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chapter 1: structure of the Japanese Tax System

OVERVIEW OF THE JAPANESE TAX SYSTEM

€1-100 Overview of the Japanese tax system
The modern Japanese tax system dates from 1950 when the Japanese Diet cnacted a series of tax

reform ideas advanced by Dr Carl Shoup. The Shoup plan was noteworthy for its comprehensiveness.

Tt replaced a system hased on indirect taxes with one which is now centered around direct corperate
and individual income taxes, supplemented by indirect taxes on consumption, customs, property and

environmeutal levies.

ajor taxes in the Japanese tax system
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. As ?he to]lowinog tablf':s ir%dicate, the percentage of national revenue represented by direot taxes
n Japan is about 58%, which is about the same as in the UK but considerably less thanih the US
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7 (1) i 3
where over 90% of federal tax revenues are derived from direct taxes.
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Table 1 Japanese direct and indirect taxes (all yen amounts in ¥ hillion)
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Direct tax

Income Tax

- Withholding Tax

- Self-assessed Tax

- Special Restoration Tax
Corporation Tax
Inheritance Tax

Local Corporate Special Tax
Local Corporation Tax
Indirect tax
Consumption Tax

Liquor Tax
Gasoline Tax
Tobacco Tax

Liquefied Petroleum Gas
Tax

Aviation Fuel Tax
Petroleum Tax

Motor Vehicle Tonnage Tax
Custom duty

Tonnage Tax

Stamp duty revenue

Local Gasoline Tax

Liquefied Petroleum Gas
Tax (SA)

Aviation Fuel Tax (SA})

FY 2016 FY 2017
Budget Budget

amount % of total amount % of total
35,024  57.23% 35477  57.76%
18,352 29.99% 18,324 29.83%
15,059 24.61% 14,874 24.22%
2916 4.76% 3,074 5.00%
377 0.62% 376 0.61%
12,233 10.99% 12,391 20.17%
1,921 3.14% 2,115 3.44%
1,881 3.07% 2,003 3.26%
637 1.04% 644 1.05%
26,173 42.77% 25947 42.24%
17,185 28.08% 17,138 27.90%
1,359 2.22% 1,311 2.13%
2,386 3.90% 2394 3.90%
923 1.51% 929 1.51%
9 0.01% 8 0.01%
52 0.08% 52 0.08%
688 1.12% 688 1.12%
385 0.63% 370 0.60%
1,106  1.81% 953 1.55%
10 0.02% 10 0.02%
1,052 1.72% 1,092 1.78%
255 0.42% 256 0.42%
9  0.01% 8 0.01%
15 0.02% 15 0.02%
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FY 2016 FY2017
Budget Budget

) ()

e E R ('

amount % of total amount % of total

Motor Vehicle Tonnage Tax

(SA) 264 0.43% 254 0.41%
Fehll & A (55) Special Tonnage Tax (SA) 12 0.03% 12 0.02%
EIR LSRR () Promotion of Power-

resources Development Tax

(SA) 320 0.52% 313 0.51%
il SRR (BF)  Special tobacco surtax 143 0.24% 144 0.23%
RET Total 61,197 100.00% 61,424 100.00%

SA: Special account revenue not included in the general revenue,

(Derived from MOF figures)
Table 2: Comparison of composition of national revenue among G6 countries (direct tax,
indirect tax)
Japan us UK
Fiscal Year Direct Indirect Direct Indirect Direct Indirect
1991 73.3 26.7 90.8 9:2 56.9 43.1
1992 70.7 293 90.3 9.7 55.9 da.d
1993 69.4 30.6 90.5 9.5 54.1 45.9
1994 66.6 334 90.3 9.7 54.0 46.0
1995 66.1 33.9 90.8 99 40 451
1996 65.3 34.7 92.1 7.9 547 45.3
1997 63.4 36.6 92.6 7.4 56.8 432
1998 593 40.7 93.2 6.8 574 42.6
1999 572 42.8 92.5 7.5 273 42.7
2000 61.3 38.7 933 6.7 58.2 41.8
2001 59.5 40.5 93.2 6.8 58.3 41.7
2002 56.3 43.7 923 7.7 57.2 42.8
2003 56.1 ¢ 43.9 81.6 8.4 56.2 43.8
11-100
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Japan uUs UK
Fiscal Year Direct Indirect Direct Indirect Direct Indirect
2004 582 41.8 61.8 8.2 37 429
2005 60.3 39.7 92.7 7.3 59.1 40.9
2006 61.9 38.1 93.5 6.5 60.0 40.0
2007 61.4 38.6 94.5 5.5 59.6 40.4
2008 597 423 94.0 6.0 61.2 38.8
2009 52.9 47.1 92.7 7.3 59.7 40.3
2010 56.3 43.7 923 7.7 58.5 41.5
2011 57.2 42.8 92.6 7.4 563 43.7
2012 58.7 413 92.7 7.3 56.1 439
ank 60.8 39.2 93.3 6.7 54.1 459
[ 2014 56.8 432 N/A N/A 54.6 454
2015 56.8 432 N/A N/A N/A N/A
2016 57.2 428 N/A N/A N/A N/A
2017 578 42.2 N/A N/A N/A N/A
Germany France Ttaly
Fiscal Year Direct Indirect Direct Indirect Direct Indirect
1991 49.6 504 40.6 59.4 55.6 44.4
1992 49.8 502 39.7 60.3 58.5 41.5
1993 47.6 52.4 40.2 59.8 59.4 40.6
1994 45.8 54.2 393 60.7 54.2 45.8
1995 479 52.1 39.6 60.4 54.8 452
1996 46.0 54.0 392 60.8 55.4 44.6
1997 458 54.2 39.6 60.4 56.7 433
1998 45.4 54.6 39.6 60.4 52.4 47.6
1699 46.9 55:1 41.5 58.5 53.6 46.4
2000 474 52.6 433 56.7 52.1 479
2001 43.9 56.1 44.7 553 54.4 45.6
Japan Master Tax Guide T|1'100
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) . : d % of revenue from ‘
Germar, France Ttaly Year General account Revenue i:r ;,;:; I;ues an i e |
revenue .
| Fiscal Year Direct Indirect Direct Indirect Direct Indirect 510300 67 |
763,390 ’
| 2002 423 57.7 43.1 56.9 52.9 47.1 1994 10,308 &5 |
805,572 :
2003 41.7 58.3 428 572 515 48.5 1995 20,601 64
318,090 ,
2004 412 58.8 412 58.8 50.6 494 1996 a3 & f
801,704 :
2005 414 58.6 53.0 47.0 50.7 493 1987 iR 55 |
897,827 221 \
2006 43.4 56.6 419 58.1 52.2 47.8 1323 S =0
943,763 ’
2007 437 56.3 42.0 58.0 53.6 46.4 1999 - 54 ‘
033,010 ’
2008 44.9 55.1 424 57.6 55.1 44.9 2000 5 ) 55 |
869,030 » )
2009 416 58.4 40.6 59.4 55.0 45.0 2001 ’ I <0
- 872,890 »
2010 413 58.7 43.0 57.0 53.4 46.6 AL 54 si ‘
856,228 ;
2011 424 576 41.1 58.9 525 47.5 o 455890 %
888,975 ’
2012 43.9 56.1 42.6 574 53.6 46.4 2 . |
| 890,003 490,654 -
2013 45.0 55.0 439 56.1 N/A N/A 4005 ’ 190,601 e |
844127 )
2014 45.6 544 433 56.7 N/A N/A 2006 I &
) 2007 845,535 ’ |
Source: Japan Ministry of Finance it 892,082 442,673 50 ’\
As the table indicates, Japan underwent a significant shift from reliance on direct tax=z ‘o | 071,142 387,331 36 \‘H
indirect taxes from 1991 to 2017. For the period for which comparable data is available foi m.ost 2009 el - |
of the G6 countries — 1991 through 2014 — in Japan, the contribution of indirect taxes (& tational 2010 1,005,346 414,868 ‘
revenue rose from 26.7% to 43.2%, an increase of 16.5 percentage points. During the satae ime, the i ~ 428326 39 I
percentage coniribution of indirect taxes increased by 4.0% in Germany, 2.3% in the "IK and 2.0% in 2011 1,099,795 ?
Italy (through 2012), while decreasing by 2.5% in the US (2013) and 2.7% in Fraace, 5010 1,077,620 439314 41 ‘ﬁ‘
11-110 Japanese Government finance 2013 1,060,447 469,529 = ‘
Japanese national revenues have been increasing at an average rate of 1.89% a year from 1991 2014 1,046,791 539,707 52 | i
to 2014, while tax revenues have been shrinking at a rate of 0.47% a year. .

|
Table 3: Ratio of tax revenues to total Japanese national account revenues (F100m) Source: Japan Ministry of Finance

The gap between general revenues and tax revenues has been ﬁnaniezdup;':mariliolﬁ is{;:m:)gf (
i totaled ¥7.3 rillion, a (]
f Year General account Revenue from taxes and % of revenue from deficit bonds. Tn 1990, new]y—lsSL_led J apan Goverr}melllt B((j);ldjs :d S Sl S Y |
revenie stamps taxes and stamps general revenues. These were primarily construction onds, use e
’ . - In 2017, ¥34.4 (rillion worth of bonds were included in the 1.1at10na1 budge , COIL t avsubq.tantia]
1991 729,906 598,204 82 total exiaenditures, compared to ¥25‘3(5) tiﬂ(lzigi 3r;dt3_”{'l.i60‘ia (1)1; 12)21(1}35 T:;Lifgrjzei;_gg% c;f pa .‘
- i d dependence from 201 25 tri ‘ ’ !
1992 714,660 544,453 76 2:\;::?1:’15;1[1':5?0;0r 20?7 only ¥6.1 trillion was earmarked for public works, the bala:ilce. ‘tfz(ljxfel;s;ii ;g ‘
; , ) ! . ;
- ‘ L P20 70 cover operating and pension related deficits. No country in the Gé6 other than Japan der

85% of its national revenues from taxes during the 2014 fiscal year. |

M-110
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Table 4: Comparison of composition of national revenue derived Jrom taxe

Chapter 1: Structure of the Japanese Tax System

s among G6

countries (% for fiscal year 2014)

[ Country %0 of national expenditures % of national revenues from
Sunded by taxes taxes

France 78.2 935

Germany 922 92.3

[taly 754 87.7

United Kingdom 75.5 9Ly

United States 49.9 94.4

Japan 54.6 316 B

Seurce: Japan Ministry of Finance

The tax burden in Japan, computed as the ratio of tax rev
changed significantly from 26.6% in 1991 to 26.1%

of the G6 countries, e
t0 24.2% in 2013.

enues to national income, has not
in 2016. As 0of 2013, at 22.7%, it was the lowest
xcept for the United States where the burden had dropped from 26.4% in 2007

Table 5A: Percentage of tax burden to national income

Country National and local taxes Taxes and social security
contributions
France (2013) 40.7 67.6
Germany (2013) 304 52.6 \ N
Sweden (2013) 499 55.7
United Kingdom (2013) 359 4".3— ;
United States (2013) 242 3‘7.5
Japan (1995) 24.0 ﬁ36.7
Japan (2000) 23.7 37.3
Japan (2005} 233 376
Japan (2008) 241 40.3
Japan (2010) 223 38.8
Japan (2011) 229 40.1
Japan (2012) 22.7 39.9
Japan (2013) 22.7 40.0
Japan (2014) 24.1 41.6
Japan (2016) 26.1 439 :|

M-110
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ble 5B: Japan’s Government lax burden rate and debt burden compared to GDP
Table 5.

-
Government burden rate | Surplus (deficit) rate Gave:nm?n:f d(;,bf as
”/l)’em‘/—' (ter and social security % of GDI
burden plus deficits)

1995 46.0 -9.3 18365.24

2000 47.2 -9.9 175.3

2005 43.3 -5.7 16%

2007 42.6 -3.3

2010 50.4 -11.5 200

2011 54.8 -14.7 211.7

51.2 -11.4 219.1

F—’%E—%‘# 532 133 2272

3“;1- 519 -10.3 231.9
I AN *2016 50.6 -60.7 233.8

source: Japan Ministry of Finance

i i - G7
The ratio of government debt to GDP in Japan is considerably higher than that of any other G
he Ta d

nation.

Table 5C: Government debt as % of GDP for G7 nations

Year Japan USA UK Germany | France Italy Canada
2000 137.5 54.5 452 60.8 65.7 120.8 82.4
2011 205.5 102.7 979 87.2 100.1 119.7 83.8
2012 214.1 108.6 104.2 88.5 105.5 122.7 84.55
2013 2243 113.0 110.4 86.2 108.2 129.6 85.5
2014 231.9 106.3 110.0 83.4 115.8 146.7 97.1
2015 2338 110.1 97.6 75.8 117.4 149.2 94.3
2016 2324 111.4 115.5 75.0 121.3 159.9 94.8 J

Source: Japan Ministry of Finance . | | ‘ .
The tax burden of income tax is low in Japan in comparison wrllh7t]h; 1:;(:131eet]d;<“21;:d;1_1t }]]T;
- advanced countries. The individual income tax bur§c11 in Japan at 7.1% was oy i e
011616% E VF-l'l in 2010. The tax burden borne by corporations in Japan for 2010,. at‘ & udo atona
i(l‘}mcoclil;ilzfljss higher tl.mn that of all other G6 countries except Sweden, and has increased to 4.0% 1
2013.

11-110
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Table 6: Percentages of income and corporation tax burdens to national income (GNP)

F Country l

% Income tax bur N
burden “ Corporation tax burden

‘France (FY 2013) 12.0

|Germany (FY 2013) “ v

!tSweden (FY 2013) “ =

United Kingdom (FY 2013) “ -
3.7

Source: Japan Ministry of Finance

The Japanese consumpti initi
) plion tax was initiall ted i :
ralm;d to 5% (4% national tax and 1% local ta))(/)enaued  The s e of 824
April 2014 and was scheduled to incre

. The rate was
ol m 1997. The rate was again raised to 8% in
as€ 10 a maximum rate of 10% with a new multiple tax rate
: . C panese Diet passed legislati
at delays implementation of the 10% rate until 1 October 20%9 (Llao\a'?

hpnfm tax was comparable Lo the US sales taxes a
igh (.:t 131:(3 was lower in Japan. However. in the fiture, the
5 €xpected to more closely resemble the Europeanviiue a(,ided

Table 7: Inte

rratio ! s :
nal comparison of taxes on CONSUMp?rion

Consumption tax as o
percentage of GNP (2013)

US (state, local and city retail
sales taxes)

Source: Japan Ministry of Finance

m-110
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120 The outlook for future Japanese tax reforms

1
: Most major Japanese tax legislation are derived from reports of the Tax Commission (Zeisei
Chosa Kai — i &1 7545 £2), an advisary body to the Japanese Cabinet that until 2009 was made up
of prominent economists and tax experts. From October 2009 thIough December 2012, the make-up
of the Tax Commission was drastically changed under the Democratic Party of Japan-led government
of Prime Minister Yukio Hatoyama. Members of the Tax Commission during that time consisted of
Ministers of State, including the Minister of Finance, who chaired the Commission, the Minister of
Internal Affairs and Communications, the Minister of National Strategy, and Senior Vice-Ministers,
including the Senior Vice Finance Minister, who was the Chief Investigator for the Commission’s
planning Committee, and the Senior Vice-Ministers of Internal Affairs and Communications, the
Cabinet Office, Justice, Foreign Affairs, Education, Culture, Sports, Science and Technology,
Health, Labor and Welfare, Agriculture, Forestry and Fisheries, Economy, Trade and Industry, Land,
Infrastructure, Transport and Tourism, Environment, and Defense, as well as the Chairman of the
National Commission on Public Safety and Parliamentary Secretaries of Finance and Internal Affairs
and Communications. Following the December 2012 election victory by the Liberal Democratic

Party (LDP). the Tax Commission will be reverting to the pre-2009 form.

f1-121 The Tax Commission’s 2002 and 2003 Tax Reform Reports

T reports issued in 2002 and 2003, the Tax Commission concluded that major long-term
reisrms of the tax system were needed to deal with the large fiscal deficits arising in Japan during a
me of falling birth rates, an ageing society and loss of tax bases through globalization. The main
conclusions of the Tax Commission regarding the outlook for Japanese tax reforms are summarized

below.
General tax reform principles

Raising taxes in the short-run is not feasible in the current unfavorable Japanese economy, but
current tax reductions should be linked to tax increases over the long term.

Tax reform should take place within the context of measures which reduce expenditures for
social security, public works and financing for the local government.

« The comman social costs funded by taxes should be borne fairly.

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

The role of the national Government in financing local governments should be cut back and the
proportion of individuals and corporations that pay no local taxes should be reduced. Reforms of
local taxes should incorporate a “benefit” principle, where the tax burden is not inconsistent with
local benefits received by taxpayers. Such reforms include revisions of personal exemptions and
tax rates and implementation of an enterprise tax based on the scale of the activities of companies.

Income tax proposals
» Before implementation of a series of rate cuts in the late 1980s, the Income Tax accounted [or
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.
« The fixed rate reduction in Income Tax (sec §3-280) should be repealed.

m-121
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» Changes in social and living conditions in Japan have decreased the need fqr many existing
income tax deductions and exemptions. Personal deductions and exemptions, other thap
the exemptions for the taxpayer, taxpayer’s spouse, dependants and the disabled, should
be streamlined or discontinued. (See Y3-259 1o 93-266.) The special deduction for spouse
(see 93-265) was terminated beginning in 2005,

The employment income deduction (see 93-235) currently has no upward limit and accounted
for about 30% of gross employment income in 2002. This deduction should be revised to g
standard deduction of 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 13-238 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 93-240). This favorable treatment should be made more consistent with the
taxation of other forms of compensation.

¢ Deductions for life and casually insurance (sec §3-257) and the special tax credit for home
acquisition loan (see 93-293) should be eliminated as part of a comprehensive plan to streamline
special tax measures and reverse the shrinking of the tax base,

= The local inhabitants tax (see 93-510) has the positive characteristics of 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
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 exem ption for a spouse supported
by the taxpayer should be eliminated. (Note: the 2005 tax reforms incorporated these proposa! w)

Corporation tax proposals

» The corporation tax rate has been reduced to intemationally 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 (see 12-400).

In the future, non-profit organizations of various types, including public interest corporations
(see §2-340) and cooperatives (see 92-350), are expected to provide many of the public welfare
services traditionally supplied by the Government. The tax system, particularly the taxation of
donations, will have to adjust to accommodate the changing role of these organizations,

the factor tax system for the corporation enterprise tax (see §4-930) provides a tax base which
includes the scale of corporate activitics.

» Currently, about 70% of corporations do not pay corporate enterprise tax. Beginning in 2005,

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 globalization. While the consumption tax is

criticized as regressive in relation to income, it is neutral across economic activities and across
generations.

© 2017 CCH Asia Pte Limited
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Chapter

i ised fi t 5% (see §7-200) to double- ‘
mption tax needs to be raised from_thc current 5% “ !
f Thf{ th cl,f Ei]ienfi(l}:llrs:lo Eli)umpean value added tax levels) in order to fund increasing zxpcrﬁ;l:]lf;;
I : Iderly. (Note: European directives provide a standa
{ i sions and healthcare for the elderly. . . .
o puyllg"];ei:ﬁr:]re for value added tax. As of April 2001, the rate was 21% in Belgium, 20%
rate 0 (

in Italy, 19.6% in France, 17.5% in the UK and 16% in Germany). | R
To mitigate the regressive nature ofa double:di git percentage consumption tax, lowe

apply to & limited number of items, such as food. . i
When differing rates of consumption tax apply, an invoice system will be n .
compute the credit for taxable purchases (see §7-611). ‘

i and gift tax proposals o
Inhe;:;‘;a;;eeritancftax base should be expanded to reflect the diminishing role of families and the
\ increasing role of society in providing care for the aged. 1 N

. The burden-af the inheritance and gift taxes has been reduced ;hrough rate cuts and expan
exemptions (see §6-220), but the tax base needs to be broadened. |

| i i sets

Proposais for taxation of financial as | = R
{avation of financial assets is expected to provide greater tax revenue The ilies o 2 ‘
o) ing population earns increasingly more from investments relative to emp ?ym - t(;
j\%eo E:the Government is adopting various means to divert household savings rongompimerest

- I i lize rates on income i
i i 3 -eforms were implemented to equa
investments. In 2003, tax re . s on
and dividends or gains from listed shares (see 13-231, 3-232 and q3-236)

g [Sf g5, 3 nd
Future inO[ mns Wll bt‘, orie ﬂtEd tOWdId P O\’ld C 0 savin n €n

u 1 I tax itrali da IS VES S a
bl siness activities ‘

i C G implement
A taxpayer identification number (TIN) system will probably ‘pc Eezfesl.saryqlgr lhcpqyswm
effective tax collection systems, improve confidence qf taxpayers in ! i airness ;
and deal with the computerization and globalization of financial transactions. |

Source: The Tax Commission: Policy Guidance on the E.S‘Iﬂb[i.)‘h.l?lei’.'f of a Desimé)(l); gax System
(Bmﬁ) .Uzme 2002) and A Sustainable Tax System for Japan § Ageing Society (Jumne

§1-122 The 2005 Tax Commission Subcommittee on Basic Issues Report

i e in
The Tax Commission Subcommittee on Basic Issues Report on Structural Chang |
Japan’s Economy and Society . - ) -
i The Subcommittee on Basic Issues issued a report in June 2095 W}uchl é};,gcdthit(}wﬁ]yi :rz]l;act
representing the structural changes in Japan’s society and economy since the s tha
the tax system in the future: .
i irth r api rel ocle
(1) transformation of Japan to a low birth rate and rapidly ageing society | » |
(2) end of the “steadily growing economy”, including lower potential growth in the economy |
lower household savings rates - )
. . G g is. an
(3) diversification of family structures, including an increase in s1r_1gle-person houscholds, a ‘
changes away from the “model family” and “standard life course
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(6)
(7

(8)
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(10)
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changing patterns in Japancse-style employment practices, including less employment security,
declining loyalty to a single company, increasing emphasis on expertise and skills, increase in
non-standard employment and increasing emphasis on leisure

diversification in lifestyles and values, including greater emphasis on freedom of choice,
comfort and present enjoyment instead of deferred gratification

consideration for society and the public, including increased interest in making social
contributions, such as volunteer work

less homogeneity in wealth distribution, including an end to the concept that almost everyone
belongs to the middle class and an increased desire for equality of opportunity

increase in and diversification of the environmental burden and social costs. including a
shift in attention from industrial pollution to the environmental costs of urban living, such as
automobile emissions and waste disposal

the progress of globalization, including the end of the Cold War, progress in trade, advances in
telecommunications, increased foreign direct investment and international economic mutual-
dependence relations

worsening fiscal management conditions, including an increasing government revenue-
expenditures gap, increases in deficit bonds, and expected increases in social security related
expenditures, raising questions about the sustainability (jizoku kanosei) of the current system
of government finance.

Source: The Tax Commission Subcommittee on Basic Issues: The Real Picture of Structural Change
inJapan s Economy and Society — From “Quantity” to “Quality” and “Status QOuo " to “Diversiny "
(June 2005)

11-123  The Tax Commission’s 2005 Tax Reform Report

The Tax Commission’s main conclusions regarding the outlook for Japanese tax reformus for

2005 (summarized below) were outlined in their annual report issued in November 2004,

General principles

M-123

| —

Japan is facing a historical turning point of structyral changes in the econemy and society.
The ageing society and declining birth rate will result in Japan’s population peaking in 2006
and declining thereafter. At mid-century, about one person in three will B¢ a senior citizen. In
addition, structural changes are needed to meet the challenges of the post-Cold War world where
global economic competition has increased along with mutual-dependent relations among
countries. Changes in the tax system are needed as part of the overall structural reforms.

As a result of a succession of tax cuts, the tax burden in Japan is at a very low level by
international standards (sec Tables 5A and 6 at §1-110). Tax revenues currently only account
for slightly over 50% of expenditures by the national Government (seec Table 3 at 91-110) and
enormous amounts of deficit bonds continue to be issued.

A goal of reaching a budget surplus by the beginning of the 2010s should be established in order
to prepare for the retirement needs of the baby boom generation during the mid-2010s.

The Trinity Reforms should be implemented to change the system of national subsidies for
the local government. The transition to local government financing through the individual
Inhabitants Tax rather than by the Income Tax should be accomplished by FY 2006.

© 2017 CCH Asia Pte Limited
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= Explanation: The “Trinity” Reforms

The “Trinity Reforms” are a package of tax reforms crcate,:l by the Koizumi administrz_almu
in 2003 to decentralize (1) local taxes, (2) local allocation tax gragts, and (3) national
Government disbursements. Local taxes are determined under the naugnal Local lTax Law
rather than by local initiatives. Local allocation tax grants'arc allocations of natlm.lal tax
revenues to local governments. The amounts of local allocation tax grants are determined at
the national level by the Ministry of Internal Affairs, but _the uses are left to the local
governments. National Government disbursements are subsidies by the natlfmal Gcwernmem
for joint projects undertaken by the national and local governments or tor‘other projects
designated by the national Government. The local government has little say in determining
the nature of national Government disbursements.

. The national tax burden ratio (ratio of taxes and social security contributions to national income)

is 35.5%, ahout the same level it was 20 years ago, while the ratio of g(wemme‘nt spending
as a perceniage of national income is 435.1%. (See Tablc 5A at J1-110 for recent hgures.). The
difference, about 10%, represents the budget deficit which will _be a burden on future generations.
Tax 1=furms taking place in the context of structural change§ in the economy musft be ha_sed on
Lalaricing the benefits and burdens of taxes and social security contr‘lbutmus.and increasing the
buidens of the current generation. The relative role of taxes and social security contributions is
going to be an important policy concern.

Direction of future tax reforms: Establishing a “desirable tax system” (H 4 X & Hiil)

« FY 2005 tax reform proposals were designed to help establish a “desirable tax system” (arubeki

zeisei) that will implement the Trinity Reform Package, reform the social security system and
balance the budget by the beginning of the 2010 decade.

+ As part of the Trinity Reforms, a drastic shifi in tax revenues from the Income Tax to the local
individual Inhabitants Tax should take place by FY 2006.

« The fixed rate reduction in Income Tax should be abolished in stages beginning in F'Y 2006.

= Explanation: The fixed rate reduction in Income Tax

The fixed rate reduction in Income Tax was enacted as part of the Tux Reduc.t.ion_Lmv of
1999, which was designed to reduce the tax burden on individuals and corporations in order
to stimulate the economy. The reduction is similar to a tax credit and was equal to the lesser
of 20% of the income tax before the reduction or ¥250,000 (7Tax Reduction Law of 1999‘
Art 6(2)). For tax years beginning after 2005, the reduction will be equal to the lesser of
10% of the income tax before the reduction, or ¥125,000 (see §3-294).

« In order to eliminate the fiscal deficit, both national and local gnvemmepts should make
concerted efforts to reduce spending while implementing the necessary tax reforms.

= An overall reform of the social security system is inevitable.

1-123
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» Prior tax reforms have been enacted based on the concept that an increase in the relative weighi
of the Consumption Tax is contemplated in connection with the overall reductions in the
individual Income Tax. Future tax reforms will be based on recovering the o

riginal function of
the Income Tax while raising the rate of the Consumption Tax,

* Environmental issues, including global warming, must be considered when developing reformg

Pr

= Due to successive tax rate reductions, the individual In

-

of the taxation of assets, corporations and international taxation based on changes in the
economy and society.

oposed tax reforms

come Tax burden in Japan is very low
in relation to other major nations (see Table 6 at §1-110). In order to establish a stable revenye
structure able to carry out the purposes on which the Income Tax is based, the fixed rate
reduction needs to be revised, the tax base needs to be expanded and various deductions need tg

be reviewed based on principles of matching the benefits and burdens of taxation and reducing
misdistributions.

A transfer of tax source (zeigen jjo) from the Income Tax to the Inhabitants Tax should begin in
FY 2006 as part of the Trinity Reforms.

The per capita lax portion of the local Inhabitants Tax (kintowari, see §3-510) has remained at 2
low rate compared to changes in national income and expenditure and the rate should be rajsed.

The tax base for the income tax portion of the local Inhabitants Tax (shotokuwari) should be
expanded by reducing deductions.

Taxation of financial assets. Efficient use of financial assets is essential to sustain the vitality of
the economic system in the midst of an ageing of the society, lower birth rates and a downward
trend in the savings rate. In June 2005, the Financial Subcommittee recommended an integraticn
of the taxation of financial income of individuals in order to simplify the tax system and mitizate
investor risk. For this integration to be possible, a financial numbering system will be nesded.

Consumption Tax. A hike in the rate of Consumption Tax is a necessary part of the reform of the
tax system. In the future, the Consumption Tax should be considered a source of rever
Government’s general fund. With a Consumption Tax rate in the double digite, as is
in Europe, it will be necessary Lo consider whether a lower rate should appiy 16 items such as
foodstutfs. However, from the point of view of economic neutrality, and simplification and
minimization of the cost of tax compliance, a unitary tax structure is preleable. The adoption of
an invoice system will also have to be considered.

ue for the
common

= Explanation: Consumption tax inveice system

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

Inheritance Tax. The burden of the Inheritance Tax has been reduced through a series of

reductions in the tax rates and expansion of exemptions (sec §6-220). However, Japan has been
developing into a “stock-based economy” and an increasing proportion of assets are held by

123 © 2017 CCH Asia Pte Limited
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der citizens. Increases in social security benefits have resulted in a shift away from s;{pp(;:'t

r A 2 ; : 7

olf ﬁlderly people by their families to support by the soc1.ely in generql. An increase in t e:

Ionhe itance Tax burden on assets remaining at the time of inheritance will be needed to repay
er et

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 increase in national
wealth represented by financial assets.

% of nominal GDP consisting of:
1965

) 11.0
Financial assets 3:7 8.6

Land 1.8 %2 30

Corporation taxation. Corporate tax rates are currently at levels snmlalrzto ot?ezrz%e)\’eglst[ﬁ:
tions and no corporation tax rate reductions are f(.)rcscep. (See Tab‘le' nhat 'L -d ,élo e
Areforms will be based on the effectiveness of tax u}cen_tlvcs for re,se;u: :Ln ) .;\ " ]Jja o
and capital investment within the context of the entire tax system an tdé( . 1t1r % ' edalpm)Z
and maintaining a balance with the tax rates of othe.r deve!oped lnatlfms: xisting ‘p_it 2 T
measures for corporations need to be continuously I'CV[E\:VEd lor.Lhel_r ettectwcncsfs in t:}cv iite_r " sﬁ
and promoting structural reforms in the eF:On01ny; The increasing 1ﬂmpqrta{1}ci](i pﬁon;cidemtion
corporations and non-profit organizations in _Japan‘s ageing soc-lerqulrez urther e
into tax measures, including a re-examination o[_lhe system for taxing ‘onatlons_, wh
increase the ability of these organizations to function and their transparency.

Corporation Enterprise Tax. The Enterprise Tax on C.()rpor.ali.ons isatax bascc_:l on th-c 1;:{]1%3?5{[1];1;
between a corporation’s activities within the tBX‘ngLlli‘ISdlCthl] and the services provide {ices-
local government (see §4-920). Changes in information technol(}gy and outsourc.m% %raf
neces.;itate a review of the basic system of prorating the Enterprise lax. arr.zong‘ {Juns ic 110.115i
which has not been examined since 1989, Preferential treatment of somgl insurance medica
treatment fees should be eliminated in order to make the tax system more impartial.

International taxation. The new income tax treaty with the United States which “canlle mgo
effect in March 2005 served to promote international commerce and techn(.)l()gy tldn? erts y
drastically reducing source country taxes and estab!ishm.g measures to cnsure prc;pf?r tdx: Tllccnnat
The treaty network between Japan and other countries will expand to help Promglcl inv c_s] e
and strengthening of the economy. Appropriate adjustments to the domestic civil law I(T‘a 2
to international taxation will be sought where needed to corresp{)nd to the compl*;x and diverse
nature of international economic activities. For example, a review of the aggregation tax Zysét;;n
for foreign tax haven corporations (see §9-600) and the fo;‘e}gﬂ tax Fred]t systcﬁm (s.ee ﬂ ~d : )
need to take into consideration the scope of a foreign subsui_lary sub]cctjo‘ag‘glegatmn and the
scope of the [oreign tax credit. Withhelding on income of Japa_nes.e Civil Cf)d_c ass_ocnatlgng
(nin-i kumiai, see §2-400) derived by non-residents of _lapan.or foreign corpmaluon.s és nee 3 X
to preserve the integrity of the tax system. Additional attention must also be dgecle ..tcl)wal. X
the problem of international tax ayoidance through the use of loopholes and inconsistencie
between tax systems.
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= 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 betweer
ingredients and production methods. Changes in methods of production and manner of
consumption dictate that the system ol 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 25%, 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 (happoshu), 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.

© o 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 tax will relate to other policy measures. The tax should ultimately provide
an economic incentive to decrease emissions. Careful consideration must be given to whether
revenues raised by an environmental tax should be considered general-purpose funds or special-
purpose funds for specified global warming countermeasures.

Other issues. A comprehensive examination of the system of taxation for private pensions
(including the corporation tax on retirement pension funds) needs to be performed, including
the tax treatment of contributions, management and benefits. Countermeasures are needed to
address the emerging problem of tax avoidance schemes using partnerships (kumiar).

Seurce: The Tux Commission: 2005 Tax Reform Report (November 2004)

91-124 The Tax Commission’s 2006 Tax Reform Report

The Tax Commission’s main conclusions regarding the outlook for Jaranese tax reforms in
2006 were presented in a report issued in November 2005 and are summariz=d bélow.

General principles

= With the worst fiscal situation among the developed nations, Japan is undergoing structural
changes, including a low birth rate, an ageing population and globalization.

The Japanese Government is working on broad-based structural reforms to sustain a fair society
in the future and to realize continued activity in the economic society.

For example, in recent years the Government has promoted a programme for disposition of
delinquent loans and has initiated bold regulatory reforms while developing plans focusing on
strengthening the basics of the economy and civilian needs.

Within the tax system, plans for the materialization of a “desirable tax system” (arubeki zeisei)
are progressing.

© 2017 CCH Asia Pte Limited
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n addition to the Trinity Reform Package (Sanmiitai no Ka.i]\.'aku), it will be necessary to take a
' Joser look at the benefits, burdens and revenues and expenditures in the social security system
?n order to make drastic reforms. | |
While public service expenditu_re associated \_Jvith an ageing population 1.s increasing dramatically,
the tax burden on our citizens is lower than in other developed countries. |
[tis necessary to undertake a comprehensive examination of tax bases and tax burdens associated
with the Income Tax, Consumption Tax and taxes on property.

Individual income taxation .

The Trinity Tax Reforms should be advanced in the 2006 tax reforms by amending the Income
4 Tux Law and Local Tax Law to make permanent shifis in the source ol taxation from the Income
Tax to the Individual Inhabitants Tax.

. The fixed rate reduction (feirilsu genzei) in Income Tax was introduced as an emergency
economic measure that is not suited to current conditions.

« The per capita local inhabitants tax amounts are very low compared to the expansion in the amounts
of per vapita national income, and the per capita local inhabitants tax amounts should be increased. |

Corvoration Tax

*In light of structural changes making the economic system more flexible and changes in the
1 . . ;
corporate laws regarding consolidations and corporate restructurings, adjustments to the
corporation taxation system are needed.

. Moreover, the forms of economic entities are becoming more diverse and rules are needed to .
guarantee neutrality in the selection of a form of entity.

« The unfairness in relative tax burdens between businesses operating as proprietorships and
those operating as corporations should be rectified. ‘

« The current Corporation Tax rate is similar to other developed countries and should be maintained.

Further consideration is required regarding the taxation of not-for-profit entities.

International taxation

» Negotiations to revise the existing tax treaties with the UK and India should be concluded at the
earliest possible date.

» It is necessary to expand the information collection procedures for the exchange of information
needed Lo prevent tax evasion under income tax treaties.

= In order to rationalize the tax syslem, it is necessary to reconsider the 110n-penm_1ne_nt resident \
system of taxation for resident aliens who stay in Japan for short terms in order to limit the scope
of Japanese tax.

= Consideration must be given to dealing with cases of international tax avoidance taking
advantage of the differences between tax treaty provisions and the civil law.

Special taxation measures

* The special provisions for research and development and for [T investment, imred_uced iu.2003,
are set to expire this year. The main points of these provisions should be temporarily continued.

* Special tax mitigation provisions for the Registration and Licence Tax relating to real property
set to expire this year need not be extended.

111-124
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» The public announcement system (koshi seido), whereby income tax information has been
made public has the intended effect of using third-party scrutiny to provide a check on the
tax system. However, instances of criminal activity and harassment connected with the public
announcement system lead to the conclusion that it should be abolished.

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

T1-125 The Tax Commission’s 2007 Tax Reform Report

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

General principles

Financial reconstruction cannot take place without growth of the overall economy,

The priority should be to minimize burdens on the people and to minimize 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 JTapan’s 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 generations,

Economic growth, stimulated by a shift of cash flows from the Government to the people, will
provide the impetus for a sound system 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 rate reduction on employment also need examination.

The impact of tax policy on innovation, the future of the research and developirent tax system,

and the way the latter influences various means for financing the growth Cf ¢iiterprises need to
be considered.

The tax treaty network should be expanded to promote economic exchange to reduce the tax
burden on investments and technology transfers,

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.

Proposed tax reforms

Deprecigtion. 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.

11-125 © 2017 CCH Asia Pte Limited
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iy corporation tax on retained earnings. The tax basis for the tax on a(.:cuml%]ated car.nings
FE_HT” y'lv ngporations was reduced by legislation in 2006. Further consideration of this tax
;‘0: I::tli]ea in order to promote capital acc_u_mu]ati(m by medium- and small-sized companies,
support innovation and strengthen competitiveness.

Angel taxation system. Promotion of the supply of investment funds to venture businesses
7 i do P - . e i
s ggcessary for the future of Japanese industry. Consideration needs fo be given to ways to
:facjﬁtate the angel taxation system and broaden the range of eligible venture businesses.

Estate taxation for business succession.. Special estate tax p.rovisio?s app]]cal?le tto .the
s_uct.:cssien of medium- and small-sized busm.esses qegd to be con5}d§red ﬁf)(]in th§ point ((1) :fowt:z
of preserving economic vitality, faimess and lmPamallty_/. Appljopnale consi er]jtl?n neethi o be
given to the estate tax valuation of new types of shares, including non-voting shares, au

by the new Company Law. H

International taxation. Elforts should be made to expgnd and COI.ll.'Hlth‘: the rp}e 91 L'he tax il‘ei]}i;y
network that serves as the infrastructure for the p‘rc‘)motlon of foreign economm_exchanﬁes. n ei
internaticual transfer pricing area, means to clarify procedures shnuld.hg continued, tl z mutua
agrecment process should be strengthened and the procedures for obtaining an advance pr;lcmﬁ
a:x‘%‘ment under the pre-confirmation system should be sped up. Procedures sl?Ould b? considere
11 educe the burden of double taxation while mutual agreement procedures are pending.

« Factor-based enterprise tax. The factor-based enterpri.se tax system was inFroduc_cd in 2003.
Companies with at least ¥100m of capital use a _tax basis made up of factors mclu.dm g mcct))me,
value added and capital in lieu of the traditional income-only basis. Some companies havg eu‘sn
decreasing their capital in order to avoid using the tl}reff factor tax baS:]S. In .ensu‘nn.g Faunebhs,
considering the benefit principle of taxation, the criteria for companies being subject to the
factor tax needs to be reviewed.

Triangular mergers. The new Compary Law provides new rules for triangular mergers (sanka{’w

gappei) beginning May 2007. Appropriale adjustments to the tax system are _nee{led to deal with

such mergers based on principles that do not discriminate between d_omestlc and cross-border

reorganizations. Attention must also be given to tax haven issues raised by the new rules for
=)

triangular mergers.

Proposed changes to the trust laws. A new law governing trusts is currqntly being deliberated
on by the Diet. It is anticipated that the new trust law will provide for a wider range Ofty;_)cs and
uses for trusts. However, there are concerns that this may lead to use of trusts for tax avoidance.
Various measures need to be considered, including taxation at the trust level, when necessary, lo
ensure tax neutrality and fairmess.

Proposed changes in accounting rules for leases. Changes in accounting.rules to bett.er reflect
the economic realities of leases are currently being proposed. Corresponding changes in the t.ax
rules should be considered in order to reduce the burden on taxpayers and reflect the economics
of leases for tax purposes.

Reduced tax rates on dividends and capital gains. Reduced rates of tax on 'divid.ends and
capital gains from stocks of listed companies were introduced in 20Q3 to deal with \wdespr.ead
problems stemming from a sluggish stock market and poorly performmg loans: These conditions
have improved and these favorable treatments of dividends and capital gains should not be
continued.

11-125
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3-520  Local Enterprise Tax (Kojin Jigyozei — ([EPNE 53y
The Local Enterprise Tax fo

rindividuals applies only to indivi
types of businesses (LTL Art 72):

duals who

Table

yp

Sales of goods,
Real estate leasing,
Manufacturin g, restaurants

Bipe 2

Livestock, fisheries and C

harcoal manufacture (excluding businesses where
family members provide

most of the labor)

Dype 3

Professions such as medicine or law and beauticians

The tax rate indicated is the

standard rate and ma
rate of 3% applies to masseurs, mi

dwives, farriers, ete.
Caleculation of the Enterprise Tax

The tax base for the Enterprise Tax is simil
leasing income for the Income Tax. The main dj
(Figvonushi kojo) of ¥2.9m.

ar to the taxable income det
flerence is the allowance o)

Law: Art 72 of the Local Tax Lerw

| ® 2017 CCH Asia Pie Limited

37: Types of business subject io Local Enterprise Tax

Dpe |

y differ by locality. Under Type 3, a redyeeq
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INTRODUCTION

[ntroduction

e Japanese corporation tax is a direct

227

tax on the income of entities classified as corporations

 (he Corporation Tax Law (CTL) (see 92-310). The following table summarizes the Japanese
“heme applicable to corporations.

Type

Table 1: Taxation of Japanese domestic corporalions

Annual income

Income during liquidation| Liquidation income

| corporatifm
hojin — j& HTE

All income are taxed at
regular rates (CTL

Art 5, Art 66). A surtax
known as the Special
Reconstruction
Carporation Tax equal to

B ) 10% of the standard

Effective for corporate dissolutions occurring
on or after 1 October 2010, the tax on
liquidation income is repealed. A corporation or
co-operative is taxable during the period of
liquidation under the regular corporation tax

rules (CTL Art 5)

- . Prior to 1 October 2010, | Prior to
(t:‘:::pt;)xm;] eo ;ﬁ’gﬁ;ﬁ i1.1co.me .during | October 2010,
during the period from liquidation was not taxed | taxed at special
[ April 2012 through (former CTL A1t 6) rates (former CTL
31 March 2014 Axt 5, Art 99(1))
(Restoration Funding
Aet, Law No 117,
2 December 2011,
Art 48)

ublic interest
rporation (koeki
hejin— 7 TEN)

Taxed at reduced rates on income from profit-making businesses (CTL
Art 4(1), Art 7, Art 66(3))

ublic corporation
olyo hojin —

i)

Not taxed (CTL Art 4(2))

Co-operative (kyodo

Taxed at reduced rates (CTL Art 5, Art 66(3))

iai — 5[] AH 1)

Non-juridical
rganization (jinkaku
a nai shadan —

A D 72 3L [

Taxed at regular rates on income from profil-making businesses (CTL
Art 4(1), Art 7, Art 66(1), Art 66(2))

r

"
W

I
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. Revise the Income Tax, ete, 22 June 2011, Art 2). Fgr years on or af_ter 1 April 2019, thc spimal
Dipe Annual income Income during liquidation Liquidation in_f:o' pio .nS pro\’ided to medium- or small-sized companies are not available to companies whose
NPO Taxed at reduced rat i fi fit Not t A ::incomc for the previous three years exceeds ¥1.5 billion.
a rates bi T 2, 1 vero . ) |
mi;zng b:Jesi::z:sels (é&:r(lingihgrnj:ﬁrgg)?lo ot taxed . Art 66(2), Art 66(6)(ii) and Art 66(6)(iii) of the Corpora)j;on A]_’"aféc{r:;i;;r;é;st;ﬁzi f;:: to
— Revise the Income Tax, etc; Art 57-10 and Art 66-13 of the Special Ta
Mutual benefit Taxed at regular rates | Not taxed (CTL Art 6) Taxed at reguar I
non-profit corporations | on income from rates (CTL At 98 4-110 Place of payment of taxes (Nozeichi — EHAN )
profit-making Art 99(1)) 4-

businesses (CTL Art 5,
Art 66; Tax Reduction
Law Art 16(1))

ent of taxes for a domestic Japanese corporation is usu.all)‘f ﬂ'llc 'plE.lCS
T‘he ]flzgeogﬁf'cgagxarincipal office is located (CTL Art 16). The tax office with ]}msd]cltmn
o le e ol tax payment is where the corporation will not only pay tax, but also h.le various
the-p 4 nd requests for approval regarding tax matters. The corporation must nGFlf}{ 1t%e llax
B a'sdiction ;Nithill two months of incorporating and before moving from the jurisdiction |
1 W]tg[])uj;rt 148, Art 150). The National Tax Agency (NTA) may specify a dilfereut. tax palyment
l !’;_It 'rc)umstauc,es dictate. For example, if a corporation’s headquarters is nominally in one
. a'gln botth= center of its business activity is in a distant branch, the NTA may treat the branch
m;zcltua,l iwadquarters where taxes are paid (CTL Art 18).

Table 2: Japanese corporation taxatison of foreign corporations (see §9-1 00)

Ordinary corporation (fitsu hojin — Taxed at regular rates on specified income from
B ) sources within Japan (CTL Art 4(3), Art 9(1),

rt 150 of the Corporation Tox Law
Art 141, Art 143(1)) Art 16, Art 18, Art 20, Art 148 and A 7

= i o ey
Public interest corporation (koeki hojin— | Taxed at reduced rates on Japanese source income : W .10 Final tax return (Kakutei Shinkoku il BT
KIFEN) from profit-making businesses (CTL Art 4(3), ;

Art 9(2), Art 143)

ion’ igation i | ith the tax
' The amount of a corporation’s tax obligation is reported on a final tax return filed wi

| ith jurisdiction within two months after the end of the corporation’s tax year even il th.ere is
| O$ ;‘ﬁl J;? isl?lgéocase of a loss for the year (CTL Art 74). In the .event that the ta‘x retur-n‘.ls }1['0t
0 v by t}{e due date because of a disaster or audit by a Ceriiﬁeq Public Accountant ((,P.A). or bm;i ar
S the corporation may file a request for an extension of time to file the return Wfthl}l:‘ll 45 ays:f
\ & thé end of the tax year in the case of a disaster, elc, or by the lasl,_day of the tax y;ar in tdilcaigm?e
audit (CTL Art 75, Art 75-2). Where a company has.eugagec'l an mdepgndent auditor an ,1er.th.

Law: Art 4(1), Art 4(2), Art 4(3), Art 5, former Art 5, Art 6, former Art 6, Art 7, Art.9, Ant 9(1 'ec-ompany‘s annual meeting is specified in the articles of incorporation as not occurring wi 11:;
AGI Art s 1 e SO0 e GO0, At 66(3), At 99(1), ferRob AT months of the company’s year end, beginning 1 April 2017 an extension of time to f}le the.ﬁng
et S e A s B 123(C) of the Corporation ReQyawi il turn of up to four months from the original due date (six montl_ls from the company’s year end,

of the Tax Reduction Law; Art 48 of the Restoration I unding Act B < Ceioce the 2017 rovision) may be granted by the fax office.

Non-juridical organization (jinkaku ne nai

= |
Taxed at regular rates on Japanese source income
shadan — A& D 7 R from profit-making businesses (CTL Art 4(3) .

Art 9(2), Art 143)

4-101 Medium- and small-sized companies (Chushokigyo — /i 3)

Medium- and small-
Tax Law, including:

The following information is reported on the corporation tax return on various schedules

. . N mbered from 1(1) through 16-4 (CTL Art 74, Art 151; CTL-ER Art 34):
sized enterprises are eligible for numerous ber=fis under the Carporat iy

~ » corporation name

» Reduced tax rates (CTL Art 66(2)) (T4-610) 1

s place of payment of tax
I

e Carry back and carry-over of losses (STML Art 66-13) (f4-460)
 Reserve for bad debts (STML Art 57-10) (14-471).

 representative’s name

® tax year |
A medium- or small-sized company is generally a company with capital stock (shikonki
invested capital (shushikin) of not more than ¥100m. However, for purposes of reduced tax rates,
company may not be treated as a medium- or small-sized company if it is owned 100% by a large-
sized company with capital stock or invested capital of ¥500m or more (CTL Art 66(6)(ii)). Under the
2011 legislation, a company may not be treated as a medium- or small-sized company for purposes
the reduced tax rates applicable to medium- or small-sized companies and for purposes of exemption
from the tax on excess retained eamings of family corporations (see §4-611) if it is owned EOO-%@
more than one large-sized company within a 100% corporate group (see §4-650) (CTL Art 66(6)(iii):

| : ¢ amount of income or loss

u‘ + amount of Corporation Tax

~ » amount of Income Tax refund
s interim tax payment deduction amount
e interim tax payment refund amount

® other reference matters.

14-101

-120
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Attachments

The following items must be attached (o the final tax return (CTL Art 74(2); CTL-ER Art 35y 1
)il .
e balance sheet

S
o profit and loss statement

e schedule of disposal of profit or loss

o delailed schedules supporting the balance sheet and profit and loss statement

 detailed schedule of changes in capital surplus.

Law: Art 74, Art 74(2); Art 75, Art 75-2 and Art 151 of the Corporation Tax Law; Art 34 ang Art
of the Corporation Tax Law Enforcement Regulations

14-130  Interim tax return (Chukan Shinkoku — =& & 1)

Interim tax returns are used to pay Corporation Tax during the tax year. A corporation should
file an interim tax return within two months from the end of the sixth month of the tax Year (
Art 71). The interim tax payment is usually based on the tax for the prior year pro-rated by mangh: .
but an estimate of taxes may also be based on an interim closing of the books for the first six mdﬂﬁw
of the year. If the tax for the prior year on a six month basis was ¥100,000 or less, no interim 1%&
return is required. s

Law: Art 71 of the Corporation Tax Law

74-140  Blue tax return (doiro Shinkoku — & H )

The “blue tax return™ system (named for the color of the tax form) was initiated following 1
recommendation by the Shoup Mission in 1950 in order to promote the use of modern accoufiny,
methods by taxpayers. Substantial privileges are accorded to individuals and corporations who miew
the accounting requirements and who receive permission to file interim and final blue tax *ctums,

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

e record transactions in books and maintain and preserve those books and recGrds (CTL Art 126),
and !

e submil an Application for Approval to File 2 Blue Tax Return (see Furin 4.at 12-700) with the
head of the tax office before the beginning of the tax year for whizh the blue tax return is to
be filed (CTL Art 122). In the case of a newly incorporated company wishing to file a blue tax
return for its first tax year, the due date for the application is the earlier of the last day of the first
tax year or the day after three months from the date of incorporation.

E-Commerce records

Under the legislation effective for transactions on or afier 1 April 2005, permission to file
a blue tax return will be revoked if the methods used to retain records of electronic transactions
(e-commerce) do not comply with the requirements of Japan’s electronic bookkeeping law relating
to national taxes (Special Rules for Methods of Preservation of Electronic Bookkeeping Records in
Connection with National Taxes, Law No 25, 1998, Art 11 — T FrIFH & M L <{Eps 20
BB GIRESEO R RSO C B 2 ).

14-130
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eges aceorded to filers of blue tax returns

Ability to carry over losses for seven years (CTL A1t 57).

i CarTyl ses (CTL Art 80). This provision has been
i to claim tax refunds by carrying back net losses (
Abll::ded for tax vears ending between 1 April 1992 and 31 March 2012 (STI_V[L Art 66-13).
s_usg) equent legislation extends the suspension to 31 March 2018. However, medium- aﬂ§ small-
S‘uez gompanies with capital not exceeding ¥100m are not subject to the rule of suspension and
:zay carry back losses under the regular rule.
Prohibition of the tax office from making corrections to the corporation’s tax return not based

on an investigation of the books and records (CTL Art 130(1)).

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

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

Ability to =xpense amounts accumulated in various reserve funds (STML Art 55 to Art 57-9,
Art 48, At 61-2).

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

- special tax deductions for corporations in Okinawa (STML Art 60).

Special tax deductions for corperations engaged in experimentation and research (STML
Art 42-4).

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

Art 42-5(2)).

Special tax credits for corporations acquiring facilities promoting the reduction of environmental
impact of energy usage (STML Art 42-3-2(2)).

Special tax credits for medium- and small-sizetl companies that acquire machinery, etc (STML
Art 42-6(2)).

Special tax credits for corporations acquiring machinery for industrial use in specified districts
of Okinawa (STML Art 42-9).

Special tax credits for specified medium- and small-sized companies in Okinawa that acquire
management innovating equipment (STML Art 42-10(2)).

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

Special tax deductions [or corporations increasing the number of employees (STML Art 42-12).
Special taxation of revenues for Japanese vessels operating outside of Japan (STML Art 59-2).

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

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

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

14-140




232 Chapter 4: Corporatjg,

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

e Special provision excludin
Art 67-7).

;
g receipts of dividends from casualty insurance COMpanies (g7

Law: Art 57, Art 80, Art 122, Art 126, Art 130(1), Art 130(2) and Art 131 of the Corpor%
Law; Art 42-4 to Art 42-12, Art 42-4, Art 42-5 to Art 52-3, Art 55 to Art 57-9, Art s
58-3, Art 59, Art 59-2, Art 60, Art 60-2, Art 60-3, Art 61-2, Art 61-3, Art 66-1 0, Art 66-13";5
Art 67-7 of the Special Tavation Measures Law; Art 11 of the Sp

eclal Rules for Meihod,
Preservation of Electronic Bookkeeping Records in Connection with National Taxes (Lay
25,1998) |

4-150  Payment and refund of tax (Nofis 7o Kanpu — i & 121$)

Tax reported on interim and final tax retum
(CTL Art 76, Art 77). Late payments of tax carr
(7.3% for the first two months the payment is oy

s is paid by the due date for filing those ref
y a penalty (entaizei) at a rate of 14.6% Per anpy
erdue) (General Law of National Tax Art 60).
Excess tax payments may be cither refunded or applied to unpaid national taxes:

* Refind of Income Tax or Joreign taxes. If the amount of Ja

panese Income Tax or forei,
allowed as deductions from tax exceeds the amount oftax, t

he balance is refunded (CTL Art]
e Refunds of interim tax payiments. If the final tax return shows an overpayment of tax fi

Interim tax payments, the balance will be refunded to the corporation, including interest g th
overpayment from the date of the interim payment (CTL Art 79).

* Refund from loss carrvback. Net losses from the current year may be carried back for one yeart .‘
reduce income in that prior year (CTL Art 80). This provision has been suspended for tax v )

ending between | April 1992 and 31 March 2012 (STML Art 66-13). Subsequent legigiot,

extends the suspension to 31 March 2018. However, medium- and small-sized CoOmpamas w

capital not exceeding ¥100m are not subject to the rule suspension and may carry Hack loss

under the regular rule. Prior to 1 February 2009, the loss carryback of medium- @it small-size

companies was limited to that arising during their first five years of existence,

Any resultin
decrease in the tax from that prior year is refunded according to the following

formula: i
1

Réfonil= Loss carried back

Carryback year income before
loss carryback

% Iax of the carry back year

Example 1: Refund from loss carryback

A medium- or small-sized corporation records a profit in year 1 of ¥5m and pays tax (at a 22%

rate) of ¥1.1m. In year 2, the corporation incurs a loss of ¥2m. It is cligible for a refund on the
prior taxes paid of ¥440.000.

(¥2mAESm) x ¥1.1m = ¥440,000

Law: Art 76, Art 77, Art 78, Art 79 and Art 80 of the Corporation Terx Law:

; Art 60 of the General
Law of National Tax; Att 66-13 of the Special Taxation Measures Law

14-150 © 2017 CCH Asia Pte Limited

233
r 4 Corporation Tax

Tax year (Jjgyo Nendo — $%ﬁ:‘ﬁ§-)

3 i ion is specified in its articles of incog}oratlon or mllaws
The tax year of a C?gorl?lf& lsa;h;e)';iairs got so specified, the corporation may elc;t1 .ah;aj
cgulations St ff';ce within two months of the date of incorporation. Once esta 1sth 5;

y notifying the tE]llX 0 d by notifying the tax office (CTL Art 15). A tax year of iJess mj;e
e ik ang?ataﬁ year of more than 12 months (CTLAI'E13(1D- Mostlafrge. apa o
onis s poSSIDLe D TlOl;h tax year ending on 31 March. But, as the following table indicates,

V ﬁoﬂfs havlfi:r lc?);gltifglions tznd to be distributed more evenly throughout the year.

of sma

’ Tax years of corporations for years ending between 1 April 2012 and 31 March 4
Table = b

- wax vear|  Number of Capital under ¥100m % | Capital ¥100m or more| %
e corporations : —
184,993 184,434 7% 559 =
i 214,200 213,292 8% 908 40;
7 [ 249,868 248,496 10% 1372 20/0
| oo 197,365 8% 557 ;
6—’3 228,176 227,379 9% 797 3nu
5 3 283,268 281,406 11% 1,862 60/0
bI:rber 117:800 117,312 5% 488 z;:
Jovember 36.013 85,501 3% 55123 =
ember 258,682 254,129 10% 4, -
- 90,168 89,551 3% 617 .
- 172,337 171,021 % 1316 4:
E 507!523 490,366 19% 17,157 56%
: 9 30,698 100%
1 2,590,950 2,560,252 100% ;

ource: Japan National Tax Agency

Law: Art 13, Art 13(1) and Art 15 of the Corporation Tox Law

=
'TAXABLE INCOME (SHOTOKU NO KINGAKU — Jif3®
47F)

| : — D&
§4-200 Taxable income (Shotoku No Kingaku — BT D 52380)

i : he
i f taxable income, computed as t
i i the Corporate Tax is the amount of laxz :
mTh? ‘]ljlams'Ofst?;(\?::fi:(zzkikin ml;p gaku — #i4%) over the deductible expenses (so;ﬂclzlp;ml)e;gc:;i;
— #@S%OOEEE)EZC?; the taxable year (CTL Art 22(1)). Generally accepted :cc;;r:)l_)ug p p
used 10 dete;mine the amounts of income and loss for tax purposes (CTL Art 22(4)).

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

14-200
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§4-210  Tax adjustments (Zeimu Chosei — Tob 5 )

For tax purposes, both revenues and eXpenses must be determined based on
accounting principles (CTL Art 22(4)). But v
order to determine taxable income.

generally g,
OIE are reqy;

arious adjustments to accounting inc

Diagram 1: Tax adjustments

—— Nelincome

Costs,
expenses,
adjustments |

Negative tax
adjustments ‘

Positive tax
adjustments

Taxable

Tax adjustments occur in connection with closing of the accounts

and from preparavioy of the
tax return. Tax return adjustments may be voluntary or mandatory.,

Table 4: Adiustments in closing accounts

Adjustments in closing accounts

Reference

Allowable depreciation expense

CTL Art 31
CTL Art 32
CTL Art 35(2)
CTL Art 36
CTL Art 42

Allowable depreciation on deferred assets

Compensation of officers serving concurrently as employees

Exclusion of excess retirement allowance for officers

Advanced depreciation on assets with reduced bases

Reserves for bad debts and returns

CTL Art 52, Art 53
STML Art 52, ete
CTL Art 63

Reserves for losses, etc

Accounting for long-term installment sales

14-210
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Tuble 5: Voluntary fax return adjustmeints

Reference
Voluntary tax return adjustments

CTL Art 23(6)
S 1 d
usion of dividends receive: e
Tax credit
Table 6. Mandatory tax return adjustments
Reference
Mandatory tax return adjustments 2
i CTL Art 25
5 'ms'on of appraisal gains from gross income S
B s ‘
jusion of refunds from gross income e
HV celusion of #ppraisal loss from expense =
E> L - .
B iRk cess compensation of officers from expense
. CTL Art 35
2 i-sic n of officers” bonuses from expense =
 '€ E » n of excess retirement allowance for officers from expense e
, Exclusio = :
: ";.» lusion of excess compensation for employees from expense ———
E ‘ { 3 ense CTL A -
B o of cxcess retin s for employees from exp
i ~ess retirement allowances
| Exclusion of excess 1 i
Exclusion of donations from expense —
Exclusion of the amount of Corporation Tax from expense e
: . 5 . 1
mf the amount of Income Tax credited against Corporation Tax
Exclusio . .
The amount of reserves for bad debts included in gross income of the CTL Ar520)
following period el
Net loss carry-overs _ -
: /ances t included in
Excess depreciation, eXcess reserves and allowances, etc, no ——
k. STML Art 61-4
Exclusion of entertainment expenses from expenses

Law: Art 22(4), Art 23(6), Art 2 't 3 3 3 35(2), Art 36,
Art 68(-35 of the C(;prI‘aff;JIQ Tax Lerw;, Art 52 and Art 61-4 ofthe S{JQC!G! Taxation Me res Law
>

i isgui ting (Kaso Keiri
i due to disguised accoun .
‘ dit for overpayment of tax to d « . O
}i_zlf d"gi:; Kadai Shinkoku No Bai No Kosei .Nz Tomonauhcgw‘; gzégc%g; o Koj
-in;f?lg‘é;%@ (2 HT B EOGEO TR 2 I AR O R
i V i s vy to record cxpenses for fi :
ion Tax Law generally requires a compan ; i s
tal Thft: p?log(jg:;?? fhe; laze dedﬁcted on the tax return (CTL Art 22(4); see 94-210)
statemen

. : & oy
& . " ‘
eries of dCCOul}tlﬂg SCﬂn[la. s volving iﬂﬂaled Cal'nlngsl lEPUﬁS by LompﬂiIHES S‘CC mg to “1(1)(11111.20
'-heil Sl are prices or secure ba k finang i g 1 the d- 1 9605, a PICW s1on was (:‘Ilac[ed W lnCh
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Chapter 4: Corporaﬁ y

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

GROSS REVENUES (EKIKIN NO GAKU — ﬁﬁﬁ@%ﬁ}

4-300  Gross revenues (Ekikin No Gajy — <D EH)

Gross revenues incl

Art 22(2)):
(1) sales of property
(2) transfers of property with or without compensation
(3) provision of services with or without compensation
(4) receipt of property without payment, and

(5) other transactions, other than capital transactions.

Transfers without compensation or for low compensation

When a corporation lransfers property to another party w
compensation, the transfer is deemed to oceur for fair market va)
recognized (CTL Art 22(2)).

Diagram 2: Journal entries — transfer without consideration

Transferor

Property transferred — cosl

Gift expense

Book value of property transferred XXX
Gain on transfer

Transferee

Value of property received YYY

Gift income

© 2017 CCH Asia Pte Limited

ude income (shueki) from the following types of transactiong (CTL

j » AMOUNts 1Y EXCESS 0

ithout compensation or for Toy
ue; a gain and a contﬁbntimm‘l
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; i i ayment
7. Transfer without compensation and receipt without pay N
A rati i sation. The
_xamP]e. sfers real property to a related corporation without Com‘;]e? i
heorporetion = {o the corporation of ¥5m and a market value of ¥50m. The corp
] s to

1ty : or i 3 st) and a
e _haS atﬁzstlransaction of ¥45m (¥50m property transfer lTlCOI’nLt}‘,l les_s ‘eiirs ;:f%p iope ;
g5 2 £210 O lated corporation reports income from the rec i
L £ 250m. The relate p

(ribution

it pa g I[y i lth a value o
ment iﬂ the amount Of ¥50m dﬂd ]C(.-OrdS the pr ()pe on 1ts books w
no! p Y

" e iy i ital, capital surplus or reserve
i ctions resulting in an increase or decrease in the capita .C ]:l: g gl
e t?nfr?butions of profit or surplus (CTL Art 2;(5)) are n_ot mceu(CTL S
e 184 increase capital surplus and do not result in taxable incom
ing amoun's . : |
- fthe stated capital amount received on issue of stock

gaiﬂt o treasur y S[()Ck.
. woo :
. j ]: - ’ f d f W b
L] receive Y a cooper alive for admission o € me ers

e divisi alified
i 5 idiary- corporate division, or a qu
separation or subsidiary-type corp e

.
.
' S i liabilities e
> ttl"ﬁalftion in-kind incorporation, the excess of the assets net of li

contri -

increase in the capital account

g q C q onitri 1on-in-
]Zed bOOk Vall.le adjustment galﬂ IEBUHU[g fﬂl]ll a ud]LﬁCd SU[)SE uent ¢ { 1
recogn

- idi ss of the value of the
of an incorporation of a wholly-owned subsidiary, ‘thli.‘ excess[o

' iy i i accoun

;?Jgts}iiiimy stock received over the amount of increase in the capita

oun a [Cl aj al su S pursual a capit fion (reca tallzat (8]
g trans ed 0cC pl € l'pl\.l p (8] ap a] leduC 10 ( € p] )
amou

ts transte: E:d Lo rev atior (&3 V lu I tal reserves ﬂnd
moun I f 1T dlu Tl FESCrve nds o capt | res: €8s,
al

ue Of money or pl()pett'y net Uf ’]_[t or 11 critance tax cor tr lhu‘-ed Oor equﬁal.he to h
Val Y g an 1 b d the

establishment of a medical foundation.
Law: Art 2(17), Art 22(2) and Art 22(5) of the Corporation Tax Law

4-310 Timing of income o B . .
1] Gi Iy, Japanese corporate taxation follows a realization principle which is base
enerally, Japane

accrual basis of accounting (CTL Art 22).

Sales of inventory A bl
Income from sales of inventory is generally rect()J gu]ze({(ij Fart LthBe ;;Eecc; ‘1 ;rfllzls ize_rl, _v;f) 1(13f ; i';yl'l[ammar
i : the buyer -1). ] .
ds are shipped or handed over to the o s Ly
:::Efi? E;]:geoig(s) a?'; transfg:llfred, cither of the following dates may be used (CTL Basic

r ; cived, or
o when most (ie 50% or more) of the sales proceeds are rec .

s the date of application for transfer of title.

14-310

Japan Master Tax Guide
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Sales discounts and rebates

| A discount is treated as a reduction in the sales price and is
rebate is a payment back 1o the buyer based on the amount or qua
determining the rebate is predetermined and communicated to th
accounted for by the buyer as of the date of the sale. Otherwise, th
time the buyer is informed of the rebate or, if t
(CTL Basic Circular 2-4-1).

recognized at the time of salg,
ntity purchased. If the meth
e buyer beforehand, the rel
e rebate is accounted for 5
he buyer is not informed, as of the date of p

od of
ba'te js
S of the
dymen

Consignment sales
Income from consignment sales is recognized in the tax year when the consignee sells the

(CTL Basic Circular 2-1-3). However, if statement of consignment sales is prepared, the inco
be recognized in the tax year the statement is received.

item
me may

Income from contracts

Income from contracts where something is to be transferred to the other
the time of transfer. If the contract is for performance of work or services, in
the time the performance is completed (CTL Basic Circuldr 2-1-5).
|

party is recognizeg al
come is recognizeq at

Transfers of fixed assets

Income from transfers of fixed assets is gener.
from transfers of land and buildings is recognized
(CTL Basic Circular 2-1-14),

ally recognized in the year of transfer. But income
as of the effective date of the contract of transfer

Law: Art 22 of the Corporation Tax Law

; CTL Basic Circulars 2-1-1, 2-1-2, 2-1-3, 2-1-5, 2-1-14
and 2-4-1

T4-320  Installment sales
Corporations may report income from sales, services, or construction projects (othe: than long-
term construction projects subject to CTL Art 64) on installment basis if:
(1) the payments are to be received in three or more installments

(2) the last payment is to be received at least two years

after the comp!ziior of the transaction
giving rise to the payment, and

(3) no more than twa-thirds of the payments have been received by the time the transaction has
been completed by the transfer of the item sold, ete (CTL Art 63, CTL-EO Art 126).

Income under the installment method is determined as follows (CTL-EQ Art 124):

Income currently recognized = Net sales price x installment ratio

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

Installment ratio = £ymount of denominator due or paid in the current period
Installment sale amount

Law: Art 63 and Art 64 of the Corporation Tux Law; Art 124

and Art 126 of the Corporation Tax
Law Enforcement Order

14-320 © 2017 CCH Asia Pte Limited
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330 Construction contracts

i tracls
. - long-term large-scale construction contracts,
struction contracts, other than long : e,
£ fTOHl i)oti];d using either the completed contract method or the pcrcenttag: :J)f zg:ggleﬁm
may general]y Iz::l’;nplargc—scalc construction contracts are repqrted on th;: percegs?rgllction ki
o Lolng:DL long-term large-scale construction ugntract is ogcbmilxca 2((:}({)) i
e two vears before the change implemented by the Hog) B 5=
i CO;E g?)ai\it l29%1)) and a contract price of more than LhT' mgim??ltlﬁeag;rz?gstli ;XpectEd
3 64(1);' i The percentage of completion method is not applicable 1 _ d ectel
the fanowmgltﬂ;k&jTL /fﬂ 64(2)) or if the contract provides that half or more o(f: }Elf_;%line Sy
10 resu]t. na gild one year from the date of the delivery pf the ccmstru?lei 1t§r1112 E) s
tobe Pil;; 3?]%8 legislation effective for tax years beginning on or af}egqit dszls x 0£herwiqe o
- be used when a loss is expected on a projec ; ; y
g T rf[ligl project and for software development projects (CTL Art 64(2)).

4

a long-term construc

Table 7: Long-term large-scale construction conlract

Minimum contract price

¥] billion

Date contract entered into

On ox atec 1 April 2008

i -h 2008 ¥5 billion
‘Betur i between 1 April 2004 and 31 Marc
Faeruie 1 April 1998 or =
I April 1998 and 31 March 2001 ¥15 billio
e ¥10 billion

Between 1 April 2001 and 31 March 2004

2) of the
Art 64(1) and Art 64(2) of the Corporation Tax Law; Art 129(1) and Art 129(2) o
i Ar
F” Corporation Tax Law Enforcement Otder

T '—‘_‘1 i :[)
{4-340 Dividends received (Uketorihaito — = HUC )

i i : domestic
ividends received by a domestic Japanese corporation [.rom other ‘)Jagiinz;c:gib]e stic
ogi?;ns (other than public interest carporations or non-juridical persons
corp :
dividend exclusion: ) o R
00% eroup members. Effective for dividends declared dulmg‘ ta?' ylc‘gaz/b:(%;l 01-353 o
F. '01%\ 11}1J 2010, dividends paid and received between 11hcmbert. of a ; 6 Ofatl?on- i
L 4-62{)) are tr’eated similarly to dividends on slock‘ of a consolidate t(:c)ilpallocabl,e b
(SGCI ﬂdedkﬂ'om income of the recipient and no reduction by the amount o
exclu :
expense is required. (CTL Art 23(1), ()(i), Art 81-4(1), (4)). ) e el
ivi ‘ac ration o
A -orporations. Dividends on stock of a corpor ther | ‘ solidated
k- ]e'imegrfffg(}r;rg;up member owned at least 23% by the recipient ‘L().l‘p?;llill(ig: :;S[
cmﬁo{gig()?mm income after reducing the amount by the amount of the recipien
exclu i 4 . |
expense allocated to the dividends (CTL Art 23(1), (4)(ii)). ) o
‘ § i n
1 -ations. Dividends on stock of a consolidated corporation tha 2 I
o Consolidated corporations. Dividen : e dco D s
’ described above, are exc
- or another related corporation, as ‘ e, i
ngOtle m:?ilpbizln?rtg the extent of 50% of the amount of the dwldzr)ld less the amount o
Beciion : ividends (CTL Art 81-4).
ipient’s interest & llocated to the dividends (C
recipient’s inferest expense a ' ' 0 _—
Ot orations. Dividends on stock of a corporation other than a 100% group mem
. er Corporn “

i ividend less
related corparation are excluded from income to the extent of 50% of the EE;E[TXE Tog tg,lﬁ )d\(\:)gﬁ)).
the amourftp of the recipient’s interest expense allocated to the dividends ( ;

14-340
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For tax years beginning on or after | April 2015 the applicable dividend exclusion percen
are as shown in the following table:

Table §: Applicable dividend exclusion percentages

B Y% ownership in related company Dividend exclusion %
5% or less 20%
More than 5% but not more than 1/3 50%

More than 1/3 but less than 100% 100% less the amount of the recipient’s i

. eres |
expense allocated to the dividends '

100% 100%

Law: Art 23(1), Art 23(4)(i), Art 23(4)(ii), At 23(4)(iii), Art 81-4, Art 81-4(1) and Art 81-4(4) of the
Corporation Tax Law

§4-350  Appraisal gains (Hyokaeki — SF135)

The basis of asset valuation under the Commercial Code and tax laws is the acquisition gog
of the property. For Corporation Tax purposes, increases in basis and related appraisal gaing are
not recognized (CTL Art 25). However, gain will be recognized when a corporation revalues assels
to amounts not exceeding fair market value in the case of a reorganization under the Corporate
Reorganisation Law (CTL Art 25(1)) or a change in organization (CTL-EO Art 24(1)).

Law: Art 25 and Art 25(1) of the Corporation Tax Law; Art 24(1) of the Corporation Tax Lo
Enforcement Order; Commercial Code; Corporate Reorganisation Law
4-360  Refunds (Kanpukin — &1} 4)

National and local taxes
Inhabitants Taxes, which are no
the corporation (CTL Art 26).

Law: Art 26 of the Corporation Tax Law

paid by a corporation, including Corporation Tax 4nd the local
t allowed as expenses are not included in income wher refunded to

EXPENSES (SONKIN — £4>)

14-400  Expenses (Sonkin — 154)
Deductible expenses for the taxable year include the following (CTL Art 22(3)):

(1) Costof goods sold, costs of completed construction contracts and similar costs. For these Costs,
the principle of matching the ti ming of costs to revenues is important (CTL Art 22(3)(1)).

(2) Salesexpenses, administration expenses and other costs (excluding costs other than depreciation

tor which the liability is not fixed as of the end of the tax year). These expenses include period
costs that are difficult to match directly to revenues.

(3) Losses other than from dealings in the capital of the company. Losses from casualties and
thefis, ete, do not correspond to revenues and are treated as period costs.

14-350
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oraind

w4410 Valuation of
(Cost of sales = Beginning

i_am!le :
Cost methods (genkaho — JEA )

used. The elimination of LIFO as an acceptable method fo
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nd in the US and UK tax codes, that deductible business expenses must be
18}

The restrictions fo exclusively for the purposes of trade, are not specifically incorporated into

and necessary or
: rules.

Japanese (&% S ——

; Ar122(3) and At 22(3)() of the Corporatiop Tax Law

inventory (Tanaoroshi Shisan No Hyoka — B B O ¥ )

Cost of geods sold is generally determined as: o
4 inventory + purchases of inventery - ending inventory

g T
t to use either a cost method, the lower-of-cost-or-market method, o

Corporations gy I Jue inventories (CTL-EO Art 28).

¢ method approved by the tax office to va

Specific identification method (kobetsuho — {EFiE) (CTL-EO Art 28(1)(1)(13)),. )
i = 1 o)
FI') tin, fist-out method (sermyu senshutsu — FNF) (CTL-EO Art 28(1)(1)
irst-in, G

in, dirst- thod (no longer permitted)
Last in. virst-out metho s .
nivhted average method (soheikinho — #8°59¥E) (CTL-EO Art 28(1 )(1)('(:)31))
w2lg & o ]
Maving average method (idoheikinho — T8 [£449i%) (CTL-EO Art 28(1)(1)(
« vV

i longer permitted)
gimple average method (no | N | -
H hasebpricemethod(endinginvenlory is valued using the cost of the last unit purchased)
rc - vente
. {_SE;S;EEE shire genkaho — SAALNFRADTL) (CTL-EO Art 28(1).(1)(3)) e
ﬁ tail method (sales price reduced by the marginal profit) (baika kangenho 70
° cta 8 ]
CTL-EOQ Art 28(1)(1)(D). | .
(Tax reform in 2009 disallowed the use of the simlple avezaie bar;d&e;sglsésir:é j;nf%r eéuemb)(
: idely accepted, bu .
methods. The simple average method has never been widely S swed s o AR
| ive after arch 2010, which
i § Japan, effective after 31 March !
! Accounting Standards Board of Japan, aft \ , which
S‘_ﬂﬂfiﬂff (Ij\I ([)_lgFle)y itxlljxfenti)ry accguming as part of Lhc.program to ehsrnlu(aited?ﬁerenccs betwee
Th;na:i: accounting standards and International Financial Accounting Standards.
a

.

Lower of cost or market method (teikaho — IR AMHE) N o
Under the lower-of-cost-or-market methed, a corporation values 1ts inventory at the lo
nder the -of-cos

either: |
e cost. as determined under the cost method selected by the corporation, or

i ket value).
e (he regular cost to purchase the inventory at the end of the period (marke )

: ic Circular 5-2-18
Tuble 9: Time of electing inventory method (CTL Basic Cireular 5-2-18)

i Date established
Newly established corporation

i Date business begins
Corporation beginning business

i Date new business begins
Beginning another new business

Date of change

Changing type of business

14-410
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Change in inventory method

Once selected, an inventory method should he used continuously there
method is desired, an application for approval of the change must be submitted

approval must be received by the day before the beginning of the tax vear of't
ATt 30(2)).

after. If 4 C]‘Jange it
Ce ang

to the tax off
he change {CTL-E{]r:.

If no method is elected

If'a corporation fails to selec
must be used (CTL-EO At 3 1(1)).

Law: Art 28, Art 28(1)(i)(a), Art 28(1)(i)(b), Art 28(1)(i)(c), Art 28(1)(i)(d), Art 28(1)(i
(D), Art 30(2) and Art 31(1) of the Corporation Tax Law Enforcement Ord
Circular 5-2-18

tan inventory valuation method, the last purchase Price Metfgq

)e), Art 28())
er; CFE, Basig

74-420 Employee compensation

Compensation to employees may include salary (hoshu), bonuses (shoyo) or retiremeny
payments (faishoku kyuyo). These costs are generally deductible ag business expenses (CTL An
22(3)(ii)). Exceptions exist for excessive salaries and excessive retirement payments.

Excessive salaries to specially related employees

A specially related employee is one who is related lo, is a de facto spouse of, or who IS Supported
by and shares a livelihood with a corporation’s director or g person who is supported by and shares
a livelihood with such an employee (CTL-EO Art 72). Salaries paid to specially related employegs

in excess of that normally paid for the work rendered are not deductible by the corporation (CTL A«
36; CTL-EO Art 72-2).

Excessive retirement payments to specially related employees

Excessive retirement payments paid to specially related employees (based ¢nhe period

of employment, circumstances of retirement and comparable payments in the fLaustry) are not

deductible by the corporation (CTL Art 34(2); CTL-EO Art 72-2).

Period in which employee bonuses are deductible (CTL-EO Art 135-2)

Table 10): Deductible employee bonuses

Circumstances of bonus

When bonus is dedvctible

Pay period is set by contract or rule and the
amount of bonus has been announced

Later of the set payday or date of announcement

Bonuses included in cxpense and announced
before the end of the period and paid within 1
month after the end of the period

Period in which the announcement is made

Period when paid

Law: Art 22(3)(i), At 34(2) and Art 36 of the Corporation Tax Law, Art, 72, Art 72-2 and Art 134-2
of the Corporation Tax Law Enforcement Order

T4-420 © 2017 CCH Asia Pte Limited

chap

14’43(} Officers’ compensation

ter 4: Corporation Tax

ies i j if rom the
i aid to officers of Japanese companies ls_sub_]ftecl to rul_es d.lﬂfremd.ltlorn: e
ComPensatlt%:rpemployees. Officers of Japanese corporat;ons_ include d1reut]ms,_ au (1C ?r L_EO
salaries paldEtO ;p]es of other officers of various corporate entities include the following
iy jdators. Exd
MT’ k- i i d vice-chairman
he president vice-president, chairman and vice-c
t ° ’ . ~ . .
: the president and vice-president of an association
e

=2 . - . . . .
the administrator of a gomei gaisha or goshi gaisha
resentatives of foundations and non-juridical organizations ' )
i i icles of incorporation, an
i i r or counsellor in the articles ,
ecified as a director or ¢
a person sp

ther pe e s 2 .
as ac .5 clc 08g d t (8] - 0 ] (
W utics and p
S0ns serving as VISOIS, e85 a d OS s arc s ar to ollicers (
Ohe P

Basic Circular 9-2-1).

» galary (hoshu — ¥RT9H) |
Ofﬁcer's i io(minuous payment, based on a predetermiged standard a}nd compllllteg ?riiﬁlﬁs
Sa‘qrrl}l}fo? less (CTL Basic Circular 9-2-13). Salary paid to gﬁi(iers (115 @el:ﬁ;ac g/rp ; ;ion oy
B i il - is not disclose .1
ffrpt .y (S,El!?g?gtéll(sl)u)mgzf‘r(l);iz;{;tligna;zus:;é:rls in excess of th?t specified in the artl:;:.lcs
v dedl-]Ct_Ed ( nd by the shareilolders’ meeting is not deductible (CTL-EO Art 69). Cnmé)en_si];gn
inﬂCOTPOIHt';;I_l i“ i c):/oncealed or disguised may not be deducted ((;TL Art 34(2)1). egil t'oi
s Oiﬂl{:;{}sl 6Wpil"§ ltrai sfer notification to the tax office of transfers of restricted stock as compensati
1 Apri , pre-

for future services is not required.

Officers’ bonuses (shoyo — & 5) T
2006 rules. Officers” bonuses (shoyo) are usually bas.ed on Fhe proﬁtadl 127 of the
Pl'e'FOr Corpofation Tax purposes, they are considered as pa]d_ffom income 21(1)0 ém; i L
-compgn()i’-t compute taxable income (CTL Art 35 before enactment of chax_lges mt mjem iy
F]mhmetragrdinajsy payment of compensation that is neither salary nor a retirement pay
is an ex !
Art 35(4) before enactment of changes in 2006). T
Officers acting in the capacity of employees. Bonuses paid to officers dc;g}iﬁy;;g; g);ch
: B s e edue ble in amount 8
S le to the extent they are reasona : o
e ction chiefs, ete, employed on a full-time basis, bu
include department heads, section ¢ iefs, ete, ; . il ; o
Ufﬁcerzt?lfcyl:ge the prelzident vice-president, chief director, 1'e._p1_esentatlv<? d11ect01., EX?:hL; 1\;r
g}érlgc?or managing director, liquidator or auditor, or the adm]mslrator od[ —E g'am(f):il Iiamugt o
i)shi g;iﬁ'ha (CTL Art 71). The bonus must be paid at the same time asl'an9 lZe] %n s
Igousi.sten.t with the bonuses paid to other employees (CTL Basic Circular 9- .

i i é ic ; an officer,

Bargain transfers to officers. 1f a corporation provides an eugm?nn;uelllcliva;itjagb? tt?] i

the difference between the value received by the officer and t S-dmf i ;)cmde y U O

idered to be compensation to the officer. Exz'implels .Of bargain tr fln sfe s incl - the tems iseed
Egrsl CTL Basic Circular 9-2-10). Compensation arising from one of ﬂ'.lCSC.tl‘dnS ers 2~ s
aigr\ru(s payment and may not be deducted by the corporation (CTL Basic Circular 9-2-11):

- gifts
— bargain sales -
— sales to the corporation by an officer at above-market prices

14-430
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~ forgiveness of an officer’s deht

— gratuitous assumption of an officer’s debi
— bargain rental of property to an officer

— below-market loan to an officer

— other services provided to an officer at a bargain price

— secret payments, and travel and entertain

ment payments, to an officer not directly related i
the corporation’s business k-

— personal expenses of the officer borne by the corporation, and
— life insurance premiums paid for the benefit of an officer.

Performance-based compensation (gyoseki rendo lyuyo — HAFEEH )

Under the 2006 tax legislation, the deductible compensation in the form
officers who take part in the administration of corporations, other than famil
based on the profits of the company (CTL Art 34(1); CTL-EO Art 69(1)). Beginni
in order to provide more flexibility to companies, “profit-based compensation (rieki rendo Tyuyo L
A IEENE 15" was expanded to include “performance-based compensation”. Companies gy
now use, in addition to indicators based on profits, indicators based on stock performance ang sales
to determine bonuses (Art 2 of the Law Partially Revising the Income Tax Law, etc, Law No 4,
27 March 2017). In addition, indicators for years afler the current year may also be included i the
calculation of compensation. To be deduct; ble for tax purposes, each of the requirements (1) through
(6) enumerated below need to be satisfied.

(1) The company is not a family corporation (beginning 1 April 2017
a family corporation in a 100% conirol relationshi
considered profit-based compensation).

» Compensation paid b,
p with a non-family company may
(2) The amount is determined according to an objective calculation method based on<indicators

of profits referenced in the securities reports (legislation effective | April 2016 clarifies th
indicators such as ROE (return on equity) may be used). Beginning 1 April

Z07, indicators
based on stock performance and sales may also be used.

(3) The calculation method is set by the compensation committee within tiee ‘months from the
beginning of the accounting year (four months for insurance compapics),

‘ (4} The amount is limited under the determination method and is siitila, to the method used 1o

compensate other executive officers, Beginning [ April 2017, the amount may be indicated by the
‘ predetermined number of stock shares or stock options to be issued or exercisable as com pensation

provided that the number of shares or options is determined based on performance-based indicators,

ithout delay.
(6) The compensation is paid, or is expected to be p

its amount.

(5) Afier determination, the amount is reported in securitics reports w
‘ aid, within one month of the determination of

| Restricted shares (jozo seigentsuki kabushiki — T3 H] FELA THRal)

For restricted shares granted as compensation for future services on or after | April 2016,
the company may deduct the shares

in the taxable income of the individual (that is, when ri

714-430 © 2017 CCH Asia Pte Limited
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i : zinni 2017 the
he case ol compensation to non-residents of Japan, beginning 1 October
In the cas

i re inc d the
bi i yee the non-resident would have include
H ducted by the company n the year
tion may be de
y pensa

i ion in taxable income il that person was a resident of Japan.
o Pensatm

i ishokukin — JEHiZ)
officers’ retirement payments (faishoku

i ¢ c ble
i ¢ payments to officers are deductible only to the extent that lhegr eu'?i rcnasfzsfors
Retl.rem_?i /Ert 36). Reasonableness of a retirement payment is dctermme.d asel 1{;1 qmmm;
amount ;C riod of time the officer was employed, the circumstances of (Iihelr retl_remefntl,] tf(;mpauy
.t i ics in the same industry and the size of the ¢
s paid by other companies : : :
lz,ra')};mggtgqilfnmg IYOctober 2017, in order to be deductible, retirement payments based

i - - cnsation
based indicators must meet the requirements for performance-based comp

((-_-"fL—EO Art
on performarnce-
described above.

. . - s
4 l W e a t“)ll "I IllliCEI s ('f S])EClauy Cﬂnt] Olled famlly Cox []01 ath]lS
Pﬂﬂr aw. COmp ns iy \
tmkuihl;?ﬂ] GAZO ‘Cugais”ﬂ Ho yﬂku”l kVM)«O 4% j?i fz EL& n]ﬂ?\ﬁ‘: @’fﬂ /é.‘ é{n =3 )

i i iall
T. gislation in 2010 repeals the limit on compensation paid to the Swl?lizdoti iﬁz:‘sic};‘
" i s endi > 1 April 2010, compensatio
o rations. For tax years ending before 1 Ap 0,c 100, patf 10 ;
Bme“amil% C;?‘) omu shusai yakuin) of a specially contr011§d family corpomtlon.( 1171511\!(;(:11;1{;31
ex:ﬁh:[“ . a;y”)gg;uld not be deducted in computing taxable income o the extent it exceeds ¥
B o i i CTL Art 35)
- inning before 1 April 2007) (C ]
\¥8m for years beg g

S . ) he
cially controlled family corporation is a family corporation where 900/5 $1 i?zi’eocl)lg Ct eare
3 sztinq power is owned by the chief operating ofﬁce.r Or persons re]atc‘ 10 } ol :
:&tock " vfgmﬁy relatives (shinzoku), persons in a relationship S|mll_ar to a mantgbrcﬂ? tef.ﬁcs;
mc“id]z::ges of that officer, persons supported by that officer and corporations controlled by tha
employ )
an{fsuch related persens (CTL-EO Art 72(1)). N
Salary double deduction issue. Future tax legislation islexpccted to deal with t1le_1 I:?m“;;
in sal ! ggluctions provided under the tax rules for sa]ar_ies pgld to company ownTrs ew E}; miler
gzgz;gns are not allowed to sole-proprictors. The disparity arises blecausc an i;r;(pe (;}1/1 ; = l)(f) -
: i ; : ied employee may
ion for salary paid to owner-employees and the salane_ _ .
ficduczocfe;zrctsiilr?léezaﬁ-235) based on the same income, while the employment income deduction
incom )
is not available to a sole-proprictor. | | |
3 Art 71 of the Corporation Tax Law;
: - Art 35, Art 35(2), Art 35(4), Art 36 and _ g
f j:l:t %45\]3{ {S\;Ii\jf?é(l) Art 71, Art 7)2 and Art 72(1) of the Corporation Tax Law Enforcement
Orde;; CTL ]13asic Circulars 9-2-1, 9-2-10, 9-2-11, 9-2-13 and 9-2-17

§4-440 Depreciation _
The treatment of depreciation is discussed below. See 94-445A for the 2007 and 2011 chang
1o the depreciation rules.

f4-441 Acquisition cost

The cost of property which is put to use in a business or hf.:ld f?r ;he fgo;l;;;ﬂ(%}ifﬁfgr?;
may be recovered as an expense for depreciatign over the useful life o _t‘ e fn dpaddi[iona] e
The acquisition cost of depreciable property 111.cludc-s the pultchase tp.rmirance e
obtaining the property, such as freight and loading expense, transpor XE o R
commissions, and tariffs and costs of self-constructed assets (CTL-EO 34).

M-441
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Cost to demolish existing structures
Costs to demolish structures on acquired land are included in the ac

the demolition commences within appro
Circular 7-3-6).

quisition cost of the Japg
ximately one year from the time of acquisition (CIL. oM

Repairs

Costs to repair and property maintenance are ordinaril
repairs which extend the useful life or enhance t
cost (CTL Basic Circulars 7-8-1 - 6).

y included in current expenge, Ho
he value of the property are included in the acqyj;

Expensing small amounts

A depreciable asset may be charged to expense in the current

useful life is one year or less, or the cost of the asset is not more than ¥1 00,000 (CTL-EOQ Art 133,

Assets costing more than ¥100,000 each, but not more than ¥200,000, may be grouped togethe
depreciated over three vears (CTL-EO Art 133-2),

Ttems not included in acquisition cost

The following costs are not include
Circular 7-3-3-2):

e taxes such as real estate ac
licence tax

costs of construction of buildings, etc, such as planning,

surveying and basic constructig,~
which become unnecessary due to a change in plans
» penaliies for breach of contract to acquire assets, and

e interest on loans to acquire assets and the interest portion of installment purchase pe

Law: Art 31 of the Corporation Tax Law: Art 54, Art 133 and Art 133-2 of the Coroorat
Enforcement Order; CTL Basic Circulars 7-3-3-2, 7-3-6 and 7-8-1-6

yraents.
on Tax Law

74-442  Types of depreciable property
Tangible property

The allowance for depreciation is used to recover the cost, less salvage value, of most types of
tangible property, including;

e buildings and equipment, such as air-conditioning equipment, lighting equipment and elevators
which are attached to buildings
® structures such as docks, bridges and railroad tracks
e machinery and equipment

s ships, aircraft and vehicles

e tools and instruments

s furnishings and fixtures, including decorative or ornamental plants, and

e livestock and certain plants, such as fruit trees, with a useful life greater than one year (CTL-EO
Art 13).

114-442 © 2017 CCH Asia Pte Limited

year if either: itg eXpecte

d in the acquisition price of depreciable assets (CTL Bagie.

quisition tax, motor vehicle acquisition tax, office tax or registration.

8

napter 4: Corporation Tax

ntangible property
[)epreciaii

o software

+ goodwill

 patents and trademarks

1I-- utility model rights

a design rights, and

. rights rega
supply faci
(CTL-EO Art 13).

w: Art 13 of the Corporation Tax Law Enforcement Order

43 Useduilives of new depreciable assets

on is also used to recover the cost of intangible property such as:

247

-4 2 2 2 : g
! Y Op
1 “Sillllg water use, use 0[ Ia]]“d pI lty
rdlng g C use ()‘ lex:[l cal or gas

The llowing table sets forth the useful lives of selected new assets as designated by the

Minjstry uf Finance (Ordinance No 15 (1965) and No 34 (30 March 2001)).

Table 11: Useful lives of selected buildings

- Useful lives (years)
Types of structures and uses :
R Buildings Buildings
acquired before | acquired on or
I April 1998 | after 1 April 1998
Reinforced concrete buildings: .
» 65
« Office or art museum (“office, etc”)
Residential use buildings, shops anq 'stmjes, 3013?0]5, -
' dormitories, gymnasiums, et (“residential, etc™) 60 v
+ Restaurants and theatres (“restaurants, etc”) 50
Restaurants, if more than 30% of the floor area is made s "
' of wood . 39
* Hotel or hospital (“hotel, etc”)
Hotel, if more than 30% of the floor area is made of o "
" wood
Brick, stone or block buildings: .
50
* Office, etc .
45
* Residential, etc .
45
* Restaurants, etc .
42
* Hotel, etc
14-443
Japan Master Tax Guide




248
Tipes of structures and uses

Metal buildings (limited to cases where the frame is more
than 4 millimeters thick):

* Office, etc

* Residential, etc

* Restaurants, ete

* Hotel, ctc

Metal buildings where the frame is more than 3 but not
more than 4 millimeters thick:

* Office, etc
* Residential, etc
* Restaurants, etc

* Hotel, etc

Metal buildings where the stee] frame is not more than 3
millimeters thick:

* Office, cte
* Residential, ete
° Restaurants, etc

* Hotel, etc

Buildings made of wood, plastic or synthetic resing:
* Office, cte
* Residential, etc

* Restaurants, etc
* Hotel, etc
Mortared wood frame buildings:
* Office, etc

* Residential, etc

* Restaurants, etc

* Hotel, etc

Simple wooden buildings:

* If main pillars are not more than 10 square centimeters

* Temporary buildings

14-443
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Buildings Buildings
acquired before acquired op g
1 April 1998 after | April | 995

45 38
40 34
35 31
33 29

17
N —————
|
26 ! 26
24 22
22 20
18 17
24 22
22 20
20 19
16 15
10 10
7 7

© 2017 CCH Asia Pte Limited
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Table 12: Useful lives of selected attachments to buildings

Tipes of attachment Useful lives (vears)
[Electrical facilities and lighting i
f{eaﬁﬂg and air conditioning | °
.Air conditioning, if power is 22 kilowatts or less :
| Water supply §
| Elevators ;
Escalators 8
Fire extinguishing equipment and emergenc.y alarms :
Air curtain 2i.d sutomatic door opening equipment :
Simple 7.0V, 1ble partition walls y
Othe: movable partition walls
Most other attachments not mentioned above: .
[f predominantly made of metal .
Others

l easeno 1mpro vermnents arc generaily Ci“ecja (S ased on ar Cstlllnate ol e. uSC[UI life, con-
. : i ¢ 1. S [ WEVETL, lf
il .H ] e Il!e of thc bulldll £ e nature {)l Hle 11np1‘0vemenls alld lht‘. mate lals u ed. .[0 =
Slden g - - l : ) , . :
mf [_ease 1S NON-TENCW able ﬂnd tl Cre 1s no pll!c]la = UPUOU the term of tllﬁ edase Iﬂa)' be uSEd as lhe

depreciable period (Circular Regarding the Application, etc of Useful Lives 1-1-3).

Tuble 13: Useful lives of vehicles and aircraft

\ Tipes of vehicles or aircraft Useful lives (yvears)
| | Motor vehicles used in transportation business Z

Trucks N

Ships (2,000 tons or more) :

Ships (less than 2,000 tons) !

0il tankers (2,000 tons or more) | ;

Airplanes with maximum take-oft weight exceeding 130 tons

Airplanes with maximum take-off weight exceeding 5.7 tons, but not .

more than 130 tons 5

Other airplanes, helicopters and gliders

14-443
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CONSUMPTION TAX

4
i

| FrOAUCHIOM oo csner ittt crccsnonsesss s ansssass s sn s sssasssssssssssnnssssssnssnestisassasansannran
The Consumption Tax (Shohizei — TH BB wocccvvcrcsccmninsnnsssssssssssensssecnassssssssass
~ Scope of taxation for the Consumption Tax (Kazei No Taisho —
AT ] B rsvsvivnsiitimmesmmtsmassesasssommrumsensiomassssssonsammanempmress s s FASARHRAISNES
Domestic transactions (Kokunai Torihiki — F HELG evcrereerressrmsersssrmsssnases
Cross-barder Services (Kokkyo o Koetta Ekimu no Teikyo —
T8 % 2 7o AT D IRAL) e ssessossesssssessessssasssssssasssssass
Noui-taxable transactions (Hikazei — JEFEFL) cocrreersrssnrsssssenssamsssstasinnecsnes
Fxempt transactions (Menzei Torihiki — GafiTLG]) veeseninsrsmsssnssnssnenseacns
Tax-free exports (Yushuisu Menzei — Bt GaBi)rrreenssssssseessssssssssssssasssnsens |
Tax-free shops (Yushutsu Buppin Hanbaiba — B L0 S IR T35 ) ceenecncncenas
O Special eXport eXemMPLIONS .....ociviiieniiinesesssnsssssseessesssnssmssissssmssesssssssssssassns
OB s payers (Nozei Gimiisha — HBEBTFE) ..o
Exempt enterprises (Menzei Jigyosha — FFI T T wcovrressssssonsussnsseanns
Special rules for exemption of inherited enterprises.......ccomssecscssussans
Special rules for COrporate MErgerS ... .. .coirsrsvesessssssrsosemssssasssnsrsssases
Special rules for corporate diviSiONS..............cceerveeecssnnsnesssesinisssssonsasassssassans
‘Timing of the obligation to pay tax (Nozei Gimu No Seiritsu —
ANFRFETTE D ALY crrseressscssssonsosssnsessssnessrasssssasnssssnssssssssssassessssssssassssasassssssssss
General THIER. oo mssiiisismiiiisisisssastssisiivessiassndnsaissoisorinse hsdnantanszunern
Instalment sales (Choki Kappu Hanbai — & I EIHEIR TE)eereersseseesescussasassnns
Long-term construction CONTIactS .........occvierereessrennsseressonssessssssssnsesssasenss
BBEx hasis (Kazel Hyojun — BRTIBEIEY i irosanmessismsssesassasssssisassinbsemasassonssns €7-500
Credit for taxable purchases (Shiire Zeigaku Kojo — £ NFLERTER)
Introduction
Invoice system (Seilyusho Hoshiki — Z5 3088 7 T0) vvrserersessisssrsrossesssanansees q7-611
Taxable purchases (Kazei Shire — B ALY covoesserssssssssssesessrsssess q7-612
Consumption Tax on taxable PUrchases.............eessrsneeeseesnssesssssssasssssassnses
Calculation of the amount of the eredit for taxable purchases ..cccceeevencen 47-614
Simplified tax system (Kani Kazei Seido — 15 5 SFIH] FE) cvrreerseccrcsencusinns 47-620
Formula for Consumption Tax under the simplified system.....coorerseeesescns q7-621
APPIICADIE tAX VAT wviiaiicsasisnvmossssssssasssnassesiiisssasaysissssmsssusssssssivesssisianismsnsransss 97-622
Deemed purchase ratio ..o iesssssescsssssnsmsesssssssssssasassssssssases 97-623

i
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Tax returns and payment of tax (Shinkoku, Nofu — W4, i INTRODUCTION

Tax years (Kazei Kikan — SEREIARD) vovvovoeeeesooo, -
Tt v et Kt~ BB o
Information. oy X ioho -

Additional information ...... SveESE R e ' [n Japan, indirect taxes make up a little over a third of national and local tax revenues, which is
Due date of final tax return ..... et s than is commonly seen in Europe, but considerably more than in the United States.

Interim tax returns (Chukan Shinkoku — rff i ,*—3—) T’

Tax return for foreign goods removed from a bonded area

7-100 Introduction

secascessssacuaan

Table 1: International comparison of composition of national revenue ratio of direct faxes to
indirect faxes (figures for Japan are estimates for 2016 and final figures for 2013; figures, for the

Notification filing requirements........... RS g e . other countries are based on OECD data for 2013)
Coumntry Ratio of divect taxes to indirect laxes (national
and local)

Japan (2016) 67:33

Japan (2013) 71:29

us 77:23

UK ‘ 56:44

Germany 53:47

France 56:44

Source: Japan Ministry of Finance

Japanese indirect taxes are of three general kinds: ad valorem Consumption Tax, specific
consumption taxes based on units and circulation taxes on transactions and acts.

Diagram 1: Types of Japanese indirect taxes

Indirect taxes ;l

Ad valorem
consumption tax

Specific consumption F Circulation taxes:

taxes: Stamp Tax

Motor Vehicle
Tonnage Tax

The Japanese
Consumiption Tax

Liquor Tax
Tobacco Tax
Gasoline Tax

Local Road Tax

L _ ]
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The ad valarem Consumption Tax accounts for over half of the indirect tax revenueg in Japap

Table 2: Composition of Japanese indirect tax revenues 2016 - 2017

Indivect tax % of indirect tax revenyes

2016 2017 2016 2017

Consumption Tax 171,850 171,380 67% 68%;

Gasoline Tax 23.860 23,940 9% 9%,

Liquor Tax 13,590 13,110 5% 5%

Stamp duty revenue 10,520 10,920 4% 404

Tobacco Tax 9,230 9,290 4% 4%,

Customs duty 11,060 9,590 4% 4%

Other 14,640 14,410 6% 6%

Total indirect taxes 254,750 252,640 100% | roon |

Chapter 7: Consumptigp Tax

Although politically unpopular, indirect taxes are projected to become an inc
important component of the Japanese tax system in the future duc to a “hollow
base for the Income Tax as the population ages. M
up by increases in the Consumption Tax rate, whi

in the rate to 10% originally scheduled to take place on 1 October 201 5 was delayed to 1 April 2017,
Legislation to further delay the implementation of the 10% tate was passed by the Diet in Noyemby -

2016 and the rate increase to 10% is now scheduled to take effect on 1 October 2019 (Law iy« 85

(national tax) and Law No 86 (local tax) of 2016, 28 November 201 6). The Tax Commissien, lapan's
tax policymaking panel, believes that an increase in the Consumption Tax rate to 20% wi'| se needed
to handle Japan’s fiscal necds.

reasingly
ing out” of the tax
ost of this increased burden is expected to be taken

ch increased from 5% to 8% in 2014. An increage

o

THE CONSUMPTION TAX (SHOHIZE] %3 2 i)

f7-200  The Consumption Tax (Shohizei — 34 B Fil)

The Consumption Tax Law was enacted on 30 December 1988, effective for transactions on
or after 1 April 1989, The original rate of 3% was raised to 5% (4% national tax and 1% Local
Consumption Tax, which is set at 25% of the national rate) in April 1997.

Table 34: Consumption Tax rates Jiom 1 April 1997 through 31 March 2014

Combined Consumption Tax rate: 5%

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

Local rate:

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

117-200 © 2017 CCH Asla Pte Limited
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f Cons tion Tax. As part of a comprehensive plan to str(?l]'gthf?n thc[:j sta-
- _IG“WmP n 22 August 2012, legislation was enacted wlluch inclu eF a
. 5 ecﬁrﬂé()sgssl?:nn];,lizn ‘"I”ax (Law to Partially Revise Ihe‘ qu".'sumpe‘.mrztkgg l%cr;; %::
L mcreasg‘ lgl(ta ;emm‘ces for Social Security — ?J;’ﬁiﬁ{ﬁ%@?‘}m’ﬁkj 5 @jﬁ{écéﬁzz Augusi
Orgrif;%s;’ﬂcgaﬁ’i 7 3 - i O BB —# % MIE T 3% DR, Law No 68,
4

7012, effective 1 April 2014).

[ncrease in the _rat
pility of the social

3B fr 2014 I 2 2 Art 2 and Art 3)
bl - Consumption Tax rates from ! April 2014 (Law No 68, 22 August 2012, Ar
€ . .

Ta

ective dates Combined National rate Local rate
tive 1
e Consumption Tax rate O
8% 6.3% 1.7%

Beginning | April 2014 i
Beginning 1 October 2019 10% ;

Reduced tax rate for food,
drink, and nevespaper

subscriptions beginning 1
|Octobe: 2019

2.2%

8% 6.24% 1.76%

inni i ras originall
% ro-stage increase in Consumption Tax rates bcgl.nnmg 1 April '3/2014m\§i‘;sedoraﬁe Wa);
i 'ihe Lo gt'uuima favorable economic conditions. The increase to an 8% f;oth .
~onditioned on cc?nlll 1 October 2013, effective 1 April 2014. [mplcmejnatlon 0 d‘: ;:d o e
. ado}it()eﬂ/ Uombincd rate had been initially set for | October 2015 but was' u:l_}(fm oL
izn(;:]]‘?r'asegglirtheru gostponed to 1 October 2019 by legislation in late 2016. A transition p
an ‘

“0( ate allec o T (0] yjects, € 1 £ et 10 DE| 1 Ct(]ber
i ot j e cn set t g onli O
/) T i Ing construc 1 pr tc, dd bC

implementation ofthe 1 G -

: i ; %% rate base
016. A provision allowing for reconsideration of implementation OLthebwn/”r;a:aler; (Law No 68, 22
i1dic.at012 such as real and nominal rates of growth a.nfi pdﬂfe t{if\‘j iloa; fi&priFZO 15).
: isi 8 as revised by La y
August 2012, Supplementary Provisions Art 18 as e 10%

islati one the implementation .
Delay in increase of rate to 10%. Legislation to postp p 5 e

i 2 iet in November 2016 and the rate increase to
Cohl:duﬁ:alzlﬂt? lzlilz ;?;zc‘fiiplaizfogzrtg% %I?Ll:g No 85 (national tax) and Law No 86 (local tax) of
s¢
2016, 28 November 2016). . | e Tt

stem of reduced rates (on necessities) (keigen zeiritsu seido - %:ﬁm%fii .’,;ize;l'}m i
S)'S er‘n . legislation did not contain any provision for lower Consgmpt;on 3 R
F Iat? ey CE?]bd However, effective with the Consumption Tax rate increase (o ; lo, i i
B as‘ tgo' .2019 a rédﬁced tax rate of 8% (6.24% national tax and 1.7(?/10 oca Lo
o oeour on ! O-Cto- Cld d éﬁ nk and for subscriptions to newspapers which feature arlu? ?;s 0}1{] ’p‘me ;}1(;
[ oved _10r SeTnn 10(J(-lgmlture etc, and that publish at least twice weekly (Law fo Pattf.ﬂ ly Aelj[ 0
; 001301“11;;: ?;luetg;:mLa(\:;leo fS m,c 2016, 29 March 2016, Art 5, Supplementary Provisions .
neome Tax Law, etc,

Food and drink items not cligible for the reduced rate include:
o Alcohol described in the Liquor Tax Law. . o b
“Dining out” (gaishoku — %} L) — meals consumed in restaurants, cates, elc.
o “Dining o s '
for the reduced tax rate includes: ‘ . .
—  “Take out” food put in a container or packaging for off the premise consump
ided ¢ facility
— Food provided at an ¢lderly care A . -
—  Food provided to students at kindergarten, elementary and middle schools,

117200
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416 Chapter 7: COnsumpﬂ. £ ster 7: Consumption |
ion Tax is a multi-step, broad-based
i [ tion Tax. The Consumpuo]? . ‘ |
 totine previc o :t: 2:;:15.;%0133 in goods and services in Japan an? the .recelp; oléfsf;(]);e;glg
. ; . ; . _otion tax on mos ' . : e
e Food that is combined with a non-food product generally is not eligible for the reduced rapg ] P‘ilor];onded areas in Japan. The tax i assessed. at each S‘Fa%es cs)tfa g}es e ke |
if the selling price of the combined praduct before tax does not exceed ¥10,000 ang thﬁ‘,' i j0ds frorgsses. e defions T4 COTBHTDADE taxes-paxd sk previ
component of the product accounts for at least */; of the selling price then the enfiis -cﬁm":'-' .. r‘;fbearing e oermnion Tk

product is eligible for the reduced rate (Consumption Tax Law Enforcement Order p,
Revision Order No 148 of 2016). )

Transitional rules. During the petiod that the 8% Consumption Tax rate s in effect,
the following transition rules the pre-change 5% rate will continue to apply (Law No 68, 23
2012, Supplementary Provisions Art 5). Similar measures are expected to apply retaining the 89
during a transition period when the 10% rate comes into effect, -4

i«'xamp]e 1: Assessment of Consumption Tax

(A) Materials provider

Table 4: ltems covered by transitional rule ( Sale price to manufacturer ¥ Iﬂgggg ¥5.000
F Consump'{iﬂn Tax ¥ *
ltem covered by transitional rule Details
Entrance fees to a race track, bicycle race track, | Amounts received before 1 April 2014 for ) [CN\S (B) Manufacturer
art museum, amusement park, film or play or services rendered after that date e w.ho]esﬁler ¥ 200,000 . ¥5.000
amounts received for passenger - Sale price | h ¥ 10,000 " )
3 , Consumption Tax ¥ (5.000
Electricity. gas, telephone, ete, utility costs Amounts received for services contracted befoy G: Less: tax on pqrchase:s Y “5 UDO
30 April 2014 under a contract continuausly j Net Consumption Tax e
effect before | April 2014 i
Construction coniract concluded between 1 Amounts received for transfers of taxable . J .. (C) Wholesaler
Oclober 1996 and 30 Se tember 2013 materials after | April 2014 under preexisting ’ | e
P contract a Precriags " | Sale price to retailer "':1?2833 ¥5,000
= .‘ Consumption Tax "’5 e
Lease contract concluded between 1 October Amounts received under lease contract alte, h Lexs: tax on purchases ﬁﬁg
1996 and 30 September 2013 1 April 2014 under preexisting controgt i &:L Consumption Tax it
provided certain conditions are sati:ficd
regarding definiteness of paymeiit and changes | ”
in contract terms, etc rr (D) Retailer
) j _— ¥ 400,000 -
Labor contract concluded between | October Amounts received undsr labar contract after " L Sale price o L_‘i:‘r:i“m” v 20000 ——— ¥5,000
3 | | Consumption Tax s
1996 and 30 September 2013 1 April 2014 . Tess 18 Gn pohinee ¥g 15‘30((}]{{])01
Publication subscriptions continuously in effect | Amounts received by | April 2014 for . i Net Consumption Tax ¥ 2000
before 1 October 2013 publications delivered after that date or for ‘ —
delivery of weekly, monthly, ete, magazines or ) ] ; r government
. b A : . tal received by gove
newspapers with sales date before 1 April 2014 | Consumer ;!::) m A, B, Cand D
Mail order goods where price and conditions Amounts received for goods after | April 2014 . ¥ 400.000
have been determined before 1 October 2013 where the order has been received before that , EIII'CHESC F}“CETaX ¥ mjllﬂ(l - ¥20.000
date “onsumption -
Total cost ¥ 420,000
Elderly lifetime care facility contract concluded | The portion of a lump-sum payment received ]
between 1 October 1996 and 30 September upon commencing elderly care for services
2013 provided after 1 April 2014 |
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418 Chapter 7: Consumption

Display of tax-inclusive pricing. Product price labels and handbil]
required to present the price inclusive of the Consumption Tax (includin
However, in light of the changes in tax rates this requirement has been

suspended unti] 3 Ma.ra?
2021 provided that sellers take steps to avoid misleading consumers regarding the tax-inclusivepag,
of the price. 1

s adverrising Produegg 4.
2 local Consumption T: 2

Law: Art 29 of the Consumption Tax Law; Art 72-82 and Art 72-83 of the £,
Partially Revise the Consumption Tax L.
Security

ocal Tax Lq

. W5 Law gg
aw in Order to Secure Siable Resources

Jor SOCiaﬁ

97-210  Scope of taxation for the Consumption Tax (Kazei No Taisho — = o)) ;@g}r,
The scope of the Consumption Tax includes (Consumption Tax Law Art 4(1), 2)): |
(1) The transfer of property or the provision of services in Ja

pan by an enterprise in return fop
payment (Consumption Tax Lenw Art 2(1)(viii), Art 4(1)).

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

e “Japan” refers to the enforcement area of the Consumption Tax (Consumption Ty Law Arg
2(1)(1)).

s “Enterprise” means eithera sole proprietorship (operated b
(Consumption Tax Law Art 2(1)(iii), (iv)). For this purpo
public body or a non-juridical
Tax Law Art 3, Art 60).

y anatural person) ora corporation,
se, a business conducted by a loca]
organization is considered to be a corporation (Consumption

e “Property” includes not only inventory and fixed assets but also intan

gible property rights
(Consumption Tax Law Basic Circular 5-1-3).

e “Bonded area” includes a specific bonded area, a bonded wareh
bonded exhibiting area and comp

Customs Lew (Kanzeiho) Art 29)

ouse, bonded fastory,
rehensive bonded area (Consumption Tux Law At 2 L)

1

e The supply of property or services not in
Consumption Tax, but the importing of g
to Consumption Tax.

volving an enterprise within Japan is uct subject 1o
oods by a person other than an euterprise is subjeet

e Sale of personal assets, such as sale of 2
Tax.

Law: Art 2(1)(i), Art 2(1)(ii), Art 2(1)(i), Art 2(1)(iv), Art 2(1 J(viii), Art 3, Art 4(1), Art 4(2) and Art
60 of the Consumption Tex Law; Art 29 of the Customs Lew (Kanzeiho)

personal residence, is not ‘subject to Consumption

7211  Domestic transactions (Kokunai Torihiki — [T g K50y
Provision of services

Services are considered domesti

¢ transactions if the services are provided within Japan
(Consumpiion Tux Law

Art 4(3)(ii); Consumption Tax Law Basic Circular 5-7-15) (sec 7-212).

Artists and athletes. Prior to 1 April 2016, a foreign enterprise that provides the services
of artists or athletes in Japan is obligated to pay the Consumption Tax arising from the services.
Beginning 1 April 2016, Consumption Tax payment for services of artists and athletes is the obligation
ol the Japanese recipient of the services under the “reverse charge” system (see 97-212).

17-210 © 2017 CCH Asia Pte Limited
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hapter 7: Consumption Tax

‘rransfers oF leases of property

Generally. p Tty i iti ransaction
if a property is located in Japan at the time it is transfcr.red OT: leased, the l‘la)ﬂ ::;. ;

. ldl \ la domestic transaction. A transter or lease of a ship, aircralt, patent, elc, registere
ted as . . d
apan is treated as a domestic transaction. ——

T T i f fers it without bringing it into
en i ty outside of Japan and trans it br g_
1f an enterprise purchases a properly . : ; O T
th t ﬂ’iaCtiOll iS not Subject to CDI’%SlllTlpth]l TED( (Consumptlon ax LaW BaSlC CII'L d )
e trans I ular 5-7

t
psfers for paymen . _ .
tﬁa“ {ransfers for payment are subject to Consumption '.l'ax'. Excluc‘ied are tranfif(c‘;]rlsrr\;vx out
i rh as gifts, financial assistance, dividends, lottery winnings, etc, (Consump
= ent, suc ' 2
Basic Circular 5-2-8).
med transfers and other transactions subject to Consumption Tax

! i i tion
Q W. g are examples Of def.‘-med 1 ansfers and OthCr transactions SlleCCt to CO sump
he ( 5

Dee

A i in hi hold
i he ~or sumption of inventory or other business property by a sole proprietor in his/her house
the = )
] (Consumption T Law Art 4(4)(1)) )
¢ift by a corporation to an officer (Consumption Tax Law Art 4(4)(ii))
d : e
an accord and satisfaction (Consumption Tax Law Art 2(1)(viii)) . I
hange of property, investment-in-kind, or onerous gifl (Consumption Tax Law En
exchang iy,
Order (Consumption Tax Law-EO Art 2).

orts . - ‘
4 All properties removed from a bonded area are subject to Co?s‘umptrlsnﬁg?; ;iﬁzriill;ssrtzf
hether the transfer is for payment. This includes itcms use@ for personal consun p'. Pl
il ¢ Law Basic Circular 3-6-2). This rule is necessary o mafmtam_ @ 1
(Consumption Taxd dmngstic soods. Consumption or use within bonded areas is considered a reTFvg
?ftwet?ﬂ {l?;zlc%;ldazrca ?:ubject ﬁ) tax. But if imports are used within bonded areas as ri\:uﬁzt:trig :;;1
P jec ‘ons i hat consumption or use is not s s
the manufacture of products subject to Consumption Tax, t

ey ! : ¢ Lanw: {'th
Law: Art 2(1)(viii), Art 4(3)(ii), Art 4(4)(1) and Art 4(4)(ii) of the Consumption Tax Law; Art 2 of the
aw: : .
Consumption Tax Law Enforcement Order

: A e ke kil 5 e A
1212 Cross-Border Services (Kokkyo o Koetta Ekimu no Teikyo — FI15 R 2 7oA
BRI | B - -
In order to provide equitable treatment to domesilg and foreign uchbzsmti‘lnif;’i&?;lof algl
| October 2015, Consumption Tax will apply to elgctromc commerce s o
- ic book ’music advertisements, or cloud services that an overseas company pe forms ouisice
z?i?;:]m(czzs;;mpmh Tax Law Art 2, Art 4 as amenicg by ;?:tiisi; ;01:?1':} %1»(1)0 q)éwiées e
i ‘e consi me : S 5
ovenl-ides tl?ehgBr}el‘f;lur?slzet:ﬁi;ﬂ;’}?ﬁ;:ﬁ;ﬁé’?g?f?ax c?_)llection diﬂ'er.s depending thL}Ter ;hc
ferziv 1;1‘:3 :?ih]cnse?'ff)ices isa llz:usiness or consumer. Foreign businesses \_:vnh taxaglfl:Tl Zale(slu:lai?f yt re(;];
¥10ﬁ1 during the base period (generally the second year befpre the cur rc:mezfz; us}lm)é Ly
tax-exempt ztams (see 17-310). Other foreign companies with a busmcss] e
related to the services or which have a tax representative in Japan m}iy afl(jszc 10
“registered overseas business” eligible for the credit for taxable purchase

17-212
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Business recipients of cross-border
services from outside of Japan, the Japanese business service recipient has the o
the Consumption Tax return and pay the on the service under a *
I January 2017, B2B digital services received by a foreign perm
business in connection with foreign business activity is not subj
services received by a Japanese permanent establishment of a fo
in Japan will be treated as Japanese domestic transactions subje

services (B2B). If a business ip Japan

Lation (g |
reverse charge” sysiep, Eff;
anent establishment of al

ect to Consumption Tax .hllt
reign business for Purposes
ct to the reverse charge rules,
Consumer recipients of cross-border services. A consumer in Japan who reg

from outside of Japan is not obligated to pay the Consumption Tax, Instead, the f,

oreign s
provider has the obligation to file the Consumption Tax return and pay the Tax on the Service,

eives

§7-220  Non-taxable transactions (Hikazei — JEZERI)

Transfers of certain designated types of property are non
Law cither because the property is not of the type contempla
reasons based on social policy concerns (Consumption Tax La

-taxable under the Consumption
ted for the Consumption Tay or fi
w Art 6(1), Table 1),
(1) Sales and leases of land and rights to leand. Transfers of land, inclu
easements, rights to lease land, ete, are not taxed under the Consu
transfers of mining rights, quarry rights and rights to use hot sprin

ding superficies, ajr rj
mption Tax Law. How
gs are taxable:

o Short-term use of land. A lease or other use of land for less than one month is not conside;

a non-taxable use of land and is subject to Consumption Tax (Consumption Tax Law:

Art 8). Use of improvements to land, such as buildings, parking lots, and sports facilities, js
subject to Consumption Tax.
e Transfer of land and buildings. If land
in a single transaction, the transfer
on the normal transaction price for

O

(not taxable) and buildings (taxable) are transfer, N
price is allocated between the land and buildings vaged

each (Consumption Tax Law Basic Circular 17 1=5). '
(2) Transfers of securities. Non-taxable property includes:

e national and local government bonds

e corporate stocks and bonds

e beneficial interests in investment trusts and band trusts
e commercial paper

e mortgage bonds

= membership interests in limited companies (y;

ugen kaisha) and cooperatives (kyodo kumiar)
e loans, deposits, receivables, and other monetary claims

e means of effecting payment, including checks, ftraveler’s checks, foreign exchange
conversion fees, postal orders and letters of credit,

(3) Financing fransactions. Lending and other financial transactions and services are non-taxable

under the Consumption Tax Law, including (Consumption Tax Law Basic Circular 6-3-1):

e national and local government bonds, co

rporate bonds, convertible bonds, stock rights,
deposits, savings and loans

e distributions from joint operation trusts or investment trusts

o credit guarantee fees, insurance premiums, mutual aid premiums and discounts on bills

fI7-220 © 2017 CCH Asia Pte Limited
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ter 7 consumption Tax

issi installment payment sales | |
- i imited to amounts specified in
- ce and interest included in financing lease payments (limited Lo am P
insuran
i t postage stamps and stamps used
stage stamps and document stamps. Govcmmen p ; gl B b e
. &Tax are not subject to Consumption Tax. Other mail-r et
for the Stanaﬁr)e also non-taxable, including postcards, cash gnvg}oplezs, g_r:z )y e
e ?fﬁ(::t wrépping materials (Consumption Tax Law Basic Circular :
arcel po : ! .
i are subject to tax. | |
collectible stamps - ‘ _ I
of handise and service cards. Transfers (including salesl gomﬂ\./gn:t];g :::c:;? ngt Su{gjegt “
. id rai fare cards, book cards, gift certificates, etc,
E cards, prepaid railway far :
telephone cards,
ion Tax. | |
N ts or public bodies for
ional or local governmen
-es. Pecs collected by the nationa
Government fees.

3, TCE siration ECLS d()(:u[lletlt Sub ect to Lon ﬂ'lp 10 H
g } 1665, th, are not it C S t 1 1ax
pﬂ

agenal Mon Thel f‘?(fj 7 X e} 1 ) money Order_' tl'a.\«'e]er‘s
Inter (¢ ey g j A h f?ge. T_]ltfzmatlonal pQ. a >

Me [#) orders d fb e1gn EXCi ! 5 M S, )
hF‘ » efters Uf Crcdit and fC)rE:ign eXChﬂnge (ransaction feeS are not Subjc(‘t to Co lbulllpt on [a

Cl .\.kS. 1

i i s ical services received
] i dical security laws. Medica ‘

i ices received under public me : . ' L
e ‘tjfjc.:vi;\evs regarding health are not subject (o Consumpnor} "ll;axl,ﬁln}cjl’ic:le C%i F
eer ;cr the Seaman's Insurance Law, the Elderly Person..s Hea V?C et Damag,e 5
IﬂSl”‘f’”?f ) Hc;ndicapped Person's Welfare Law, the Compensation ro } s Compgn_mﬁon
Phyﬂ?a 4 Pollution Law, the Livelihood Protection Act, the Workers " Injur) ;

lth from Law, the rorects iy
;ﬁ;«ah{:e Act, ete, (Consumption Tax Law Basic Circular 6-6-1) o

. i ing C 1 mption
Nursing care services provided under the Nursing Care Insurance Act (Consump
ursing /
Basic Circular 6-7-1). - - oy

il welfare services. Various enterprises pr(wlde_ goo_ds and sel’v;ces],E il;f;rli 15 : Ilzc]ude:
S}TC’M ‘fvgllwelfélre laws (Consumption Tax Law Basic Circular 6-7-5). p
the socia - ‘ -

enterprises providing relief facilities under the Livelihood Protection
® d

iliti i the Child
d centers, infant and mother support facilities, and nursing homes under
o day care 3
Welfare Act p
o homes for the aged under the Elderly Persons Welfare Ac

L ome SCrv ervice Y ili .e V.dﬂ er 1 Lk ]f e laws
h 1ces day S 1ces and ShOI't sta facllltl S pI‘O 1 d und various weltar
5 ) )
for Chﬂdren, T.he Cldel’iy al'\d haudlcapped pe s008S.

ansyery cal  dmn midawife ervices Jor Hﬂb” th
( ) ! al erred Iin conneclion WII'II IﬂEdl d i Vi_'f 5 i f ch
11 1 IG}}{.’ Ty 5]

(Consumption Tax Law Basic Circular 6-8-1).

5 tion Tax Law
(12) Burial and cremation fees. However, luneral expenses are taxable (Consump
Basic Circular 6-9-1). | -
ansiers and leases of special items for the har{dzcapped. 'I“.?lx—exc:inl}:13 T:L(; o
“ ﬁ;’”é{e}';S_.s safety canes, artificial eyes, Braille machines, and other cunp s
oy ¢ i 5 (i j ire -10-1).
\\:ities;ecial facilities for the handicapped (Consumption Tax Law Basic

i 3 3 1s, Job Ability
School and education costs. Tax-exempt education costs arc those reiz;ltcc; z(; Z(;l;cg)ducamn e
Dcev?eciopment Schools and special training colleges specs?ed u%;i?; ttiees e m.ld g i
i i de tuition, entrance fees,
les of tax-exempt costs inclu _ K dow iiad
E)f( ::ﬁgem status documents, etc, (Consumption Tax Law Basic Circular )

(14)

f17-220
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4292 Chapter 7: Consumption Tax

(15) Textbooks specified in the School Education Leaw (Consumption Tax Law Basic Cireyly,
6-12-1).

(16) Residential legse. Tax exemption applies to leases of homes, apartments, dormitories, compay
housing, etc. Short-term leases for less than one month are generally taxable (Cousump{i(m
Tax Law-EO Art 16). Costs of hotels, ryokan, or resorts are taxable even if for a perjgq of
greater than one month (Consumption Tax Law Rasic Circular 6-13-1),

(17) Receipr of tax-exempt foreign goods from bonded areas. Tax exemption applies to the receipt
from bonded areas of foreign property of the types otherwise qualifying for exemptiop
including securities, postage stamps, special articles for the use of the disabled, textbooks, et

(18) Sale of virtual currencies. Pursuant to a revision in the Law for Settlement of Funds

59, 24 June 2009), beginning 1 July 2017 the sale of virtual currencies is no longer
the Consumption Tax,

(Law Ng
subject tg

Law: Art 6(1) and Table 1 of the Consumption Terx Law, Art 8, Art 16 of the Consumption Tax Law
Enforcement Order; Child Welfare Act; Compensation to Victims of Damage to Health Sfrom
Pollution Law: Elderly Persons’ Health Protection Act, Elderly Persons Welfare Act: Health
Insurance Act; Livelihood Protection Act; Livelihood Protection Law; Nursing Care Insurance
Act; Physically Handicapped Person s Welfare Law; Workers "Injury Compensation Insurance
Act; Seaman s Insurance Law; School Education Law

17-230 Exempt transactions (Menzei Torihiki — f:HiH3))

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

17-231  Tax-free exports (Vushutsu Menzei — 1 tH Haf)

An exemption from the Consumption Tax applies to the transfer of goods or oo ision of
services in Japan by an enterprise that is described in one of the following classes of Sx2mpt export
transactions (Consumption Tax Law Art T(1H():

(1) A transfer or lease of property that is an export from J apan (Consumptios’ Lox Lerw Art TC0(M)):

e This exemption applics only te enterprises involved directly in exraring. Tt does not apply
to subcontractors who provide goods to exporters or others who s=1] products to enterprises
engaged in exporting (Consumption Tax Law Basic Circular 7-2-2).

(2) A transfer or lease of foreign goods (Consumption Tox Law Art 7(1)(i)):

e This exemption applies to goods that have entered a bonded area in Japan without

undergoing import processing and is then shipped outside of Japan (Consumption Tax Law
Basic Circular 7-2-3),

(3) Transportation of passengers or goods or lelecommunications between Japan and outside Japan
(Consumption Tax Law Art T(1)(iii)).

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

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

117-230
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Examples _ o .
Examples of exempt export transactions include (Consumption Tax Law Basic Circular 6-11-1 )

transfer or lease of foreign freight

international transport of travelers or freight (including domestic transport which is a part of the
international transport)

provision of ships or aircraft for international transport (including those of J apanesc registry)

repairing of ships or aircraft used for international transport

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

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

loading <na unloading, warehousing, inspecting, etc, of foreign freight

cormuications or mail between Japan and a foreign country

wansfer or lease of intangible assets te a non-resident of Japan

survices provided to a non-resident other than:

(a) transport or safekeeping of property in Japan
(b) provision of food or lodging in Japan
(c) services similar to (a) and (b) provided in Japan.

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

7-232  Tax-free shops (Yushutsu Buppin Hanbaiba — i tH 4 5, FR 75 15)

Non-residents of Japan may purchase items for personal use at specially designated “tax-iyee
shops™ without paying Consumption Tax on the purchasc‘( Consumption Tgx.Lz.rw A_rlt 8; Cafwumprrog
Tux). Among the most visible of these shops are the duty-free _shops found in international alrpo_m‘TS'a‘n ‘
in the Akihabara “Electric Town” neighborhood of Tokyo. Prlqr to 1 October 2014, exempt pmthdsecsl
were limited to those over ¥10,000 and included only such items as electric goods, hanc?ha_gs a]n
clothing (Consumption Tax Law-EO Art 18). Bcginping_l October 2014, exempt purchasc?s..wﬂi a sg
include items used in consumable items used in daily life sugh as food, beveragc%s, medicines, ago
cosmetics. The separate exemption for consumable items applies to purchases costing at least ¥5,0
but not more than ¥50,000 beginning 1 April 2015.

Retailers must obtain permission from the tax office to operate tax-free shol?s (Consumption
Tax Law Art 6). Consumption Tax will be exempted on purchases from a tax-trc.c shop on thf:
condition that the article is to be taken out of JTapan. The pgrchascr must pre‘sent hlS/hEr pas_spl)o_if
at the shop and receive a “Record of Purchase of Consumptlon—Tax—F,xem_pt for Export”, whllm 18
attached to the passport. The card is collected by a cug'm_ms officer at the time the purchgserl itve_?
Japan. To facilitate qualifying purchases to meet the minimum pu%’chase amounts, begmnmg‘ lprl.
2015 merchants in shopping streets and centers, etc, may esta.bhshA tax exemption counters \lvu;rer:
consumers who pay Consumption Tax on purchases at authorized individual stores may apply fo
refund based on the combined amount of the qualified exempt purchases.

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

17-232
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17-233  Special export exemptions ion to be a taxable enterprise

; i : e rise may elect to be subject to the
Special exemptions from the Consumption Tax are provided for- A small business otherwise qualifying as an exempt enterp ay

ion to pay Consumption Tax by filing a notification with the (;iSLlECt niire:tor 01; ;:112 ;a;; :Ofﬁkgz
gbligann ion Tax Law Art 9(4)). The election m
L risdicti ver the taxpayer (Consumption . HGE, My DoroFoLe
e tice of revocation may not be filed before the beg g
b i the tax office, but the notice . : ng of
o notlgf;at:: period following the period of the election (Consumption Tax Law Art 9(5), Art 9(6))
he secon

e items for foreign commerce loaded into ships and aircrafl of Japanese registry (STML Art 85(1))

e goods provided to a foreign embassy (STML Axt 86(1)) 4

e goods provided to a Nayy shop or PX
Cooperation and Security Agreement

operated by the US Navy under the Iapan-Ug Miisig

Application of exemption

tax periods beginning on or after 1 April 2004, the exe%nption only appli(tj:s to enterprises
F?rmirepthan ¥10m of taxable sales (net of refunds, etc) during the base period.
." h nO

e property supplied for the use of the US military (Consumption Tax Law Basi

¢ Circular 15-2-1y
Law: Art 85(1) and Art 86(1) of the Spe '

cial Taxation Measures Law

: [ lics
The tax period for individuals is the calendar year, so the first year when the new rule applic
will be 2005 for which the base year is 2003.

L == . . irst i for their tax year

TAXP AYERS (N OZE[ G[ M USH. A — %IJS[ %ﬁﬁaﬁ% %‘) Corporations with a March year end are subject to tk-va new r.ulc for thc? {nst Lu.ne to; 11'|/(;1rﬁlx2 {})[02
‘.Orpon | April 2004 and the base year at that time will be their tax year beginning o P ’

i S beginning O L -

17-300 Taxpayers (Nozei Ginusha — ABL B L) ¢
For purposes of the Consumption Tax, taxpayers are either: I
(1) an enterprise which transfers property or provides services in Japan in return for paymen .
(Consumption Tax Law Art 5(1)), or '

inni 012
islovion enacted in 2011 and effective for tax years bcgs_nnmg on or atftE{ 1 .lan?ngZf "
isalt F( fllj'll; exemption to companies with sales of ¥10m or more m.the first hall p(i;txglgﬁ))n S
“msa“i‘f’ar (January to June for a calendar year taxpayer) (Consumption Tax Law ! \
]’ﬂb' "

< Newly established sole proprietorships
(2)

any person who removes foreign goads from a bonded area (Consumption Tux Law Art 5

= Anenterprise includes a sole
by a local public body or a
Art 3, Art 5, Art 60).

(2)): A newly established sole proprietorship without a base period or with no sales during the base perio

: i st tw 7 tion Tax Law Basic Circular 1-4-6).
proprietorship or a corporation, including a business conducied . is exempt from Consumption Tax for its first two years (Consumpti
non-juridical organization (Consumption Tax Lenw Art 21y

Newly established corporations
e [l is not necessary for a taxpa

: ; s e peri i sales during the base period may
yer to have a residence or domicile in Japan in oras: 4 pe Newly established cqrplolratlons w1tht(}JlE|t a¥li%5i; ztttlt ;?cd g)erovi\fnlltllilnréoofthe o ygar (Consumption Tax
subj i i he exempt only if their capital is not more than = ; rualifeation ot
Ppkinh CopBion . E:;‘}Xzilplz 7)y Effective for companies established on or after 1 April 201{1, the (tils%uadllﬁcfitu;zies "
. " % . . 3 £ =) 8 . 2 o ca co .
e The obligation to pay Consumption Tax is extended beyond enterprises to conyumers in the the exemption for companies with capital in excess c?f ¥101111 includes L??ta;ptczn ;’;Jation thatFl)mq s
case of imports in order to maintain the tax balance between domestic and imiported goods, ntrolled company for this purpose is a corporation in the first two years of'its op e in nature. if the
3 blished by an enterprise (jigyosha — F3£%), that may be mdwldua.li or Sorparaten ’ than
Trusts Y . > in excess of ¥500m and owns, directly or indirectly, more
‘establishing enterprise has taxable sales
Generally, the beneficiary of a trust is treated as the owner of

Qust property and bears the
obligation to pay Consumption Tax on transactions performed by the trus. However, this rule does

not apply to joint investment trusts (shudan toshi shintaku — #[F{3 % (= 5T
trusts (hojin kazei shintaly — ENEREET), retirement pe
shintaku — 1BFAF 2 C(54T) or specified public trusts (okure
(Consumption Tax Lew Art 14(1)).

50% of the new corporation (Law to Partially Revise the Ci‘jg;ig’l'ff IO(;]’;?T;‘ afpﬁjgot)nﬁgﬁfg j; Eﬁg;ﬁ
g R i aw No 68, Art 2 — FL s R A i )

. Stable Resources for Soc_,zq." Sect.’rtlji,pl?a‘l\_f o0 el S e gy kA

), corporate taxation DA 2 B 2 4T D Jo o O BRED — 3 & 2UE T 2 O

nsion trusts (zaishoku nenkin naco

i keoeki shintaky — 43@%*5{5%%1

Restrictions on use of the exempt enterprise system

Effective for tax years beginning on or after | April 2010, for companies esta.blished _orxilnzr g.}[{l:é
imitati g i tem for companies acqui
Law: Art 2(1)(iv), Art 3, Art 5, Art 5(1), Art 5(2), Art 14(1) and Art 60 of the Consumption Tax Law that, there is no lumtathlLOﬂ the use Odfsﬂllletz?éc]gtﬁ’;‘inrlgzri;;?; chuireg fixtd assets (asscts ofher
assets. [, during one of the two perio ) ; 4 : : ! ol oopiige
97-310 Exempt enterprises (Menzei Jigyosha — ?ﬁ.ﬁ—f%ﬁ) ! than inventory with a cost of at least ¥1m net of tax) and the simplified tax sy 4

In order to lessen the clerical burden on small-volume
to pay Consumption Tax has been provided since the incept
businesses. Small businesses continue to collect the tax
pay it to the Government, resultin g in a perceived windfal
businesses by number qualified for the exemption.

s o during the tax year the assets |

businesses, an exemption from obligation ‘apply during that period, the exempt enterprise system e n;t bz;iein 9 7%

usin ; xemptio ; : i ; Tx -7):
ionsof the Consumpn‘lzm Tax Law forgsmall were acquired or the following two tax years (Consumption Ta

from consumers, but are not obligated to

. - : - |
(1) The two-year period following an election to be subject to the Consumption Tax, during whic
L to exempt enterprises. More than 60% of

the election may not be revoked by the taxpayer.

i i i f at least
(2) The two-year period following the establishment of a new company ?,nh ?agalltsil oetri) de |
¥10m, during which the company is treated as a taxpayer, but does not have a P . |

117-233
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Chapter 7: Consumpti nT

The simplified tax system may not be u

_ sed during the period that thi icti
exempt enterprise System from being used. y ’ hat i S Prevents g

31 December 2015.

Tax period (kazei kikan — 25 4! ) (Consumption Tax Law Art 19-1)
Sole proprietorships
The tax period for individuals is the calendar year.
Corporations
The tax period for corporations is their fiscal year,
Ba - LX) 3 e e s =
se period (kijun kikan — FLYENAR) (Consumption Tax Law Art 2(1)(xiv))
Sole proprieforships
The base period for individuals is the calendar year two years belore the current tax ye,
e ar,
For 2004, the base petiod is the calendar year 2002. -

Corporations

Taxable sales during the base period (kijun kikan no kaz

A TE L &)

Taxable sales during the base period are equal to the (otal amount of
scounts computed before application of the Consum ption Tax (Cons

ei uriagedaka'— #<E i o

ca10s less returns, rebates
wnption Tax Law Art 9(2)),

and di
Corporations with a short tax year

[fac ion’ i
Obtainedab;og‘(;l;;tslcg)nt Psl;ebsaa:s;Syea; 11 got a full 12 months, the taxable sales during the base year is
ned ©5 NET of discounts, ete, by the number of 5 1 od o
multiplying the result by 12 (Consumption Tax Law Art 9(2)(ii)). "o monis n the base pereig

Deemed transactions and exempl ransactions

Deemed transactions (97-211) and e i
_ . 1 - exempt transactions (]7-230 i i
during the base period (Consumption Tax Law Basic Circular ﬂ4-2) ) ore ncluded in nab S

Non-taxable transactions

Non- i ] .
on-taxable transactions (17-220) are not included in taxable sales during the base period

17-310
© 2017 CCH Asia Pte Limited

apter 7: Consumption Tax 427

jiagram 2: Exemption from Consumption Tax for Small Enterprises

Taxable L] Tax?hlle
sales e Exempt if taxable sales
are not more than ¥30
million (¥10 million
after 1 April 2004}

. Excempt sales Exempt sales
(exports) o (exports)

Refunds,
ete

) Non-taxable |

sales
s

Tax

) Consumption

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

7-311 Special rules for exemption of inherited enterprises

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

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

o In the first two years following the inheritance or succession. If the taxable sales for the base
period of the enterprise operated by the decedent and the taxable sales for the base period of a
business operated by the successer together total more than ¥30m (3¥10m after 1 April 2004), the
enterprise in the hands of the successor is not exempt from Consumption Tax (Comsumption Tax
Law Art 10(2)).

o Tiwo or more successors. 1f an enterprise operated by a decedent passes to two O mMOre SUccessors,
the amount of taxable sales must be allocated among the successors.

q7-311
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428 Chapter 7: Consumption

e Separate business locations. If the decedent’s enterprise was operated at different
each successor receives a share consisting of separate business locations, the taxa
the base period of each location is allocated to the successors to that portion o
(Consumption Tax Law-EO Art 21(1)).

JOCEi-tjons ang
ble incope i

e Undivided interests. 1f the successors receive undivided interests in a decedent’s epg
amount of taxable sales in the base period must be allocated to each SUCCessor in

their statutory shares of the cstate ag specified in Civil Code Art 900 to Art 903 (
Tax Law Basic Circular 1-5-5).

e Multiple successions, If a decedent’s enterprise was acquired by the decedent by
succession during the three-year period preceding the current year, the amount o

in the base period is determined by including the taxable sales of each successor
Tax Law-EO Art 21(2)).

Law: Art 900 (o Art 903 of the Civil Code: Art 10(1) and Art 10(2) of the Consumption Tay Law; Ay
21(1) and Art 21(2) of the Consumption Tax Law Enforcement Order

(Consumptigy

17-312  Special rules for corporate mergers

Mergers: amalgamation by absorption (kyushu gappei — WL 1)

In a merger, or amalgamation by absorption, one company (the “merging” or
corporation) succeeds to the property and obligations of another company (the

“transferor” corporation) and the transferor corparation ceases Lo exist as a result of the a
(Commercial Code Art 409).

“transferee”
“merged” or
malgamation

Merger in the current year

Ifthe transferee (merging) corporation in a merger has not more than ¥30m (¥10m after | April
2004) of taxable sales during the base period and the transferor (

merged) corporation has 11ore than
¥30m (¥10m after 1 April 2004) of taxable sales in the base period, the transferee Cou; oration is

not exempt from Consumption Tax for the period in the current year beginning frons the date of the
merger (Consumption Tax Law Art | 1(1)).

Merger in a base period year

If a merger occurs after the first day of the base period, but before \be beginning of the current
year, and the combined taxable sales for the transferee (merging) corporation and transferor (merged)
corporation are more than ¥30m (¥10m after | April 2004) in the base period, the transferce corporation
is not exempt from Consumption Tax for the current year (Consumption Tax Law Art 1 1(2)).

Amalgamation by incorporating a new corporation (shinsetsu gappei — ¥R & 1)

In an amalgamation by incorporaling a new company, the property and obligations of transferor
companies are succeeded to by a newly established transferce corporation and the transferor
companies cease Lo exist as a result of the amalgamation (Commercial Code Art 410).

Incorporation in the current year

If any of the transferor (merged) corporations have more than ¥30m (¥10m after 1 April 2004)
of taxable sales in the base petiod corresponding to the year of the incorporation, the transferee (new)

corporation is not exempt from Consumption Tax in the year it is incorporated (Consumption Tax
Law Art 11(3)).

M7-312 © 2017 CCH Asia Pte Limited

f the enge

eTPI‘ise, th jll
pr Oportion
Consumpﬁ-@

iuheritance:_m-*.
f taxable saley

&
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poration in a base period year

-

X Y° ¢ of the new transferee corporation is not more than ¥30m
ea

mpt from C ; 11(4) of
J_max: :409 and Art 410 of the Commercial Code; Art 11(1), Art 11(2), Art 11(3) and Art 11(4)

L'W':ﬂ 3 Special rules for corporate divisions
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rs during the period from the day two years before the begi;ning]of t[l;e f:u;rfllli
b rin
inni T ar, and the taxable sales during
before the beginning of the current tax ye T oe 1 o 2{)04)!\1)“[
i St 5 ations during the base year of the
> transferee and transleror corporations t of th
S taxatb <13(;’| 5:1}: Srr{l)srtih?harr?r;ﬁ()m (¥10m after 1 April 2004}, the transleree :01p0rat1on is
a‘iméumption Tax in the current year (Consumption Tax Law Art 11(4)).

Ifﬂ merger (8]0
ar {0 the day

cumbiﬂ
sferee COrpor

the Consumption Tax Law

. i . ;
First period " — division in the current year. A newly established sublsjlldlz;;{e\;v::ligg;};i g);;nsf;
iy peptia i ent i has/have taxable
ion Tax if the parent corporation(s) Ve ’ . : :
ﬁmg theﬁcoisju\];ﬁ?gl(j)()ﬂ?) during]:he base period of the subsidiary (Consumption Tax Law Art ‘
¥10m afterl A 1
22(1); Consumption Tax Law-EO Art 23(1)). | | _—
4 i period” — division in first prior year. If a division occurs in L'he pe;z dzx, Befor%
_Sﬁ U’lﬂ’ fla hefore ane year before the beginning of the current tax year to ( dgﬁng o
tlimk;;nl;ninyg of the current tax year, the taxable sales of the [éﬁren('; ::;orpc?rae lﬁ‘nﬂi): - o
e peri i ¢ subsidiary’s tax year are used to determin s |
. d corresponding to the subsidiary’s . . el g
bﬂgiaﬁ: for the epxemption (Consumption Tax Law Art 12(2); Consumption Tax Law
is elig |
e 1 ay before one year
ivision i ier year. ivisi urs prior to the day before ye
“Thir riod"” — division in earlier years. If a division occ : ki :
o di}’f’ ;(t)grt of Lh[s: current tax year and the taxable sales 9[ the §ub51d1a131/. are 1‘10t- gr;c; iesg:; |
zggo]rlc(;éf(}m after | April 2004) during its base period, and if SpeC'lﬁeff('(]-]thﬁfurg’s?éiary’5 basé |
h L xable sales of the subsidiary and those of its parent are combme.l 20(;04)6 ot '
t e.jd If the combined total is more than ¥30m (¥10m alter‘l Apri . TL,H o
pzlcx.empl from the Consumption Tax in the current year (Consumption
not e _
Consumption Tax Law-EQ Art 23(3), Art 23(4)): | T
Specified conditions. The specified conditions are satisfied if 50% or more (_) S ;S(l;l[- s per;m
2 Pet({ti.il outstanding shares or total capital is owned by. the parem;lc/:f}plo;a;)(‘)COmumpﬁ(m
specially related to the parent corporation (Consumption Tax Law Art 12(3); S
Tax Law-EO Art 23(4)). )
7 VAT Art 2303
Law: Art 12(1), At 12(2) and Art 12(3) of the Consumption Tax Law,- Art 23(1), Art 23(2), 3)
. and Art 2,3(4) of the Consumption Tax Law Enforcement Order
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TIMING OF THE OB
LIGATION TO
GIMU NO SEIRITSU — 4 % & @IE)J?NXL )TAX

17-400  Timing of the
D F%3r)

Chapter 7: Consumpy,

(Vi

"]]II atltlll t" pay tax (NOZel G[ﬂ?l! N() Sel? 11
Su o %

The timin, igati
¢ of the obligation to pay consumption tax is discussed below

17-410  General rules

]hc genefdl rule 13 that tl € Ub] atio to pay onsumption IaX arises WI[E[] t
g 101 C a

ShlppCd by the Se“er or m(“’f-‘d out ()fa [)Oﬂded area (Geﬂe?&'lja
AW

: xabl er
of National Ty Ane lp 5%,}(

f( k 4 &
I8l K1 dS tri C S su I c 1 e
Rt] €s 1or specific I ) dnsa (0] are arized nth i()l oWl Ig tal [

T . i
able 5: Timing of abligation to pay Consumption Tax

Tipe of transaction

Inventory sales (other
than consignment sales)

Inventory sales by
consignment

Transfers of capital assets
(other than industria]
property rights)

Transfers of land or
buildings
Transfers of securities

Esn?ablishment or transfer
qf industrial property
rights

Royallies for industrial
property rights, know-
how, etc

Contracted work
— mmvolving transfers of
property

17-400

Timing of tax obligation
Date i i :
9_1_6131“,6;;:]“{ is delivered (Consumption Tax Law Basio ol
which i o delivery date is based on the method used byt ol
and (e reasonable considering the type and quality of Y ihe U
il avij;:gft?m the Eales agreement, such as the date ;:czr_ﬁﬁct_ |
e for use by the bu 1ved or
he yer or the date th s i
(és been confirmed by a method such as a meter rf;;l;_ﬁmlty Suepiig
onsumption Tax Law Basic Circular 9-1-2) . b |

—_

Datf: of consignment die l]y tl € consignee b 1t i a EmeLts ~
§23 nt se i 1
7 5 g = 1I S IES stat T
recen Gd, ellteIpI]SE& may use lhe dalf:‘ Oi Lhe SﬂlES Statemf-'ﬂt N h@ i
5 ent app W B S
Illeth())d 1S COnsist ¥ hed (C()HSU[!IpllOD TaX ]Ja aswe U Cﬂ‘[,a]‘

Date of delivery (Consumption Tax Law Basic Circ t;‘;9 1-13)

Date of delivery, but s
‘ i 0 may elect to use the etizcti
sale (Consumption Tax Law Basic Circul:rtls‘tclt-lg )datE e

D —_ g
ate ol delivery (Consumption Tax Law Basic Circular 9-1-17)

Effective date unde
't the contract, but th i
e . : act, € enterprise may us
= Eiqtr:t;sn dcale of the i ghts if the contract comes into);ffe‘:c:lzle
S n (Consumption Tax Law Basic Circular 9-1-15, 9-1 Fl){;;]

Date th

dat:of‘;; thﬂi amount becorpes fixed, but the enterprise may use the

s £ Cy ent stlpulated in the contract if the method is consi
(Consumption Tax Law Basic Circular 9-1-21) -

Date the object of the i
 Ob) 1 contract is completed £
buyer (Consumption Tax Law Basic (;,‘Jircula?];(-illfgt)lded TS

© 2017 CCH Asia Pte Limited
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Timing of tax obligation —‘

e of transaction
. cted work — 1ot Date when the work is completed (Consumption Tax Law Basic
Circular 9-1-5).

iving transfers of

Date when the payment is due. But if the payment is in dispute for a
reason other than a change in the amount of rent and not received
currently, the date the dispute is resolved and the amount becomes
fixed may be used (Consumption Tax Law Basic Circular 9-1-20).

e of property
yment dates
grmined by contract or

a1 Accrual date, but non-financial enterprises may use the due date if the
method is consistently applied (Consumption Tax Law Basic Circular

9-1-19). .

. Art 15C)(vii) of the General Law of National Tax
420 Instalment sales (Choki Kappu Hanbai — R WEIEAIT)

<. of sale
[fan enterprise reports incom
wided under Art65(1) of the fncome Tax L

1 has not come due in the tax year is no
t payment is actually received (Consumption Tax Law Art 16(1)).

¢ from sales of inventory or services under the installment method
aw or Art 63(1) of the Corporation Tax Law, the amount
ic ¢ treated as transferred in the current year, except to the

Subsequent years
The amount of any installment payments for sales of inv

Ily received in a tax year after the year of sale, are tre

ory in that later year (Consumption Tax Law Art 16(2)).

1) and Art 16(2) of the Consumption Tax Law; Art 63(1) of the Corparation Tex Law;

entory or services which come due, or
ated as amounts received for transfers

Law: Art 16(
Art 65(1) of the Income Tax Law

47-430 Long-term construction contracts

If an enterprise reports income from long-term construction contracts under the percentage of
completion method described in Art 66(1) of the ncome Tax Law or At 64(1 ) of the Corporation Tax
Law, the enterprise may treat the revenue accounted for under that method as the amount of property

transferred during the current tax year for purposes of the Consumption Tax (Consuniption Tox
»unt that has previously been treated as property

Law Art 17(1)). In the year of completion, the amc
transferred is not treated as a transfer of property and may be deducted from the amount paid for that

construction work (Consumption Tox Law Art 17(3)).
Law: Art 17(1) and Art 17(3) of the Consumption Tax Law; Art 64(1) of the Corporation Tax Law;

Art 66(1) of the fncome Tax Law

17-430
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TAX BASIS (KAZEI HYOJUN — SR %)

17-500  Tax basis (Kazei Hyojun — 355

N

The tax basis is the amount upon which the Consumption Tax is determined when
by the Consumption Tax rate. It is the amount paid in return for transfers of property
(Consumption Tax Law Art 28(1)).

Multiplieq

Payment

Payment for Consumption Tax purposes consists of the amoun
other property or economic benefits received other than the nation,
(Consumption Tax Law Art 28(1)).

t of money plus the vajye of
al or local Consumption Tay

Transfer fees

Registration and licence fees paid on the transfer of property, such as the Motor Vehigle
Tonnage Tax, Automobile Acquisition Tax, ete, are not included in the amount of payment subject 1o
the Consumption Tax rights (Consumption Tax Law Basic Circular 10-1-4),

Value of other property
The value of other property received is the amount determined in the bargain among the Pparties

and may not necessarily be the same as the usual market price (Consumption Tax Law Basic Cireular
10-1-8).

Imported property

Payment for foreign property removed from a bonded area includes (Consumption To- Lo,
Art 28(3)):

e the value of the property determined under s 4 through 4-8 of the Customs Tar

ifi Low (Kanzei
Teiritsu Ho, Law No 54 of 1910) (usually the CIF price)

indirect taxes on the property other than the Consumption Tax, including Liquor Tax, Tobaceo
Tax, Benzene Tax, Local Road Tax, LPG Tax and Petroleum Tax, and

e customs duties.

Transfers to officers

Ifa corporation transfers property to an officer as a gift, the market value will be considered the
payment (Consumption Tax Law Art 28(2)(ii)).

Personal consumption
It'a sole proprietor consumes or otherwise converts inventory or other property of an enterprise

to personal use, the value of the property is treated as the amount of payment (Consumption Tax Law
Art 28(2)(i)).

Transfers of taxable and non-taxable property

When taxable and non-taxable property are transferred together for a single price, and the price
of the taxable and non-taxable properties cannot be separately determined, the total price is allocated
to each based on their respective market values (Consumption Tax Law Enforcement Order Art 45(3)).

17-500
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Iﬂdirea . i i i iquor Tax, Tobacco
irect taxes on the property other than the Consumption Tax,.mcludmg Liquor Tax,
e Tax, Local Road Tax, LPG Tax and Petroleum Tax, are included as part of the payment.
.Ben_z Sl{liﬁﬁgii (ielivery tax, goif course use tax and bathing tax are not included in the payment
EOV:E:: lt,he]!‘y: are paid by the consumers (Consumption Tax Law Basic Circular 10-1-11).
ec

; ing tax
Wwithholding - .
If Income Tax withholding is required on the payment,. the amount Sub_!e(.t‘-t() Consun{;p}lzgon
Tax is determined before Income Tax Withholding (Consumption Tax Law Basic Circular 10-1-13).
ax 1

Undetermined amounts y t
[f the amount of the payment has not been determined by the end of the Lex ieal, the ;er;(/)};l:n
hould be estimated and any difference added to or sub.trac.ted from the t(a)x base in the tax ye
fh;: amount is determined (Consumption Tax Law Basic Circular 10-1-20). |
. At 28000, Art 28(2)(1), Art 28(2)(ii) and Art 28(3) of the Consumption Tux Lcr?v; Art 45(3) of
" the C‘u\ﬂslllnption Tax Law Enforcement Order; s 4 to s 4-8 of the Customs Tariff Law

cXEDIT FOR TAXABLE PURCHAS‘ES (SHIIRE ZEIGAKU
] KOJO — A NFiEE S R)

§7-610 Introduction

If an enterprise other than a tax exempt entcrprise (s.ee 97-310) makes a taxableb puzihisé l; i :ﬁ:}l
or removes taxable goods from a bonded area, a credit for ta)fable purchases may be i {;_ " Crzdh !
the Consumption Tax for the taxable year in which the transaction oce‘urred. The egﬁu}lz](tl))) ¢
equal to the total Consumption Tax on those transactions (Consumption Tax Law i

The Japanese Consumption Tax is a multi-step tax assess_;ed at all levels of ;[he cotaiwcl?eqrtci;agl
process. This section describes the credit system elsed to apportion tlee tax am?jng tli/i% rg;ideq
enterprises. In most industrialized countries, a credit-invoice method Vd]ue-adde‘ tax ( me% » th.;
a credit to enterprises for all VAT paid on purchases .Of taxabl_e ,g.OOd.S apd se1'v;ees[1 § = Al
enterprise. The cumulative VAT at all stages of production and dlslnbutloe is equa -10 tﬁ:tpthe i
price paid by the consumer multiplied by the tax rate (see ﬂ7-200__).. The credit CTISl:[l]lt:Si L
paid at each stage is based on only the value added by that enterprise ezld prevents 1-e }1 alrj éd S
multiple layers (“cascading”) of tax summing to more than the tax based on the price charg h
consumer.

Japan’s Consumption Tax works like a credit method VAT, but.prlor to the 111;’5?;?;(;2 :Iil’
multiple rates, the regular 10% rate and the I'Edl.lced 89 o rate on l'.ood_, drink, et{c, é apan : éq o
invoice system. [nstead Japan required enterprises Lo either Enamt.am b_ooks du‘- records
amounts claimed for the credit or to use a simplified system for estimating the credit.

Delay in increase of rate to 10%. Legislation to further delay tl_]e implemcmatiou 01‘“6 Lhe;%‘i
rate and the reduced 8% rate on food, drink, etc, was passed by the Diet in November 201_0]';121111 tﬂti
rate increase to 10% is now scheduled to take effect on 1 October 2019 (Law No 85 (nati )
and Law No 86 (local tax) of 2016, 28 November 2016).

17-610
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