conditions. Items commemoratl
anniversaries of the company must be commemorative items in the normal sem¥
ie each item must not have a cost greater than ¥10,000, and must not commemo
periods less than 5 years (ITL Basic Circular 36-22). Service awards may be
the form of a commemorative item, or arrangements for travel or attendantes
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ty

O™

me Taxation 163

The service period should be at least 10 years, and at least 5 years should
petweerl awgrds_ to the same person (ITL Basic Circular 36-21). If the conditions
Ommemoranve items and service awards are not met, or if cash is given in lieu
T e Ommemorative or award item, the value is treated as salary income.

aa11€5:

ra|5 provided to employees

' alue of meals pl:ovided by employers to employees or directors may be
juded from the recipient’s income if the employee or director bears at least
1¢ the cost of the meals and the excess of the value of the meals provided in a
nth over the cost borne by the employee or director does not exceed ¥3,500
T, Basic Circular 36-38-2). The value of meals is the cost paid to an outside
“ovider OF the direct costs (?f the meals to the employer, such as the costs
¢ materials anc! seasonings, if the meals are provided in an employee dining
cility (ITL Basic Circular 36-38). Meals provided during overtime work, night
;5. ch or day d]uty (nichoku HE) may be excluded from salary income (ITL Basic
rcular 36-24).

ompany pravided housing

e yaive < housing provided to an employee by a company may be excluded
g Said Y if the employee pays a certain amount of rent each month. The basic
\a this case is calculated as the total of the following 3 items:

. }

20 of the basis of thg building for purposes of the Fixed Assets Tax (Kore/
Shisan Zei [E & & )

Total floor space of the building (sq meters)

¥12 x
3.3 sq meters

And
taxable basis of the ground site of the building for purposes of the x 0.22%.

K
- Fixed Assets Tax

=—§‘ employee receives the housing free of charge, the basic rent is included in
lary. I.f the er_nplloyee pays a low rent, the difference between the rent paid and
,basm rent is included in salary. However, no amount is included in salary if
rent paid by the employee is at least half of the basic rent (ITL Basic Circular

*47) or if the housing is required due to the nature of the employment, such as
@ nurse or security guard.

|0yee travel for recreation or training

?Valu_e of company sponsored travel for recreation may be excluded from salary
1€ trip is not more than 4 nights and 5 days and at least half the number of
_ﬂ Oyees in the company, factory or office take part in the trip. Travel for training
Ry rel‘ated to the company’s business is not included in salary but, if the travel
It business-related and part personal in nature, the portion of the travel costs
licable to the personal travel is included in salary.

2N Master Tax Guide 2023 3-235A
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(3-236B Special “angel taxation” for sale;:s of
stocks of qualified ventures (enjiru
zeisei — = > ¥ = VL)

The “angel taxation” system provides tax incentives for investments in gy B8
and medium-sized enterprises (SMEs) described in the Temporary Meas.urfs N
for the Promotion of the Creative Business Activity of Small and Medium-gj,
Enterprises (Law No 47, 1995).

ons responsible for marketing, etc, in a qualified company must be at least 2
pe ns and comprise at least 10% of the total number of employees. In years 2
‘ ﬁ h 5, the annual rate of growth of sales must be at least 25% (calculated as
ercentage change from the second prior year to the prior year or the average
nange from inception through the prior year).
cll

5: Angel taxation system: Number of persons required to be engaged in

- ﬂgel taxation system: Number of persons required to be engaged in research, etc
y

qrs Since establishment | Before 2007 amendments After 2007 amendments
the company

Jess than 1 year At least 2 persons and at At least 2 persons and
least 10% of the total number | at least 10% of the total
of employees are engaged in | number of employees
research are engaged in research
or development, or are
persons responsible for
marketing, etc

To qualify for special taxation, the company mus‘t have been estabhsheq Wit
the last 10 years. It also must have incurred minimum levels of expendituye
research and market development, etc (more than 3% of revenues for companjgg;
their first 5 years and more than 5% thereafter). During its first year, the numbg,
persons engaged in research, etc, in a qualified company must be at 1east. 2 persg
and comprise at least 10% of the total number of employees. At the time of g
investment, at least one-sixth of the stock of the qualified company must be helg b
persons who are not members of related stockholders groups. A r'e]ated st_ockhul
group is a shareholder and persons or corporations with a special {‘elatlonshjp-
that shareholder who own at least 30% of the company. The qualified compg,
may not be a listed company, a comparny registered to be traded over~th§-coun
or a company owned directly or indirectly 50% or more by a company with capi
of ¥100 million or more. \

tleast 1year, but less Expenditure for research Same as above
B 2(ranrs constitutes more than 3% of
sales revenues

?e:ttst 2 years, but less Same as above The annual rate of growth
Beginning 1 April 2004, the scope of qualified companies was increased to incl; Q )uian 5 years (2)2 Osjjles must be at least
investments in stock through the Japan Securities Dealers_ Association [J8),

“green sheet market” of unlisted emerging companies__and investments oy
certain investment business limited partnerships (foshi jigyo yugen sekizzia kumi
(STML Art 37-13).

Tax benefits available to investors under the angel taxation system include
following:

ision of angel taxation system

er the 2008 legislation, beginning 1 April 2008, the gain reduction provision
the existing angel taxation system that provides for taxation on only half of the
erwise taxable capital gains from stocks has been terminated (former STML Art
13-3). The other provisions regarding the carryover of losses and deduction of
lified investments from capital gains on stocks realised in the year of investment
retained (2008 Tax Reform Act Supplementary Provisions Art 48).

®  Qualified investments by individuals may be deducted from taxable gains
stocks realised in the year of the qualified investment (STML Art 37-13).

m  If qualified stocks are held for more than 3 years an{i then transferred wi r
3 years following the listing of the stock on a secuﬁtlgs market (or transfer
pursuant to a merger or acquisition before such a listing), qn]y one-four
of the gain is taxed (one-half of the regular one-half of gains from stu
that are taxed as capital gains) (STML Art 37-13-3). This gain reduction
was scheduled to expire on 31 March 2007, but has been extended 0
March 2009.

m  Losses from transfers of qualified stocks before the stock is list‘ed
carried over for 3 years if the loss is reported on a tax return in the Jt
incurred (STML Art 37-13-2).

Under the 2007 legislation, the angel taxation system rules specifying red |
numbers of research personnel and expenditures on research are relaxed. X
the new rules, the number of persons engaged in research or developmell

provision effective 1 April 2008 has been put in place for a deduction
inst ordinary income (sashofoku kingaku — #3F7134:%8) for the amount of
nvestment in the current year in a venture designated by the Ministry of
lomy, Trade and Industry. The amount of the investment is reduced by ¥5,000
dmputing the deduction and the maximum amount of the deduction is limited
Ie lesser of 40% of ordinary income or ¥10 million (¥8 million for tax years
ng after 2020) (STML Art 41-19). The cost basis of the stock received must
duced by the amount of the deduction (STML Art 41-19). The taxpayer may
10 use either the existing provision for deduction of the investment from
gains or the new provision allowing a deduction against ordinary income.
Provision is designed to provide an investment incentive to persons who
t be able to benefit from the existing deduction against capital gains.
ated venture for this purpose will be an SME that is either in its first year
SStablishment or is in its second or third year and has experienced negative

q3-236B © 2023 Wolters Kluwer Singapore viaster Tax Guide 2023 q3-236B
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Persons subject to the Tax on Overseas Transfer. A resident of Japan is syp;
to the Tax on Overseas Transfer if both of the following requirements are satisﬁ y

(1)

departure from Japan.

The resident had a domicile (jZsko — {£J7) or residence (idokoro — f
in Japan (see §2-220) for time periods totalling at least 5 years during
10 years preceding the departure from Japan.

(2)

Exception for foreign residents of Japan. Time spent in Japan by a foreign resijgq,
in one of the visa statuses listed in the Appended Table I of the Immigraﬁ-
Control and Refugee Recognition Law (Cabinet Order No 319 of 1951) doeg I'
count as time spent in Japan for purposes of the 5 year test described in (2) ahov
These visa statuses are:

(1) Diplomat, Official, Professor, Artist, Religious Activities, Journalist

(2) Highly Skilled Professional, Investor/Business Manager, Legal/Account,
Services, Medical Services, i
Researcher, Instructor, Engineer, Specialist in Humanities/lntematien
Services,
Intra-company Transferee, Entertainer, Skilled Labour and Technical Inte
Training i

(3) Cultural Activities, Temporary Visitor

(4) College Student, Pre-college Student, Trainee, Dependent

(5) Designated Activities.

Target financial assets. Financial assets subject to the Tax on Ovetscas Trans
include securities described in the Income Tax Law, interests in a. Cornmercial Cof
anonymous association (fokumei kumiai — B2 #15) (see §2-400); and non-sefe
derivative, margin, or hedging trades. Beginning in 2016, stock options produci
income sourced in Japan are not subject to the Tax on Overseas Transfer.

Timing of taxation. The Tax on Overseas Transfer is imposed as of the timed
departure from Japan. If a tax payment administrator is designated before the da
of departure, the tax is based on the value of the financial assets as of the dated
departure. Otherwise the tax is based on the value of the financial assets as of it
date 3 months prior to the date of departure.

Grace period. A grace period for payment of the tax (yizyo — 75 T) (see q8-212)8
available for 5 years, with extensions upon application for up to 10 years, if tl
resident provides the tax office with security equal to the amount of the tax dl
maintains within Japan a tax payment administrator (ITL Art 137-2, Art 137
The tax becomes due 4 months following the expiration of the grace period. Ift
value of the assets has declined during the grace period, a reduction in the tax €
may be obtained by filing a request for correction (kasei no seikyi — HIE O)?ﬁ'
(see 48-213). If some or all of the financial assets subject to the Tax on Qverstd
Transfer are disposed of during the grace period, the portion of the Tax on Overs®

93-237 © 2023 Wolters Kluwer Singapore Pt¢%

come Taxation

\¢
anese Tax on Overseas Transfer.

Pout
arising 5

’ ancial assets subject to the Tax on Overseas Transfer have previously been
qubject to 2 foreign Tax on Overseas Transfer, the foreign tax is added to the
¢ basis of the assefs for purposes of determining the gain subject to Japanese
comﬂ Tax.

173

fer attribut.a-ble to the assets disposed of becomes due. If the amount realised
the disposition is less than the value of the assets at the date of departure,

tax may be reduced by filing a request for correction. A foreign tax credit

ailable in Japan for foreign taxes arising from a disposition subject to the

to Japan. If _the resident returns to Japan within 5 years from the date of
re without disposing of the financial assets previously subject to the Tax

” Qverseas Transfer, the resident may apply for a refund by filing a request for
rreCti()n-

ple taxation .relief. A foreign tax credit is available in Japan for foreign taxes
ng from a disposition subject to the Japanese Tax on Overseas Transfer. If

pheritance and gii taxes. If a resident of Japan subject to the Tax on Overseas
rransfer disposes of financial assets by gift, inheritance or bequest to a non-
ecident of Japan, the Tax on Overseas Transfer becomes due on the date of the
ansfer vithout regard as to whether the transferor has left Japan.

pe nis0 §9-242 — Declaration of overseas assets.

3-238 Occasional income (ichiji shotoku —

— R ATTR)

ccasional income is income of a non-recurring nature which is not derived from
ices or labour or from transfers of assets and is not included in any of the
her categories of aggregate assessment income (e is not interest, dividends, lease

e, business income, employee compensation, retirement income, forestry

ne or capital gains) (ITL Art 34). Examples of occasional income include:

prizes wagering and lottery income

returns from horse racing and bicycle racing other than as a continuous
enterprise

lump-sum payments of life insurance (other than business related) and
refunds of casualty insurance at maturity

money and goods received as gifts from corporations (other than business

~ related or those received continuously), and

rewards for finding lost articles.

Bulation of occasional income (ITL Art 34(2), Art 34(3))

Amount
received

Costs expended to
obtain the income

Special deduction
(maximum ¥500,000)

(3-238
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Taxation of occasional income

Only one-half of occasional income is included with the other categories of aggregy
assessment income when the tax on aggregate assessment income is computed (p
Art 22(2)(ii)). However, aggregate assessment income taxation is not available g

occasional income that is subject to withholding at source at a rate of 20.31g,

(15.315% national tax [which includes the Special Reconstruction Income 7
0.315%] and 5% local tax), including deposits and savings associated with prj,
and marginal profits arising from lump-sum insurance payments (STML Art 41y

Law: Art 22(2)(ii), Art 34, Art 34(2) and (3) of the /ncome Jax Law

¢3-239 Miscellaneous income (zasshotoku —

uft o=

H1s)
Miscellaneous income consists of income not included in any other category g
aggregate assessment income and includes:

] amounts received as public or private pensions and annuities

[ manuscript fees and royalties received by persons other than professig
authors

] lecture fees, and

m  broadcasting gratuities.

For tax years beginning in 2022 and later, taxpayers who have reported mg
than ¥10 million of miscellaneous income in the second prior year mus? aita
statement of miscellaneous income and expense to the tax return. Taxnayers
have reported more than ¥3 million of miscellaneous income in the szcond pi
year must maintain records of receipts and disbursements (ITL Art 232). Taxpay
who have reported not more than ¥3 million of miscellaneous ificorne in the sece
prior year may use the cash receipts and disbursements methed for accounting
miscellaneous income (ITL Art 67).

Calculation of miscellaneous income (ITL Art 35(2))

Public pension income
less the public pension
deduction

Miscellaneous income other
than public pensions less
necessary expenses

Miscellaneous

. +
mcome

Public pension deduction (kéteki nenkin to kojo — NS S ERR)

Public pensions are generally pensions received under the provisions of the Nati
Pension Law, Employees’ Pension Insurance Law, Mutual Aid Association LaW
Civil Servants, etc, pensions paid by companies for prior service and pens?
based on systems of insurance or mutual aid based on foreign laws and regulal!

which are similar to those in Japan.

miscellaneous income |

The amount of the public pension included in
12 2 M FF12) is reduced DY

nenkin-to ni kakaru zasshotoku — AWIFEESFIC
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it of the public pension deduction, which is based on the amount of the

asion received and the age of the recipient, according to the following table (ITL

¢ 35(4); STML Art 41-15-3(1)).

'l ple 7¢ Calculation of amount of public pension deduction

jnucr b5

‘Q

(a) Amount of pension

é Deduction is sum of (b) and (c)
received is at leasi:

cd‘ﬁ'ffﬂf 5 age

(b) % of (c] plus fixed amount (The
pension notes (1), (2) & (3) are
received applicable beginning in 2020:

(1) If fotal income amount
(gokei shotoku kingaku — &
sTET1R4:5R) other than the
amount of the public pension
included in miscellaneous
income does not exceed ¥10m.
(2) If total income amount
erceeds ¥10m but does not

; exceed ¥20m.

(3) If total income amount
erceeds ¥20m,

Below ¥1.3m ¥700,000 (limited to pension income)
(1) ¥600,000
(2) ¥500,000

(3) ¥400,000
25%

¥1.3m, but less than
¥4.1m

¥375,000

(1) ¥275,000
(2) ¥175,000
(3) ¥75,000

¥785,000

(1) ¥685,000
(2) ¥585,000
(3) ¥485,000

¥1,555,000

(1) ¥1,455,000 (limited to
¥1,955,000)

(2) ¥1,355,000 (limited to
¥1,855,000) :
(3) ¥1,255,000 (limited to
¥1,755,000)

¥1,200,000 (limited to pension income)
(1) ¥1,100,000

1 {2) ¥1,000,000

(3) ¥900,000

¥4,1m, but less than
¥7.7m

15%

¥7.7m or more 5%

over Below ¥3.3m

¥3.3m, but less than 250 ¥375,000

¥4.1m (1) ¥275,000
(2) ¥175,000
(3) ¥75,000

Master Tax Guide 2023 1[3_239
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(CTL Art 64(1); CTL-EO Art 129(1)) and a contract price of more than the Minjy,
amount indicated in the following table. The percentage of completion mety, L
not applicable if the project is expected to result in a loss (CTL Art 64(2)) op it i
contract provides that half or more of the consideration is to be paid beyopg "
year from the date of the delivery of the constructed item (CTL-EQ Art 129F
Under the 2008 legislation effective for tax years beginning on or after 1 A |
2008, the percentage of completion method may be used when a loss is expg i
on a project that does not otherwise qualify as a long-term construction pyg:*
and for software development projects (CTL Art 64(2)).

Qther corporations. Dividends on stock of a corporation other than a
100% group member or a related corporation are excluded from income
to the extent of 50% of the amount of the dividend less the amount of the
recipient’s interest expense allocated to the dividends (CTL Art 23(1), (4)(iii)).

| iax years beginning on or after 1 April 2015 the applicable dividend exclusion
 centages are as shown in the following table:

e 8: A pplicable dividend exclusion percentages

— ounership in related company Dividend exclusion %
oy or less 2000
;J ore thanl 500 but not more than 1/3 50%

Tuble 7: Long-term large-scale construction contracts {choki okibo kaji — 53}1

HETE)

Date coniract entered into Minimum contract po = han 1/3 but less than 100% 100% less th
. zg. Jfore than o o less the amount of the recipient's interest
On or after 1 April 2008 ¥1b - expense allocated to the dividends
Before 1 April 1998 or between 1 April 2004 and 31 March ¥5b 0% 100%
2008 = o)
Between 1 April 1998 and 31 March 2001 ¥15b guction in hoek value of stock after dividends received (kogaisha
Between 1 April 2001 and 31 March 2004 ¥10b pushiki boka gengaku tokurei — o PR A FEAMIER A1)

20 12 !egisl_ation effective for dividends received in tax years beginning on
ch 1 fﬁx}.)rll 2020 provides rules to prevent tax avoidance that can occur
- 5u13151d§1rydshareshare transferred at a loss after dividends are received.

. . . . - ed dividends are those received during the tax year from i
1[ 4-340 Q_IVIdendS received (Uketor i haito — .. iary. If targeted dividends exceed 10%/0 of the%aook Valui_ Sé)fe ?c;laellg{t(r)i]l?tgg
Pﬁ_z' EKEE. %) the dividends were paid, the book value of that stock will be reduced by
nount of the dividend excluded under the dividend exclusion rule (CTL-EO

Dividends received by a domestic Japanese corporation from otier Japane

' 119-3, ART 119-4).
domestic corporations (other than public interest corporations \Gr non-juridi
persons) are eligible for a dividend exclusion:

Law: Art 64(1) and Art 64(2) of the Corporation Tar Law; Art 129(1) and
129(2) of the Corporation Tax Law Enforcement Order

& a]ly related subsidiary. A specially related subsidiary for this purpose is a
oration whose stock or voting rights is owned directly or indirectly at least
) by the taxpayer or persons specially related to the taxpayer.

] 100% group members. Effective for dividends dec’ared during tax ye
beginning on or after 1 April 2010, dividends paid-and received betws
members of a 100% corporate group (see (4-650) are treated similarly
dividends on stock of a consolidated corporation; they are excluded fio
income of the recipient and no reduction by the amount of allocable inte
expense is required. (CTL Art 23(1), (4)(i), Art 81-4(1), (4)).

] Other related corporations. Dividends on stock of a corporation other
a consolidated corporation or a 100% group member owned at least 2
by the recipient corporation are excluded from income after reducing
amount by the amount of the recipient’s interest expense allocated ot
dividends (CTL Art 23(1), (4)(ii).

| Consolidated corporations. Dividends on stock of a consolidated corpord
that is not a 100% group member or another related corporation, as des¢
above, are excluded from the income of the recipient to the extent of 50%
the amount of the dividend less the amount of the recipient’s interest expe (b)
allocated to the dividends (CTL Art 81-4). f 1

__talc'lgeted dividends. The following dividends are not treated as targeted
dends:

'Dlvidend_s from a specially related subsidiary that is an ordinary domestic
corporation (naikoku futsi hojin — P EEiEIEN) (see §2-310) whose stock
..h_as b.een continuously owned from the time of incorporation through the
time it became a specially related subsidiary at least 90% by other ordinary

=flonlke_stm corporations, Japanese cooperatives, etc, or Japanese resident
individuals.

Dividends from a specially related subsidiary if (a)+(d)-(b) = (c) + (e):

(a) Amqunt of retained earnings recorded on the balance sheet of the
spec1al1y related subsidiary for the last tax year ended before the
resolution date, etc of the dividends.

The 'tqtal amount of dividends received from the specially related
subsidiary by the shareholders from the day following the end of the

14-340 © 2023 Wolters Kluwer Singaporé Master Tax Guide 2023 14-340
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Tax reform in 2009 disallowed the use of the simple average and last-in, fi
(LIFO) methods. The simple average method has never been widely accepte "
LIFO has been frequently used. The elimination of LIFO as an acceptable .t
followed the adoption of Accounting Standard No 9 by the Accounting Sta, '
Board of Japan, effective after 31 March 2010, which eliminated LIFO inygpy"
accounting as part of the program to eliminate differences between Japa |
accounting standards and International Financial Accounting Standards,

,420 Employee compensation

psation to employees may include salary (hoshiz — #RH), bonuses (skayo
Pe) or retirement payments (fzishoku kyiyo — IBEi#55). These costs are
F /; deductible as business expenses (CTL Art 22(3)(ii)). Exceptions exist for
4 sive salaries and excessive retirement payments.

e salaries to specially related employees

0ssiV
Lower of cost or market method (teikaho — i) -

Under the lower-of-cost-or-market method, a corporation values its inVeﬂtory _
the lower of either: :

ecially related employee is one who is related to, is a de facra spouse of,
o is supported by and shares a livelihood with a corporation’s director or
Iwrson who is supported by and shares a livelihood with such an employee
C_EO Art 72). Salaries paid to specially related employees in excess of that
nally paid for the work rendered are not deductible by the corporation (CTL
+ 36 CTL-EO Art 72-2).

B cost, as determined under the cost method selected by the corporation, o
m  the regular cost to purchase the inventory at the end of the period (market Valy

Table 9: Time of electing inventory method (CTL Basic Circular 5-2-18) cessive retirement payments to specially related employees

; : : cessive retivement payments paid to specially related employees (based on the
Newly established corporation Date established '-'Ec:)d of €pioyment, circumstances of retirement and comparable payments
Corporation beginning business Date business begins the :ndustry) are not deductible by the corporation (CTL Art 34(2); CTL-EO
Beginning another new business Date new business begins '72-’?}.
Changing type of business Date of change 'ntive-baSEd compensation (gydseki rendd kyiyo — 45 EE4 5)
Change in inventory method “ TL Art 34)

Once selected, an inventory method should be used continuously thereafte: 1t
change in method is desired, an application for approval of the change iust
submitted to the tax office and approval must be received by the day Hefore fy
beginning of the tax year of the change (CTL-EQ Art 30(2)).

ien incentive-based compensation is determined by a company’s compensation
mmittee, executive officers (gyomu shikka yakuin — EBHAITHE) may not
rticipate in the decisions of that committee affecting their own compensation.
majority of the compensation committee must consist of independent outside
ectors when incentive-based compensation is considered, and all of these
:"pendent outside directors must approve decisions regarding incentive-based
mpensation.

If no method is elected

If a corporation fails to select an inventory valuation ireihod, the last purchas

price method must be used (CTL-EO Art 31(1)). fiod in which employee bonuses are deductible (CTL-EO Art 134-2)

Acts of concealment (inpei kasokoi — [E R LT ) ble 10: Deductible employee bonuses

Effective for tax years beginning on or after 1 January 2023, if a corporatia

files a final tax return containing an act of concealment of costs or fails to filed Circumstances of bonus When bonus is deductible
final tax return, the cost of sales and amount of expenses such as selling, genefd dy period is set by contract or rule and the Later of the set payday or date of
and administrative expenses and loss amount for the fiscal year related to thil Siount of bonus has been announced announcement

final tax return will not be allowed unless they can be substantiated thro 4 onuses included in expense and announced Period in which the announcement

tiore the end of the period and paid within one is made
month after the end of the period

ers Period when paid

Art 22(3)(ii), Art 34, Art 34(2) and Art 36 of the Corporation Tar Law:;

b 72, Art 72-2 and Art 134-2 of the Corporation Tax Law Enforcement
der

records maintained by the taxpayer (exceptions apply in the case of a disasterd!
other unavoidable cases) or the relevant transaction can be verified through a
examination by the tax office of the other side to the transaction (CTL Art 55
This rule does not apply to the direct costs of assets obtained for sale or transft

Law:  Art 29(1) of the Corporation Tax Law; Art 28, Art 28(1)(i)(a), Art 28(1)(il
Art 28(1)(i)(c), Art 28(1)(i)(d), Art 28(1)(i)(e), Art 28(1)(i)(f), Art 30(2) and Art 3l
of the Corporation Tax Law Enforcement Order; CTL Basic Circular 5-2-18
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4 by the officer is considered to be compensation to the officer. Examples

J Pf pargain transfers include the items listed below (CTL Basic Circular 9-2-10).
‘Eompensation arising from one of these transfers is treated as a bonus payment
nd maY not be deducted by the corporation (CTL Basic Circular 9-2-11):

94-430 Officers’ compensation

Compensation paid to officers of Japanese companies is subject to rules diffe.
from the salaries paid to other employees. Officers of Japanese corporations iy,
directors, auditors and liquidators. Examples of other officers of various COrpgy

entities include the following (CTL-EO Art 7, Art 71): gifts

-

pargain sales

-

| the president, vice-president, chairman and vice-chairman
sales to the corporation by an officer at above-market prices

the president and vice-president of an association

[
m  the administrator of a gomei gaisha or goshi gaisha forgiveness of an officer’s debt
o

representatives of foundations and non-juridical organisations j gratuitous assumption of an officer’s debt

m  apersonspecified asadirector or counsellor in the articles of incorporatigy bargain rental of property to an officer

m  other persons serving as advisors, etc, whose duties and positions are gjp pelow-market loan to an officer

to officers (CTL Basic Circular 9-2-1). ) other sexices provided to an officer at a bargain price

secret-nayments, and travel and entertainment payments, to an officer

Officers' salary (hasha — $REH)
net cirectly related to the corporation’s business

Salary is a continuous payment, based on a predetermined standard and comp
for a period of one month or less (CTL Basic Circular 9-2-13). Salary paid
officers is generally deductible by corporations, but salary that is unreasongpjg ‘ i . . . -
amount, or is not disclosed by the corporation, may not be deducted (CTL Art 340 " i inurance premiums paid for the benefit of an officer.
Compensation to officers in excess of that specified in the articles of incorpora O
and by the shareholders’ meeting is not deductible (CTL-EO Art 69). Compensas.
of officers which is concealed or disguised may not be deducted (CTL Art 3,
Beginning 1 April 2016, pre-transfer notification to the tax office of transfes
restricted stock as compensation for future services is not required, i

personal expenses of the officer borne by the corporation, and

mance-based compensation (gydseki rendo kydyo — 3E4EEE) 4 5)

the 2006 tax legislation, the deductible compensation in the form of bonuses
o officers who take part in the administration of corporations, other than family
ns, was based on the profits of the company (CTL Art 34(1); CTL-EO Art 69(1)).
ng 1 April 2017, in order to provide more flexibility to companies, “profit-
compensation (ricki rendo kyiyo — FaiiEE)455)" was expanded to include
rmance-based compensation”. Companies may now use, in addition to indicators
n profits, indicators based on stock performance and sales to determine bonuses
the Zaw Partially Revising the Income Tax Law, etc, Law No 4, 27 March 2017).
tion, indicators for years after the current year may also be included in the
tion of compensation. To be deductible for tax purposes, each of the requirements
yugh (6) enumerated below need to be satisfied (STML Art 66-11-2, Art 68-95-2).

Officers' bonuses (shoyo — H 5)

Pre-2006 rules. Officers’ bonuses (skoyo) are usually bas=d on the profitab
of the company. For Corporation Tax purposes, they .are" considered as
Jfrom income and may not be deducted to compute tavable income (CTL AR
before enactment of changes in 2006). A bonus is an extraordinary paymen
compensation that is neither salary nor a retirement payment (CTL Art 35(4) bel
enactment of changes in 2006).
he company is not a family corporation (beginning 1 April 2017, compensation
aid by a family corporation in a 100% control relationship with a non-family
ompany may be considered profit-based compensation).

] Officers acting in the capacity of employees. Bonuses paid to officers adl
in the capacity of employees are deductible to the extent they are reasol
in amount (CTL Art 35(2)). Such officers may include department he
section chiefs, etc, employed on a full-time basis, but may not include
president, vice-president, chief director, representative director, exect
director, managing director, liquidator or auditor, or the administrator
gomei gaisha or goshi gaisha (CTL Art 71). The bonus must be paid
same time as and the amount must be consistent with the bonuses p&
other employees (CTL Basic Circular 9-2-17). |

amount is determined according to an objective calculation method
d on indicators of profits referenced in the securities reports (legislation
ifective 1 April 2016 clarifies that indicators such as ROE (return on equity)
ay be used). Beginning 1 April 2017, indicators based on stock performance
id sales may also be used.

calculation method is set by the compensation committee within
months from the beginning of the accounting year (4 months for insurance

m  Bargain transfers to officers. If a corporation provides an economic adval d :
Mpanies).

an officer, the difference between the value received by the officer and the 8
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I [

ot be deducted in computing taxable income to the extent it exceeds ¥6

'l '((1);1 (¥8 million for years beginning before 1 April 2007) (CTL Art 35).

(4)  The amount is limited under the determination method and is similay ;.
method used to compensate other executive officers. Beginning 1 April 201y I
amount may be indicated by the predetermined number of stock shareg or o ¥
options to be issued or exercisable as compensation provided that the Uy, Y
shares or options is determined based on performance-based indicators, {

- cially controlled family corporation is a family corporation where 90% or more
spe stock or voting power is owned by the chief operating officer or persons related
. + officer, including family relatives (skinzoku), persons in a relationship similar to
rtal relationship, employees of that officer, persons supported by that officer and
oraﬁUns controlled by that officer and such related persons (CTL-EO Art 72(1)).

(5)  After determination, the amount is reported in securities reports withoyt el
(6) The compensation is paid, or is expected to be paid, within one month o .i

determination of its amount. Ut double deduction issue. Future tax legislation is expected to deal with
2 disparity in salary deductions provided under the tax rules for salaries paid

Specified investment managers (tokutei toshi un'yo gyosha — 4 & 1% &I A %%] S ompany OWners while similar deductions are not allowed to sole proprietors.

A specified investment manager is a company that derives at least 750, of e disparity arises beeanss an e-mployei ndytakes cll{eductlon ﬂl)r salory p ikt
revenues from investment management business such as financial ins.mm]e -er-employees and ﬂg‘- sa&arledhemp oyee may tah'? ag emp loyment H1epIne
business operators, special businesses for qualified institutional investors, e T eduction !see 113—23'519;)] ased on the same income, while the employment income
special business for overseas investors. A specified investment manager that g, ¥ geduction 1 not available to a sole proprietor.

not ordinarily file securities reports may, in tax years beginning on or after | AL Art 34(1), Aiv24(2), Art 35, Art 35(2), Art 35(4), Art 36 and Art 71 of the
2021 but not after 31 March 2026, satisfy the requirement described in (5) aboy s pration Tax Taw, Art 7, Art 69, Art 69(1), Art 71, Art 72 and Art 72(1) of the

by disclosing the required information on the website provided by the Finangiy - oration Tex T.aw Enforcement Order; CTL Basic Circulars 9-2-1, 9-2-10, 9-2-11,
Services Agency (STML Art 66-11-2, Art 68-95-2). L-13 and (-2°17

Restricted shares (joto seigen-tsuki kabushiki — 53 #| R TR ) : oo - .
e -340 Depreciation (shokyaku-hi — 1€ #)

For restricted shares granted as compensation for future services on or after 1 April 29
the company may deduct the shares as compensation expense in the year the ingp \ treatment of depreciation is discussed below. See §4-445A for the 2007 and
is included in the taxable income of the individual (that is, when rights to the shy \Q, changes to the depreciation rules.

become vested by the employee) (CTL Art 54). However, beginning 1 October Xyt

restricted shares are not considered deductible compensation if the number £ s xgs .
to be released from restrictions on transfer is based on performance-based indicatos, E -441 Acq uisition cost of depreCIabIe assets

(gankashokyaku shisan no shutoku
kagaku — JB AT (& E1 & FE O BUS{Hi4H)

.« o o : ; VT e cost of property which is put to use in a business or held for the production
Officers’ retirement payments (taishokukin — 1B 5 4) fincome may be recovered as an expense for depreciation over the useful life of

Retirement payments to officers are deductible only to the extent that they are reasonalltie property (CTL Art 31). The acquisition cost of depreciable property includes the
in amount (CTL Art 36). Reasonableness of a retirement payment is determined bastifuichase price and additional costs of obtaining the property, such as freight and
on factors, including the period of time the officer was employed, the circumstans fi0ading expense, transport insurance fees, the purchase commissions, and tariffs
of the retirement, the amount of retirement payments paid by other companies in ifiid costs of self-constructed assets (CTL-EO Art 54).

same industry and the size of the company (CIL-EO Art 72). Beginning 1 October 201k
in order to be deductible, retirement payments based on performance-based indicatas
must meet the requirements for performance-based compensation described above.

In the case of compensation to non-residents of Japan, beginning 1:Gctcber 2017 the
compensation may be deducted by the company in the year the non-resident would hay
included the compensation in taxable income if that person was:a resident of Japan,

5t to demolish existing structures

0sts to demolish structures on acquired land are included in the acquisition cost
. i . . . y the land if the demolition commences within approximately one year from the
Prior law: Compensation of officers of specially controlled family corporatiofs i€ of acquisition (CTL Basic Circular 7-3-6).

(tokushu shihai dozokugaisha no yakuin kyiyo — 45k S Rl L 0 1% Bfa)

Tax legislation in 2010 repeals the limit on compensation paid to the owners
specially owned family corporations. For tax years ending before 1 April 20l
compensation paid to the chief executive officer (gyomu shusai yakuin — EHEE
1% 8) of a specially controlled family corporation (“individually owned compar:

pairs

S 0 repair and property maintenance are ordinarily included in current
Pense. However, repairs that extend the useful life or enhance the value of the
JPerty are included in the acquisition cost (CTL Basic Circulars 7-8-1-6).
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Law:  Art 2(1)(xiv), Art 9(1), Art 9(2), Art 9(2)(ii), Art 9(4), Art 9(5), Art
12-2, Art 12-3, Art 12-4 and Art 19-1 of the Consumption Tar Lay. 9 3g),
of Law to Partially Revise the Consumption Taxr Law in Order to s, )
Resources for Social Security

312 Special rules for corporate mergers
- amalgamation by absorption (kyusha gappei — W& 1)

rger, or amalgamation by absorption, one company (the “merging” or
g ¢" corporation) succeeds to the property and obligations of another

(the “merged” or “transferor” corporation) and the transfe;ror corporatl_onm
-ato exist as a result of the amalgamation (Former Commercial Code (Shdho
€, [ aw No 48 of 1899) Art 409).

S ECype

ISfEre

§7-311  Special rules for exemption of inher
enterprise

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

ite({
are Usg .,:

er in the current year

. transferee (merging) corporation in a merger has not more than ¥10 million
3 illion before 1 April 2004) of taxable sales during the base }'Je;lrlod and the
E (merged) corporation has more than ¥10 million (¥30 million before 1

B l‘]i'f year of inherifance or succession. If the successor Operateg
proprietorship with less than ¥10 million (¥30 million before 1 April 20

taxable sales during the base period corresponding to the current Vear asferor

enterprise operated by the decedent has more than ¥10 million (¥3q an.d"' il 2004) of taxable ?a]es in the base p?rioql, He frefiberee corpor.atic_m is; e
before 1 April 2004) of taxable sales in the base period, the enterprisen} 4 ot from Consutaption Tax for the period in the current year beginning from
I i

hands of the successor is not exempt from Consumption Tax for the per |date of the niejger Consumppian Tet Tow Art 1))

beginning the day after the i i : )
Tailaw il’t 10(1]}]7‘ ¢ inheritance to the end of the year (Consum rer in @ vase period year

 meroar oceurs after the first day of the base period, but before the beginqing
carrent year, and the combined taxable sales for the transferee_ (mergmg]
\;J}atjon and transferor (merged) corporation are more than ¥10 m1l‘hon‘ (¥30
llion before 1 April 2004) in the base period, the transferee corporation is not

ept from Consumption Tax for the current year (Consumption Tax Law Art 11(2)).

8 In the first 2 years following the inheritance or succession. If the tayqh
sales for the base period of the enterprise operated by the decedent ap 1
taxable sales for the base period of a business operated by the sycges o
together total more than ¥10 million (¥30 million before 1 April 2004) \Q
enterprise in the hands of the successor is not exempt from Consumpticm‘" )
(Consumption Tar Law Art 10(2)). ' algamation by incorporating a new corporation (shinsetsu gappei — #iis £1/f)

_ )
| Two or more successors. If an enterprise operated by a decedent vasses tg

Or more successors, the amount of taxable sales must be allorat=a among th
successors, i

an amalgamation by incorporating a new company, the property and
ligations of transferor companies are succeeded to by a ngwly established
nsferee corporation and the transferor companies cease to exist as a result of
iamalgamation (Former Commetrcial Code Art 410).

] Separate business locations. If the decedent’s enterprize was operated 4
different locations and each successor receives a shars consisting of sep
business locations, the taxable income for the base period of each location
allocated to the successors to that portion of the enterprise (Consumption Tax
Law-EQ Art 21(1)).

orporation in the current year

any of the transferor (merged) corporations have more than ¥10 millionl (¥30
illion before 1 April 2004) of taxable sales in the base p_eriogi corresponding to
e year of the incorporation, the transferee (new) corporation is not exempt from

n Undivided interests. If the successors receive undivided interests in a onsumption Tax in the year it is incorporated (Consumption Tar Law Art 11(3)).

decedent’s enterprise, the amount of taxable sales in the base period must
be allocated to each successor in proportion to their statutory shares of the
estate as specified in Civil Code Art 900 to Art 903 (Consumption Tax Law
Basic Circular 1-5-5).

corporation in a base period year

merger occurs during the period from the day 2 years before the beginning of the
Irent tax year to the day before the beginning of the current tax year, and the ta).(a.ble
les during the base year of the new transferee corporation is not more than ¥10 million
130 million before 1 April 2004), but the combined taxable sales of the transferee and
finsferor corporations during the base year of the transferee Corporati.0n are more than
10 million (¥30 million before 1 April 2004), the transferee corporation is not exempt
om Consumption Tax in the current year (Consumption Tar Law Art 11(4)).

B Multiple successions. If a decedent’s enterprise was acquired by the decedent
by inheritance or succession during the 3-year period preceding the curreit
year, the amount of taxable sales in the base period is determined by including:
the taxable sales of each successor (Consumption Tax Law-EOQ Art 21).

Law:  Art 900 to Art 903 of the Civil Code; Art 10(1) and Art 10(2) of the
Consumption Tar Law; Art 21 and Art 21(1) of the Consumption Tax LaW
Enforcement Order

: Art 409 and Art 410 of the Former Commercial Code; Art 11(1), Art 11(2),
It 11(3) and Art 11(4) of the Consumption Tax Law.
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October 2023 may specify a desired effective date of registration if that date ;
least 15 days after the registration application is submitted. A request tq . i
a registration must be submitted by 15 days before the start of the foy an

tax period.

Contents of a qualified invoice. A qualified invoice will include:

] name and registration number of the qualified invoice issuer

i date of the transfer

8| contents of the property or service transferred (including any items ¢

for the reduced tax rate)

C°"5”mpti0n ,
O .

lgiy,

[ tax-inclusive or tax-exclusive amount of the transfers and applicableI

and tax rates. A qualified simplified invoice may include only the a

tax rates for the items

] amount of Consumption Tax

] name of the recipient of the qualified invoice. The name may be omitted |

qualified simplified invoice.

Table 6: Schedule of enforcement of invoice system rules

ppli(‘able

1

Until 30 September | 1 October 2019 fo 30|  Beginning 1 Octopay |
2019 September 2023 2023 !
Tax rate 8% 10% regular rate and 8% reduced rate
Invoice Pre-invoice system Categorised invoice Qualified invoice
system of maintaining maintenance system | maintenance svs‘ey, |
invoice records (simplified system) (fekikaku seissa-sho-ts)
(seikyii-sho-tG hozon | (kubun kisai seikyia- | hozon hachii: — ik
hoshiki — FEREZE | sho-10 hozon hoshiki | FHERELGEFHH)
REHR) - X Re#laR k&S
RAF 77 3)
Calculation Taxable purchases multiplied by the tax rate | Eiiher the previousr
of tax (warimodoshi keisan — ENR L 51E) (see allowed taxable
7-613) purchases method
(warimodoshi keisan
—BRLEH) ora
calculation based on
the accumulated taxes
included in qualified
invoices, etc (Zsumiage
keisan — TE_E\FFTH)
Invoice Name of issuer Additionally, Additionally,
content and receiver, date categorised items by | registration number
requirements | of transaction and applicable tax rate and tax rate
description and categorised items and
value of items (tax tax
included)
(7-611 © 2023 Wolters Kluwer Singapore Pte Ltd
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Until 30 September | 1 October 2019 to 30|  Beginning 1 Oclober
2019 September 2023 2023

8% 10% regular rate and 8% reduced rate

No particular duty (current system) Duty to issue invoice

Pre-invoice system of maintaining invoice Qualified invoice

records maintenance system
Simplified
calculation of sales
by tax rate (& %& L
At H)
SimpiiSied tax system | Simplified
(see 17-620) calculation of

purchases by tax rate
| (& % L 5H%) The
simplified tax system
may be elected after
the fact

.niance with the invoice system rules is necessary in order to qualify for the

wsp

- @ nedit for taxable purchases. An invoice system requires enterprises to maintain

D

topies of tax invoices for all purchased inputs in order to claim the credit.
laintenance of at least one of the following documents is required in order to be
digible for the credit.

A qualified invoice (tekikaku seikyit-sho — B FERE)
A qualified simplified invoice (tekikaku kan'i seikyit-sho — T8 255 K E)

i

An electronic record of a qualified invoice

Documents containing the information that would be included in a qualified
invoice that have been authorised by a qualified invoice issuer

Documents received from an intermediary or agent in the wholesale market,
agricultural or fishery cooperatives businesses dealing with agricultural or
fishery products.

Sample of a qualified invoice. The image below depicts a sample partial invoice
btalling ¥20,000 and a total Consumption Tax of ¥1,800. A food item qualified
or the reduced 8% rate is indicated with the 3 symbol (not all items are included
in the partial invoice) and the total of items at the 10% and 8% rates are indicated
it the bottom of the sample partial invoice.

(7-611
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[ferﬂfffd method. If the itemised method is used, the Consumption Tax
atmbutable to the refund is equal to the sum of the Consumption Tax on
1.efunds of purchases related to taxable sales plus the Consumption Tax
onl refunds of purchases related to common taxable and non-taxable sales
multiplied by the taxable sales ratio (Consumption Tax Law Art 32(1)(ii)).

Effective 1 October 2021, application for approval (skdnin shinsei-sho — AR
to use an alternative taxable sales ratio must be filed by the last day in the tax
for which the alternative taxable sales ratio will be applied and the taxpaye, i
receive approval of the application no later than one month following that |ag
the tax period when the application was filed. If approved, the alternative Methg
be used in the tax period in which the application was submitted. Prior tg ;

2021, the taxpayer was required to receive approval no later than the last day i,
period for which the alternative taxable sales ratio would be applied and the
was effective beginning in the tax period in which the approval was receiveq

Pproportional method. 1f the itemised method is not used, the Consumption
: .x attributable to the refund is equal to the Consumption Tax on the refund
ADPrgy multiplied by the taxable sales ratio (Consumption Tar Law Art 32(1)(iii)).

_chases of gold or platinum bullion. Copies of personal identity documents
- t be obtained from persons from whom gold or platinum bullion is purchased
© these documents must be retained by businesses in order to qualify the
~chases for the credit for taxable purposes (Consumption Tar Law Art 30(11);
qmption 1ax Law Enforcement Regulations Art 15-4(1)). In order to reduce
1d and platinum smuggling, effective for purchases on or after 1 October 2021
nassport or residence card, etc, of a person without an address in Japan will no
-ger qualify for this purpose. This change limits the ability of Japanese businesses
urchase gold or platinum from foreign visitors.

B AT Art 30(1), Art 30(2), Art 32, Art 32(1)(i), Art 32(1)(ii) and Art 32(1)
o of the Consumption Tar Law; Art 48 and Art 48(1) of the Consumption Tax
,r nforcement Order

.

Proportional method

Where the itemised method cannot be used, the credit for taxable PUrchac
is determined under the proportional method by multiplying the amolm
Consumption Tax on taxable purchases and taxable property removed fry,
bonded area by the taxable sales ratio. M a

Example 5: Proportional method (national tax only using pre-2014 rates)
All figures in ¥1,000

Purchases relate fo.: Returns amouny g,

Taxable sales

Common (taxable and non-taxable sales)

Non-taxable sales
Total

7-620 Simplified tax system (Kan'i kazei seido
| — i Z kB il )

simplified method of calculating the amount of Consumption Tax on taxable
irchases is provided in order to reduce the administrative burden on medium-
nd -sized businesses (Consumption Tax Law Art 37). Under the simplified system,
e cost of purchases is estimated as a percentage of the sales price using a “deemed
urchase ratio”, which varies depending on the type of enterprise. Only enterprises
ith taxable sales during the base period (the tax year 2 years before the current
i year) not exceeding ¥50 million (¥200 million for tax years beginning before
April 2004) may use the simplified system.

The taxable sales ratio is .94061 (see prior example)

Consumption Tax on purchases relating io:

. S
All sales: ¥15,500 x 105 = ¥590

Credit for taxable purchases = ¥590 x .940C 1= ¥555
Adjustments for returns, etc

If an enterprise returns, or receives a refund of all or part of the amounts paid for
property used in the calculation of the credit for taxable purchases, the credit must
be reduced by the portion attributable to the refund (Consumption Tar Law Art 32

eduction in scope of enterprises eligible for the simplified system

ihen the Consumption Tax was originally enacted in 1988, enterprises with base
triod sales not exceeding ¥500 million were eligible to use the simplified system.
le sales limit was first reduced to ¥400 million and then to ¥200 million for tax
tars beginning on or after 1 April 1997.

Percentage of tarable sales is at least 95%

If the percentage of taxable sales in the tax year is at least 950%, the amountof
Consumption Tax on the returns, etc, is deducted from the total Consumptiol
Taxes on taxable purchases (Consumption Tax Law Art 32(1)(i)). 004 tax years

Percentage of taxable sales is less than 95% Or tax years beginning on or after 1 April 2004, only enterprises with base period
dies not exceeding ¥50 million may use the simplified system. Sole proprietors
e under the new rule beginning with the 2005 calendar year. Corporations with
31 March year end were subject to the new rule for the first time in the tax year

Binning 1 April 2004 and ending on 31 March 2005.

If the percentage of taxable sales in the tax year is less than 95%, the amouﬂt"f
Consumption Tax on the returns, etc, is determined using the method originallf
used to determine the credit for taxable purchases, ie the itemised method or the
proportional method:

=
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2 the enterprise hEEd no transfers of taxable property other than those CXen ol AT ol RTen 1 DA BhE T e or T
from Consumption Tax under the Comsumption Iar Law or Othey lay mption Tax returns for the tar year Interim returns and paymenis are due
treaty. s L f prior tar within 2 months afier the day following the end of the interim
. pr ! year payment period
Deadline for tax payments First 3-month period Second 3-month Third 3-monith
The legal deadline for payment (hotei noki-gen — i=EHIHAMR) of Cop, period period

SUmpe

Tax by individual enterprises is 31 March of the year following the tax — han ¥4m, 1s of the prior period
ol zot more than | Consumption Tax

3 Interim return is
required for each

3-month interim

year,
Simplified extension request. A simplified procedure for requesting an ¢
of time for filing the Consumption Tax return and making payment for the
year is provided by writing in the upper right margin of the tax return ” Ap

Xteng,
2001 4,

Dlica_

14 of the prior
period Consumption
Tax

Interim return is
required for each

V4 of the prior
period Consumption
Tax

Interim return is
required for each

for Extension of Tax Return Due to New Coronavirus” (#2047 1, Al payment period 3-month interim 3-month interim

% F 5 A IR 2 = 1 5). This would be written above “GK0304” on the SaL payment period payment period
. 1p

form shown in §7-721. than Interim tax payment of V2 of the prior period

8090, but not | Consumption Tax
re'than ¥4m Tnierim return is required only for the first
i ( ¢-month period (due at the end of August)

Extended deadline for 2021 year. For those who have difficulty Teporting
Consumption Tax due to the effects of the COVID-19 pandemic by the deadlin,
31 March 2022, an extension of time is available until 15 April 2022. The dead],
for 2021 tax year payments for those who have extended the filing and pay, '
deadline and are using transfer tax payment (furikae nozei — # B 41B1) is 25
2022 for those who filed between 1 April and 15 April 2022. Persons filing aftery
April will be contacted individually by the tax office regarding the transfer gy

Law:  Art 45(1) of the Consumption Tax Law ) ‘ -725 Tax return for foreign goods removed

97-724 Interim tax returns (Chdkan Shinkoku from 2 bongsg i _
_ I:I:l FEﬁ EF! %) ] an enterprise intends to remove foreign goods from a bonded area, it must

] bmit a tax return to the customs director stating the name and quantity of the
Enterprises must file interim Consumption Tax returns and make interim f ods, the amount of the tax base and the Consumption Tax on the removal of the
payments if the amount of Consumption Tax on their return for the prior yeg

ods from the bonded area (Consumption Tar Law Art 47(1)). Consumption Tax
exceeds certain limits summarised in the table below (Consuipiion Tar Law An on the goods must be paid to the customs director with jurisdiction over the
42(1), Art 42(4), Art 42(6)): )

nded area before the goods are removed from the bonded area (Consumption Tar
w Art 50(1)). An extension of time to pay Consumption Tax of up to 3 months
Table 9: Interim tax payment J ay be granted by the customs director if the person removing the goods files a
! uest for extension of time and furnishes security in an amount equal to the
pount of deferred tax (Consumption Tar Law Art 51(1)).

Art 47(1), Art 50(1) and Art 51(1) of the Consumption Tax Law

ot more than No interim tax payment or interim return required, but there is an
480,000 | optional interim return system available

At 42(1), Art 42(4), Art 42(6) of the Consumption Tax Law

Final Amount of interim tar payvments and requirement for interim |
Consumption Tar returns for the tax year Interim returns and payments are due |
Jor the prior tar within 2 months after the day following the end of the interin I

year payment period I

First 3-month period | Second 3-month Third 3-month 71-730 Notification fili ng requ irements
period period

} following table summarises various notification filing requirements under the
nsumption Tax Laiv.

More than ¥48m | 1/12 of the prior period Consumption Tax is required to be paid
monthly
11 interim returns are required, one for each interim payment

month and the final tax return for the year

4——/7
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Automatic assessment (jido kakutei — HEIREE). .. ooovvvnnno
Self-assessment system (shinkoku nozei hoshiki —

Correction (kosei — ¥ 1E) and determination (kettei — HR5E) ... ..... .
Estimation assessment (Suikei Kazei — #5TRRBE) . .......ooooi. .
Penalty taxes — administrative assessment ( fuka kazei

Hoshili — BB B + cnas o owns v smes s woms wwws 3 3 0595 5 5B

Penalty taxes (Kasanzei —

Delinquency Tax and Interest Tax (entaizei oyobi rishizei —

FEMBLLUFITB) oot e et

Advance ruling system (Jizen Shokai —
Collection of national taxes (Kokuzei No Chashi — [EFi 0 #40[%)

Collection of national taxes (Kokuzei No Choshi — EFL QML) .. ... ... 18-309
Tax representative system (ndzei kanrinin seido — B E I AMIE) ... ® 3
~301

Notification (Kokuchi — FH1). .o oo vt
Demand (Tokusoku — BIR) oo
Advance demand (Kurigami seikyia-sho — 8 FEEREB) .. ... ... ... ...
Delinquency proceedings (Taing shobun — FFaAALAY) oo ooeve o ...
Seizure of property (Sashiosae — ZF A). ...
Demand for delivery (Kafu Yokyi — 3EFER). . .oooiin .., '
Participatory seizure (sanka sashiosac — ZMFEMZ) ... oottt oL 33
Conversion of seized property to cash (kanka — #ff) ......... .. N
Relief from conversion (kanka no yiyo — HlORET) .. ... 0 o0, ...
Distribution (haitd — BC28). . oot o e e e e el
Priority of tax claims (kokuzei yiisen — EBEE). .. .. 0 v ...
Extension of tax obligations to others (nozeigimu no kakucho —

LI DIEIR] & v 5 vvmssy 5 oves & wpanss ¥ 2000 © 05 5 05 & T30 5 oD 18-330

Tax Refunds (Kanpu — &)
Tax refunds (Kanpu — BT . oot e e 8-400

The Tax Appeal System (Fufuku Shinsa — 7R 2 )
The tax appeal system ( fufuku shinsa — FRREZE). ...ooovvevnn.... {8-500
Administrative review ( fufuku mashitate — ERFSL) ... .. ... ... 8-510

Request for re-examination (sai chosa no seikyi — FHaa O 5ER)
(prior to 1 April 2016 this was a “request for reinvestigation”
(Igi Moshitate = BB AT, cues womons & s 5 i 5 550 § 5@ § 6o 1 q8-511

Request for reconsideration (shinsa seikyd — FEFR) .....innn {8-512
Lawsuit (0870 — FFF8) « vttt e q8-520
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Procedural Tax Rules

2.100 Procedural tax rules

s substantive tax rules, including the /ncome Tax Law, Corporation Tax Law,
i ”mpnorz Tax Law and Inheritance Tax Law, etc, define how the substance of
~ous transactions and events will give rise to tax obligations. There are also
'cedul'al rules which provide the “process” that a tax matter will go through, ie
' determine how the enforcement of substantive rules will occur.

main divisions of procedural tax rules are:
Assessment. Procedures to determine the amount of tax owed by a taxpayer.
Tar collection. Procedures relating to how taxes are paid and collected.

Dispute resolution. Procedures for resolution of disputes between taxpayers
and tax administrators.

Consuzapiion Tar Law; Corporation Tar Law; Income Tax Law;, Inheritance

rticle 84. No new taxes shall be imposed or existing ones modified except by law
runder such conditions as law may prescribe.

hie key statutes enacted by the Diet under the authority granted by the Constitution
r administration of taxation are:

The General Law of National Tar (GINT) (Kokuzei Tsisoku-ho — EFiiE
HI#:, Law No 66, 2 April 1962). The General Law of National Tar contains
procedural and administrative rules for implementation of the tax rules. Under
the legislation proposed to be effective from 1 January 2012, but not adopted,
the General Law of National Taxr would have been renamed as the General Law
Concerning National Tax Procedures and Taxpayers’ Rights and Duties (Kokuzel
ni Kansuru Kyotsutekina Tetsudzuki narabini Nozeisha no Kenri oyobi Gimu
nikansuru Horitsu — BB AR 2 FLIBH 2 FHEIL O ABLE DR L U 85
12 4 2 ¥£12). This name change was intended to reflect the spirit of change in
administrative rules consistent with the introduction of the Taxpayers’ Charter.

The National Tax Collection Law (NTCL) (Kokuzei Choshii-ho — EFHIINE, Law
No 147, 20 April 1959). The National Tur Collection Law was superseded in part
by the enactment of the General Law of National Taxin 1962, but still contains
rules for certain types of tax collections, such as collections of delinquent taxes.
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Place where delivered ey are postmarked by the post office. If there is no postmark, or if the

me ; o . 4 . i v s
Tax documents are delivered to the home address or business aqg i J - aible: thegrdimary ety delfver is assued dn determining;ithe
taxpayer (GLNT Art 12(1)). Tess o L pmitted-
Delivery At 124 of the General Law of National Tax

113A Electronic records maintenance system
‘ . _ - . o,
(denshi chobo-té hozon seido — &k
L Ay
SR E)
) E[m‘mm’c Book Preservation Law” (Denshi Keisanki o Shiyo shite Sakusei
gokuzei Kankei Chobo Shorui no Hozon Hoho-10 no Tokurei ni Kansuru
oy — BTATEME AL CERT 3 EREARIREERO REFTESFO
TAkE 2 VEFE, Law No 25 of 1998) allows the preservation of all or part
ancial records scch as journals and invoices, etc, in electronic data form.
f_ on the digidization of the economy and society, in order to contribute to
f‘. rovemenucaf productivity by digitizing accounting, promotion of telework
mproyement of the quality of bookkeeping by utilizing cloud accounting
are otc, the requirements will be drastically simplified beginning
Tuan 2022,

& e 1 January 2022, prior approval of the head of the tax office is required for
of an electronic records maintenance system and only highly reliable systems

4 search function that will show the history or corrections deletions to the
+ds are allowed. Users of low-cost cloud accounting software etc are required to
serve paper records. Beginning 1 January 2022, the pre-approval requirement is
lished and electronic books and records that meet minimum requirements will
sermitted. Penalties and incentives will be provided to encourage proper use of
pew system.

nsition Tules. Transition rules applicable from 12 January 2022 through
December 2023 permit deviations from the requirements of the ZElectronic
)k Preservation Law in cases of either unavoidable circumstances preventing
ppliance or where output documents, limited to those in an orderly format and
ar state, can be provided upon request.

T.ax documents sent by the tax office, etc, are presumed delivered at
time of delivery (zsizio totarsu — 8% F|i%) when they are sent by regy. M
(GLNT Art 12(2)). The head of the tax office is to keep a record of the ngulaI n
document, the taxpayer’s name, address and date of mailing (GLNT Artagl(e}%

Personal service (kéfusatatsu — 32 4i%E)

Per§qnal service is achieved when the tax office, etc, delivers the docume

recipient (taxpayer) directly and obtains the recipient’s signature and seal (Sr;lts |
— Z ZFFEH]) (GLNT Art 12(4)). If the addressee is not present at the delive
the dpcument may be delivered to an employee or family member at t?éad
who is not a minor and who understands the significance of the delive '-5'
Art 12(5)(i)). If no one is available to accept delivery or if delivery is unrery [G
refused, the documents may be left at the address (GLNT Art 12(5)(ii)) 500

Effective time of delivery

Delivery %s v?ffective when, according to socially accepted norms, the documep O
placed within the recipient’s control (GLNT Basic Circular 12(10)). Return a’ )
document by the recipient has no effect on delivery.

Delivery by notification (kdshiki sotatsu — /2 3%i%)

Delivery by notification is used when the recipient’s address is unisiown or the
are Qifﬁculties in delivering to an address outside of Japan. Delivery is effecte
posting the name of the taxpayer and the intent to make dzlivery on the f;'
board of the tax office (GLNT Art 14(2)). Delivery by notificiticu is effective 7 .-':
after the notice is posted (GLNT Art 14(3)).

Law:  Art 12(1), Art 12(2), Art 12(3), Art 12(4), Art 12(5)(i), Art 12(5)(ii), Art 142
and Art 14(3) of the General Law of National Tux; Art 1 of the General Law of

National Tax Enforcement Regulations
relectronic transactions conducted on or after 1 January 2024, the transition

are modified to permit storage of electromagnet records that do not meet
 storage requirements by those who have a reasonable reason for the failure
vided:

the tax office acknowledges the reasonable grounds for the failure and

98-113 Submission of documents (shorui No
teishutsu — EFH D H)

A person who submits to the tax office a tax return or an application or notificatioll;
etc, mus.t include his or her name, address and seal imprint. This information must2
be provided for the representative of a corporation or other taxpayer (GLNT Art 1245

the taxpayer responds to any request to download the electromagnetic
records based on the tax office’s right to question and inspect and to present
- or submit the output documents of the electromagnetic records which must

Effective time of submission \] be in an orderly format and in a clear state.

The Sﬁneral rule is that a document is considered submitted as of the time whelk e stamp certification. A “time stamp” is information proving that electronic

it arrives at the tax office. But various tax documents are considered submitted @ W@ existed at a certain point in time and that the data have not been tampered
—_____,_-J'.
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Specially related individuals ” indirect control rules

Specially related individuals include: s beginning on or after 1 April 2005, enhanced indirect control rules will

: foreign corporation to be treated as a foreign-related person if either:

.‘ P eign corporation is associated with a Japanese corporation through a
haiﬂ of substantial control relationships or by a chain of substantial control
and stock ownership relationships, or

(1) an individual’s relatives
(2)  a spouse pursuant to an unregistered marriage

(3) an individual’s employees

o foreign corporation is associated with a Japanese corporation because both
com anies are directly or indirectly controlled by the same person through a
chain of substantial control relationships or by a chain of substantial control
and stock ownership relationships.

Art 66-4(1) of the Special Taration Measures Law; Art 39-12(1) and Art
(1)) of the Special Taxation Measures Law Enforcement Order

(4) persons other than those described in (1) through (3) who are depengeny.
the individual for a substantial portion of their daily support, anq Nty

(5) relatives of those mentioned in (2), (3) and (4) who share a commgp livel
with them. eli

Indirect ownership

For purposes of determining whether a brother-sister special relationship j pre
an individual or corporate shareholder is deemed to own indirectly al] of the
owned directly or indirectly by any corporation in which the shareholder
specially related individual in the case of an individual shareholder) ho]gs _'
or more stock interest. '

530 Arm's length price (Dokuritsu Kigyokan
Kakaku — J37 A 35 [ i 1% )

+ vules for determining an arm’s length price apply depending on whether
. ) . . s.n-related transaction is a sale or purchase of inventory, or any other
Substantial control special relationship - related transaction (STML Art 66-4(2)).

Corporations may be deemed to have a special relationship if either of
corporations can substantially control the other because it is able to complete
partially determine the other corporation’s business policies (STML-EOQ Art 39
(iii)). Substantial control may occur from interlocking directorates, or hui
financial or technological dependence.

or purchase of inventory

;u 's length price for the sale or purchase of inventory may be determined using
f the 4 following methods. The legislation effective for tax years beginning on
fer 1 October 2011 conforms to the OECD Transfer Pricing Guidelines (OECD
sfer Pricing Guidelines for Multinational Enterprises and Tax Administrations,
12010) by eliminating the priority of application among methods. In each
‘the method most appropriate to the circumstances should be used (STML Art
2); STML-EO Art 39-12(8)).

Comparable uncontrolled price method (dokuritsu kakaku hijunho — PhILAMA E
#EHE): a price that would be determined by an unrelated seller and buyer of the
same kind of property under conditions involving similar levels of transactions.

Resale price method (saihanbai kakaku kijunho — FIRRRFTAMAGFEMETE):
determined by deducting a normal amount of profit from the price at which
‘the inventory is resold to a person who is not a specially related person.

Cost plus method (genka kijunho — JRfiZE4EVER): determined by adding a
normal amount of profit to the amount of the costs incurred by the seller to
-acquire the inventory in question by purchase, manufacture or by other acts.

Other methods corresponding to (1) to (3) and methods described in
regulations. Methods included in regulations issued under this provision
include the following methods (STML-EO Art 39-12(8)):

(A)  The profit split method (riek: bunkatsuho — Fl254 E)i%)

()  Comparable profit split method (khikaku rieki bunkatsuho — VI
FZE A ENE)

Interlocking directorates

Interlocking directorates occur where at least 50% of the\ directors
representative director) of one corporation are also directors.oi employees of
other corporation.

Business dependence

Business dependence occurs if a substantial part of a corporation’s busines ‘

conducted with the other corporation.

Financial dependence

Financial dependence occurs if a substantial part of the funds needed F_
corporation to conduct business are borrowed from the other corporation 0F
acquired pursuant to guarantees provided by that other corporation.

Technological dependence

Technological dependence occurs if a substantial part of the technology neces
for a corporation to conduct its business, such as patents, utility model 1§
design rights, trademarks or other industrial property rights, or know-how, et&
provided by the other corporation.
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Name, etc, of foreign-related persons

f the group’s parent company beginning on or after 1 April 2016. The report

Lease payments for the use of tangible property

10 epared in English (STML-EQ Art 22-10-4(4)). It must be filed with the

Amount received:
Amount paid:
Method of calculation:

ot tax office within one year from the end of the parent company’s year by
" fling- An MNE with consolidated gross earnings less than ¥100 billion in the
¥ jing year is exempt from Japanese CbC information reporting. A penalty up
200,000 maY apply to failure to provide the report timely without good reason.

Royalties for use of intangible property

* ort is prepared by the parent company and reports for the parent and each

Amount received:
Amount paid:
Method of calculation:

diary for each tax jurisdiction in which they do business the businesses and
51 es in the tax jurisdiction including:

Gross income, net income and income tax

Interest on loans

Amount received:
Amount paid:
Method of calculation:

Amount of capital

Financing information

[Blank: use to report other transactions]

Amount of tangihle assets

Amount received:
Amount paid:
Method of calculation:

Main business.

cter file (R AX—7 7 A4 ) (jigyo gaikyo hokoku jiko — FEFEMMIRE
). Mastc files must be submitted to the tax office for each fiscal year of

Are there any existing advanced pricing agreements?

Yes | Vool : grou)'s parent company beginning on or after 1 April 2016 (STML Art 66-4-
No | No | w. Tke n.e must prepared in either Japanese or English (STML-EO Art 22-10-

Law:  Art 66-4(15) of the Special Taration Measures Law; Art 39-12(1) or g,
39-112(1) of the Special Taxation Measures Law Enforcement Order \

99-541 Base erosion and profit shifting
(BEPS) information reporting (tokutei
takokusekikigyo guripu ni kakaru |
kunibetsu hokoku jiké no teixyo —

RTEZEERES V—TU
1% % [H 5 G HIAD L)

Japan has enacted information reporting rules to conform to the transfer pricing
documentation rules in the OECD BEPS Project report Transfer Pricing Documentation
and Country-by-Country Reporting, Action 13 — 2015 Final Report (5 October
2015). The OECD guidance requires multinational enterprises (MNEs) to provide tax
administrations 3 files and reports: (1) an annual country-by-country (ChC) report
(2) a “master file”, and (3) a “local file” specific to each country (STML Art 66-4—4]-I

Multinational enterprises (MNEs). A multinational enterprise is a group of
companies that file consolidated financial statements and have permariﬂl_f‘
establishments or the equivalent in 2 or more tax jurisdictions (STML Art 66-4

4(4)(ii); STML-EO Art 39-12-4(3)).

Country-by-country (CbC) report (kunibetsu hé kokusho — E'Jﬁﬁir’;‘g]‘
Country-by-country reports must be submitted to the tax office for each fis€

o). must be filed with the district tax office within one year from the end
me parent company's year by e-tax filing. An MNE with consolidated gross

pS master file information reporting. A penalty up to ¥300,000 may apply to
lure to provide the report timely without good reason. The report is prepared
the parent company on general conditions and activities of the business group
d high-level information regarding their global business operations and transfer
icing policies including:

An organization chart of the business group
A summary of the business
Information on intangible assets held by members of the group

Information on inter-group financing activity and the overall financing
situation for the group as well as information on tax payments.

eal file (@ — 4 7 7 4 V) (dokuritsu kigyo-kan kakaku o santei suru tame
hitsuyo to mitome rareru shorui — WL ARZERE MG # HET 2 /-0 1L BE
i 5 % EFW). Local files must be prepared and maintained for each fiscal
ar beginning on or after 1 April 2017 by the parent and each of the subsidiaries
IML Art 66-4-6). The file contains detailed information regarding the calculation
am'’s length prices among related persons. It should be retained by the Japanese
mpany conduction foreign related transactions for 7 years (STML-EO Art
-10(2)). It will identify material related party transactions, the amounts involved,
il an analysis of the transfer pricing determinations related to those transactions.
Itign related transactions with a foreign related party totaling less than ¥5
lion in the prior year (or the current year if there is no prior year) and intangible

—______/
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attachments or other documents as needed (Commissioner’s Directive gy
Agreement Procedures 10). Documents to be attached include the following_ 3

| if a tax issue has arisen or is expected to arise in Japan or a treg
country — copies of the tax assessment or other documents that des
issue, an outline of the facts and a summary of the applicant’s or the
related person’s position in the case

Partyg
I ¢
forej
] if the application is related to an issue which is subject to an admip

appeal or lawsuit — documentation of the filing of the appeal or lawgy
summary of the position of the taxpayer or the foreign-related person in the

iStraﬁ

(] if the application concerns taxation of transfer pricing in Japan or 4 tre
partner country — documents indicating the direct or indirect

. . Capj
relationship or the extent of actual control between the parties invmvggt;{

the transactions which are the subject of the request
| materials explaining issues involving dual residency, if applicable

m  copies of any documents filed with the treaty party country by the 3

or the foreign-related person requesting mutual agreement procedures, ang

] any other materials relevant to the mutual consultations.

Use of Foreign Corporations as Tax Havens
(Takkusu Heibun Gassan Zeisei — X v 7 A N\

7 v aEAH])

99-600 Foreign subsidiaries combined tax system

(gaikoku kogaisha gassan zgize1 —

S EF A BB )
Under both the /ncome Tar Law and the Corporation Tox Law, countermeasures
have been established to prevent Japanese taxpayers from using certain foreign-
related corporations, known as specified (fokutei gaikoku kankei kaisha — FFEN
E & <+4t) or applicable (taishd gaikoku kankei kaisha — % 4MEEESH
foreign-affiliated corporations, as tax havens (STML Art 40-4, Art 66-6). Under

these rules, the income of these foreign-affiliated corporations must be included in
the income of its Japanese shareholders.

Law: Art 40-4 and Art 66-6 of the Special Taxation Measures Law

€9-605 Foreign-affiliated corporation (50% test)

A foreign-affiliated corporation subject to the tax haven rules is a foreigl
corporation that is more than 50% owned, directly or indirectly, by Japanest

19-600 © 2023 Wolters Kluwer Singapore Pté Ltd
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gents and that is located in a jurisdiction where either there is no corporate
me tax or the foreign corporate income tax burden is 25% or less of income
0" " A vt 40-4(1), Art 66-6(1)). Effective for tax years of the foreign corporation
 ipning on or after 1 April 2010, the “trigger rate” is reduced to a foreign
fo rate income tax burden of 20% (30% for paper companies) or less (STML
i 40_4[5), Art 68-90(5)). This change was deemed necessary in order to avoid
4 COuraging Japanese direct investment in developing countries with low tax rates
ch as China, Korea, Malaysia and Vietnam (Ministry of Finance, Outline of 2010
" Reform, 22 December 2009). The trigger rate has been modified to /Jess than
% peginning 1 April 2015 to take into account the reduction of corporate tax
e in the United Kingdom to 20% on that date. If the foreign jurisdiction imposes
. on corporations using graduated rates, the highest graduated rate may be used
hen determining if the 20% test is satisfied (STML-EO Art 39-14(2)(iii)). For tax
ears of a Japanese corporation ending on or after 1 April 2019 in connection with
' vears of a foreign-affiliated corporation beginning on or after 1 April 2018,
Ljculation of foreigu taxes attributed to a foreign-affiliated corporation is made
Lithout adjustments for consolidated tax or pass-through entity rules.

gulations issued under the 2011 legislation deem the trigger rate to be the
ominal tax iate (kyomen zeiritsu — KAL) in the foreign jurisdiction if the
preigr coiporation has zero income for the year (STML-EO Art 39-14(2)(iv)).

poveei ownership through foreign intermediaries. For tax years of foreign-
«liated corporation beginning on or after 1 April 2018, direct or indirect ownership

3 yof more than 50% of the foreign-affiliated corporation is determined by attributing

gynership through another foreign company to the Japanese shareholders only if
he Japanese shareholder owns more than 50% of the shares of the intermediary
fpreign company.

Deemed satisfaction of the 50% test. Beginning for tax years of the foreign-
ffiliated corporation beginning on or after 1 April 2018, 50% test for ownership
yill be deemed satisfied if Japanese shareholders have a claim to almost all of
the residual assets of the foreign-affiliated corporation regardless of their actual
stock ownership (STML Art 40-4, Art 40-5, Art 40-7, Art 40-8, Art 66-6, Art 66-7,
it 66-8).

Discretionary tax rates

Ihe legislation applicable to taxes paid on or after 30 June 2011, treats only the
lax under the minimum rate as a foreign tax for purposes of the Japan foreign tax
tiedit and the 2000 trigger rate test for a foreign-affiliated corporation if the rate

0f tax paid by a company to a foreign jurisdiction is higher than the minimum
lite available to the company (STML-EQ Art 25-19(2)(iv), Art 39-14(2)(iv})). This
thange was prompted by the 3 December 2009 Japan Supreme Court “Guernsey
tse” (Japan Supreme Court, 3 December 2009, No 2070, page 45). In that case, the
tourt held that, in the absence of an express provision to the contrary, taxes paid

lrsuant to an agreement between the subsidiary of a Japanese company and the

Uernsey tax authorities at a rate of 26%, instead of the otherwise applicable rate

I 2500, satisfied the 25% trigger rate test and allowed the subsidiary to avoid the
@ haven treatment.
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in the country where its home office is located. But dividends recejy

foreign-affiliated corporation from another foreign-affiliated corpm-at[@ed by
income has been included in the income of the Japanese parent cqp, ! Whg
deductible by the foreign-affiliated corporation receiving the dividenq dny o

If a 10% Japanese shareholder receives dividends from a fOfeign-aff. |
corporation that are not eligible for the foreign dividend exemption (see 4 Ul
the dividends are not included in its income to the extent the dividepq ; 1
out of the amount subject to tax included in the income of the 1004 ]
shareholder during the 10 years prior to the beginning of the taxable

dividend was received.

Japaft
Year he

Foreign dividend deduction or credit limited to dividend income l

attributable to income subject to adjustment under the controlled foreign ,
corporation rules ;

For tax years beginning on or after 1 April 2021, the amount of foreign Wwithhg]gs j
tax allowed as a deduction or credit is limited to the portion corresponding tol
amount subject to double tax adjustment under the special taxation of incg
related to foreign affiliated companies (the “combined tax system of fore;
subsidiaries” (§9-600) (gaikoku kogaisha gassan zeise — ?F?%?i%ﬁﬁ
(STML Art 66-8, Art 66-9-4, Art 68-92, Art 68-93-4).

1.  Deduction of foreign taxes for companies eligible for the foreign divige
exemption system (see {4-633A). A deduction is allowed for dividengs

received from a foreign subsidiary if the recipient corporation has helg
least 25% of the foreign subsidiary’s stock for at least 6 months prior ti@
date the obligation to pay the dividend arises (ie, eligible for the icreign
dividend exemption system) but the deduction is limited to amaunt thatjg
subject to adjustment for double taxation under the combined-fax system gf

foreign subsidiaries rules.

2. Foreign tax credit allowed for other companies. For corznanies not described

in the preceding item (1.) a foreign tax credit is allow=d +er dividends received

from a foreign subsidiary, limited to the amount that is subject to adjustment
for double taxation under the combined tax system of foreign subsidiaries
rules.

Example. The Liberal Demaocratic Party Tax Commission provides an example of
a Japanese company that receives 150 as a dividend from a foreign subsidiary
where 15 foreign withholding tax was paid. One hundred was included in the
Japanese income of the Japanese company under the combined tax system of
foreign subsidiaries rules and 100 of the dividend is excluded from Japanese
income of the Japanese company as a double taxation adjustment.

Case 1. Foreign dividend exemption system applies (25% of the shares of the
foreign subsidiary have been held for at least 6 months). Prior to 1 April 2021,8
full deduction was allowed for the foreign withholding tax (15). Beginning 1 April
2021, only the foreign withholding tax subject to the double taxation adjustment
(10) is deductible.

99-620 © 2023 Wolters Kluwer Singapore Pte Ltd
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Foreign subsidiary Japanese company

95% dividend Foreign withholding tax
exemption (15)

(50x95% = 47.5) Before 1 Beginning 1
April 2021 | April 2021

Dividend excluded | Full Non-

from income deduction | deductible 5
(double taxation 15 "
adjustment) 100 Dedustible:10

j\.ridmds 150

coreign :
1 thholdlng
& 15)

Specified taxable
income under

the combined tax
system rules: 100
(taxable in Japan)

e 2. Foreign dividend exemption system does not apply. Prior to 1 April
1, a full deduction was allowed for the foreign withholding tax (15). Beginning
“yoril 2021, a foreign tax credit is allowed for the foreign withholding tax (5)

iputable to the dividend included in taxable income (50).

Japanese company

Foreign subsidiary
\ Dividend included in | Foreign withholding
taxable income 50 tax (15)

0y lends Before 1 Beginning 1
150 i April 2021 April 2021
& oreign Specified taxable | Dividend excluded | Full Foreign tax

withholding income under from income (double | deduction 15| credit 5
fax 15) the combined tax | taxation adjustment)
system rules: 100 | 100

(taxable in Japan)

No foreign
tax credit 10

aw: Art 23-2(1) of the Corporation Tax Law; Art 22-4(2) of the Corporation
iax Law Enforcement Order; Art 66-6(1) and Art 66-7(1) of the Special Taration
Weasures Law

{9-621 Deduction for previously taxed dividends

ividends paid by a foreign-affiliated corporation to a Japanese shareholder are
enerally included in income in the same way as other dividends and a direct or
ndirect foreign tax credit is allowed for foreign taxes on the dividends under the
egular rules (CTL Art 69(4)). To avoid double taxation of income previously taxed
inder the tax haven rules, a deduction is allowed for dividends paid out of retained
tamnings of the foreign-affiliated corporation that have previously been taken into
ncome by a Japanese resident individual or Japanese corporation (SIML Art 40-5,
Art 66-8). The deduction is calculated by subtracting the income of the current
jear before Corporation Income Tax of the foreign-affiliated corporation from the
imount of dividends paid and multiplying the result by the percentage of shares of
e foreign-affiliated corporation owned directly or indirectly by the Japanese 10%
Shareholder (STML-EQ Art 39-19(2)). The deduction is allowed for dividends from
iforeign-affiliated corporation to the extent of the foreign-affiliated corporation’s
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