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point of localities, individual taxpayers and ordinary people (seikatsushg),
Issues addressed will include: advancement of the country’s economic growty
and soundness of the financial system; demands created by global warming,
and, in light of the ageing society, problems surrounding social security and the
consumption tax. The administration and ruling party will examine these problemg
anew and opposition parties will be called upon to join in the discussions leading
to a reform proposal by mid-2011,

Economic activation to increase employment and eliminate deflation

It is necessary to energize industries in order to produce employment. Foreigy
investment should be welcomed and domestic investment increased to boost
employment. In the current tax reform, the effective rate of national and locg
tax on corporations is reduced by 5%. Steps are included to provide advantageous
increases in employment by industry and meet environmental challenges, increage
investment in facilities, integrate the district system, and improve Japan’s
positioning in Asia. The Government will make efforts to promote employment by
industry so that the effects of increased employment may be effectively enjoyed by
all citizens. Deflation will be eliminated through the combined effects of expansion
of employment and domestic investment and stimulation of consumption.

Moving from a disparate to a mutually supportive society

Recently, there is a perception that Japan has become more and more of a
disparate society. Originally, the tax system had a series of mechanisms wherehy
richer persons bore a comparatively heavier tax burden, but it appears tha:
these mechanisms are unravelling. For example, the tax burden of an individual
with an annual income of ¥20 million has fallen to about three-fourths that of
20 years ago.

In the 2011 tax reform, the income tax and inheritance tax will be reviewed so as
to activate the economy and increase the income of the ordinary-necple. Certain
increases in the tax burden will also be sought to boost employw.entand child care
allowances.

Local perspective — social services for residents

The amount of social services provided by local governments, including day care
and nursing services, has been growing. Local tax revenue must be sufficient
to provide security to residents through the provision of these services. In the
2011 tax reform, a certain burden level of taxation will be sought through the
review of deductions available in the individual inhabitant’s tax. Additional means
of examination and execution of reform will be based on the knowledge and
experience derived from local regions.

Going back to the basics — Taxpayers' Charter

The tax system needs to return to the basics, where importance is placed on the
neglected perspective of individual taxpayers and the common people. In Japan,
regions and communities are supported by a vital society of mutual support. To
foster the development of a mature donative society, a system of tax deductions
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for contributions exists, effectively allowing citizens a choice in the beneficial
use of tax monies. Taxes are unavoidably the price citizens are asked to pay for

articipation in society. Therefore, from the point of view of the taxpayers, the
tax system should always be viewed as fair and transparent. From this standpoint,
dishonesty should be dealt with strictly, while preserving the rights of honest
taxpayers. To promote this concept, a “Taxpayers’ Charter” is being introduced for
the first time in Japan.

Responsibility toward global warming

Global warming is a high priority issue for all humanity. While not an exclusive
solution, new taxes are being introduced to address the global warming problem.
These taxes are not limited in scope to addressing global warming, but are also
directed toward valuing the environment in general through the promotion of
technology tied to “green innovation”. This will also promote increased growth in
the economy and cmployment.

The Tax Commission's 2012 Tax
Reform Report

‘"¢ Tax Commission’s 2012 Tax Reform Report was issued in December 2011 and
the main points of the report are summarised below.

1-120

General tax reform principles

Following the change of government 2 years ago, tax reform has proceeded based on
principles of “fairness (A — kohei), transparency (%" — tomei), and confidence (#413
— nattoku)”. In 2010, tax changes included shifting the focus of support for dependants
from deductions to allowances. The 2010 tax reforms revised the deduction for dependants
in order to shift from an emphasis on deductions to allowances. An increase in the tobacco
tax reflected an interest in the health of the people. In 2011, the corporation tax rate
was reduced by 5% in order to promote international competitiveness and employment
by, and investment in domestic corporations. Citizens’ public interest taxation was also
expanded to support the “new community” and taxpayers’ interests were reflected in
administrative changes, including clarifying and extending the period for a taxpayer to
request a correction of taxes (5 IF D 5&>K — kosei no seikyu) and introducing procedures
to clarify investigative procedures by the tax office.

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

Taxation measures for realizing a new growth strategy

Tax measures are needed to implement the “new growth strategy” announced by
the Cabinet on 18 June 2010, involving the promotion of environmental issues
and demand for innovation to provide for a strong future and also to address the
historically high level of the yen, the hollowing out of Japan's industry, promotion
of domestic employment and revival from the earthquake disaster.
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It is proposed that the temporary rate reductions for “eco-cars” in the Motor Vehicle
Tonnage Tax (see §5-540) be continued and expanded for automobiles meeting
environmentally friendly standards. Similarly, the research and development tax
system’s special provisions should be continued and tax incentives for environmentally
related investments, such as renewable energy, should be expanded.

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

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

The trust of the people is important to the work of making major reforms in the tax
system. In reviewing the special measures tax system, any “skewness” must be correcteq
and international consistency considered. Above all, special taxation measures and
policy-based reductions in the tax burden are exceptions from the basic principle of tax
equity and must be constantly reviewed in light of the changing times. These measures
must be reviewed from the point of view of the current rationality of the underlying
policies, their effectiveness in achieving the policy purpose and the equivalence of
alternative measures such as subsidies. In addition, advances in global tax collection
should be pursued, including seeking international mutual assistance in tax collection
and reaching assets located abroad. There also remains work to be done in resolving
various issues arising under the new taxpayers’ charter and the need for a comincn
taxpayer identification number for the social security and tax systems.

Improving the local tax system and promoting local autonomy

By promoting local autonomy, unevenness in sources of tax revenue should be
reduced and tax collections should become more stable. In the 2012 tax reform
proposals, under the rubric “Our Town’s Exception”, special previsions should be
considered to implement local determination and tax burden reduction measures
for the local tax system.

Remaining items from the 2011 tax reform

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

gocial security is the largest fiscal expenditure item in the Japanese budget (social
security represents 29.20 of budgeted 2012 expenditures while debt service, the second
argest expenditure item, constitutes 24% of the proposed budget) and is increasingly
jmportant due to anticipated growth in this expenditure due to further ageing of the
opulation in the future. By establishing trust in the social security system, it will
be possible to expand consumption by the people. However, it is not sustainable to
continue shifting the burdens of the social security system to future generations.

Market concerns have been raised due to financial risks associated with the European
debt crisis, so governmental financial strictness and financial strengthening in
Japan are unavoidable. In these circumstances, a definite plan was drawn up in
June 2011 to address a joint reform of the taxation and social security systems, and
was followed up by cabinet decisions setting out policy in this area later in 2011.
Tax reform proposals for 2012 reflect an effort to realize the goal of a significant
reform of the tax system in combination with these overall issues.

The Tax Commission's 2013 Tax
Reform Report

i Tax Commisgion’s 2013 Tax Reform Report was issued in January 2013 and the
-aain points of the report are summarised below.

q1-131

General 2013 tax reform principles

Japan’s economy is suffering from a strong yen and prolonged deflation-led
recession. The trade deficit is expanding while domestic growth and employment
opportunities for young people are decreasing. A delay in recovery is giving rise
to a feeling of frustration. This situation is to be addressed through the “Three
Arrows” policies of bold monetary policy, flexible fiscal policy and strengthening
growth through the stimulation of private investment. A strong economy will
be restored by moving from economy shrinking wealth redistribution policies to
policies that create a positive cycle of growth and wealth creation. 2013 tax reform
should depart from convention and take bold steps to promote private investment
and employment that will enable sustained growth.

Decentralization will be promoted to enhance local tax bases because “without
robust localities there is no robust nation”, Furthermore, steps are needed to address
the impact of the first sales tax rate increase in 17 years that is scheduled to take
effect beginning in April 2014 and to provide tax relief to assist in the recovery
from the Great Eastern Japan Earthquake. At the same time, the tax system must
also address the medium- and long-term problems of strengthening the economy
while reducing disparities and supporting adequate financing for the social security
system at a time of population aging and declining birthrates.

Strengthening growth through the stimulation of private investment

In order to achieve a positive cycle of growth and wealth creation, the cautious
dpproach toward capital spending needs to be reversed and replaced with a
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deflation and revitalizing the economy. The employment income environment hag
greatly improved. Employment has increased by nearly 2 million and the ratio of
regular staff job offerings to job seekers has exceeded 1 to 1 for the first time since
the Ministry of Health, Labor and Welfare began compiling these statistics in 2004
and wage increases have averaged above 2% for 4 consecutive years.

In order to maintain this growth track, the Abe cabinet aims to overcome the
problem of low birthrates and an aging society by carrying out a “revolution iy
productivity” and a “revolution in human resource development”. The cabinet
will move to boost productivity greatly, further strengthen the momentum of
wage increases for the fourth consecutive year, and aim for a departure from
deflation.

With the 100-year life era in view, the ruling coalition believes that Japan is being
challenged with the need to shake up its economic and social system to know
where each person can help create a “100 million totally active society”. Reformg
in the taxation system will be used to support the overall program of “working way
reform”. In the individual income tax these include changes in the employment
income deduction, the public pension deduction and the basic deduction. Tax
measures will be implemented with a view towards stimulating productivity,
improving capital spending and sustained wage increases, including tax measures
directed towards local medium- and small-sized companies.

To facilitate the inter-generational transfers of medium- and small-sized companies,
the ruling coalition will seek to implement a special tax measure expanding the
business succession tax system for a 10-year period.

In order to provide funding for the expansion of tourism in Japan, an internaticnal
tourist traveler tax will be established. Measures will also be taken to stabiliz= the
tax base of local rural areas as part of an overall plan to regain the vitality and
decrease population decline in rural areas.

A forest environment tax will be established to fund planning {vr-the meeting
of Japan’s greenhouse gas reduction targets under the Paris ‘Agreement and for
disaster prevention.

For sustainable economic growth it will be important to promote the development
of Japanese enterprises overseas and a virtuous cycle of returning the results of
that activity to the domestic economy. An international tax system that secures
conditions of fair competition and effectively deals with tax evasion will provide
important infrastructure to achieve this purpose. Japan has been playing a leading
role in the “BEPS (Base Erosion and Profit Shifting) Project”, and will continue to
actively participate in international rules making and advance the system taking
into consideration changing economic situations and efforts of other countries.

In recent years, there has been a rapid progression in the transformation of
economic society by ICT (Information and communication technology) and active
use of this technology in the tax field is needed. Therefore, expansion of electronic
tax filing and payment, etc, will be promoted.

The ruling coalition will also continue to consider new tax measures affecting
the tax burden based on changing economic and social conditions in Japan and
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Jevelopments in the international area. While immediate economic concerns are
;mportant, tax reforms 'mu'st also take into consideration _medigm- and long-term
factors. The tax system is tightly connected to the economic society as a whole and
a simply constructed system that does not hinder opportunity and provides fairness
petween generations will continue to be considered.

The goal of balancing governmental revenues and expenditures by 2020 making
the basic fiscal balance surplus in 2020 appears unavoidable to the ruling
coalition through the decisive implementation of the “revolution in human
resource development”, but Japan will continue to deal with the important issues
of balancing economic revitalization and fiscal consolidation. Therefore, while
aiming for a budget surplus the ruling coalition will also seek a reduction in the
ratio of government debt to GDP and need to incorporate concrete plans to achieve
this in the “Basic Policy on Economic Fiscal Management and Reform” for the
ypcoming year. In view of the current severe financial circumstances confronting
the government, ‘and considering the nature of tobacco, the ruling coalition will
seek to raise the rate of tax on tobacco products.

The increzse 1t the rate of Consumption Tax to 10% will take place as scheduled
on Octcber 1, 2019, but considering the needs of low-income persons the ruling
coalvion will seek to establish measures to secure stable resources to support the
~ysteru of reduced rates (on necessities).

(1-137 2019 Tax Reform Report (73145 FE R
il 5 IE D F A K% 2 T7)

Unofficial summary of the Liberal Democratic Party and Komeito Outline of 2019
Fiscal Year Tax Reform (14 December 2018)

The greatest challenges to the Abe administration have been coming to grips with
the problems of overcoming deflation and economic recovery. Under the Abenomics
programme while the working-age population has decreased by 4.5 million persons,
the economy has grown by more than 10% and employment has increased by 2.5
million. Wages have increased by about 2% for 5 consecutive years, and the hiring
and income environments have substantially changed for the better.

Under these economic circumstances, it is now the time to move forward and
address the structural challenge raised by Japan’s decreasing birthrate and ageing
population. Along with providing security to all generations, including the elderly
and young, through reform of the social security system to address the needs of all
generations, and to put public finance on a sound footing, the Consumption Tax
rate increase to 10% must be implemented in October 2019.

In order to sustain the trend of the present economic recovery, and to ensure the
reduction of the deficit and economic revitalisation, it is important for companies to
tie increased profitability with wage increases, expanded employment and additional
Capital investment. It is anticipated that management will adopt a new mindset which
includes actively coming to grips with this situation through increases in wages and use
of funds on hand for increased capital investment. In addition, demand harmonisation
easures will be needed to avoid the weakening strength of the economic recovery
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impact on economic activity so it is important that fair rules based on internationy)
agreements be established. Currently, discussions in this area are centered aroung
OECD activities, but Japan will be taking a leading role in these discussions ang
will examine its systems in light of international agreements.

Beginning an era of 100-year life expectancies, it will be necessary to deal with the
expansion of employment and diversification of work styles in the elderly, work t,
raise the age at which persons may enroll in private pensions and enlarge and increase
the corporate pensions available at small- and medium-sized enterprises. In order t,
stimulate the supply of funds for growth and to encourage stable asset formatiop
by households through savings and diversified investments in small amounts, there
will be a complete review of the NISA (Nippon Individual Savings Account) system,

A sustainable local tax base is needed in order to promote local revitalisation,
stabilise local population sizes and provide services to support local communitieg
in the face socio-economic changes including declining populations and the rapiq
aging of society. To this end, we will try to strengthen and stabilise the local tax
system by stabilising and reducing disparities in local tax revenues.

To extend the “virtuous cycle” (a government initiative to increase business profits
leading to higher wages, greater consumer spending and meeting inflation targets)
to localities and increase local revitalisation, it will be necessary to support local
initiatives. The tax system can assist this through strengthening of the local tax
base and expanding the “furusato” tax payment system (which allows taxpayers
in urban areas shift some tax payments to rural areas). In addition, Japan will
examine new tax measures based on tax paying capability in order to adapt to
changes in the socio-economic environment and international developments.

A simplified and rational tax system using ICT will be utilised for tax filing and
payments in order to make the tax system more convenient for taxpayerand to
improve administrative efficiency and coordination between the national aiid local
governments. It is also intended to improve the tax environment.to strengthen
voluntary compliance and accuracy of tax filings.

91-139 2020 Tax Reform Report (& F13FEFFi
fill A IE D FE A HZE 2 T7)

COVID-19 has resulted in the largest economic downturn in the postwar era, which
has seriously impacted taxpayers. In these circumstances the government is also
addressing problems of economic revitalisation and population decline along with
overcoming deflation.

Although progress has been slowed by the spread of infectious disease, the current
administration is committed to expansion of the digitisation of government and
unification of the system of local governments in the next 5 years. From the perspective
of improving convenience and productivity, an overall digital transformation (DX) of
Japanese society will also be pursued. Also, the Suga Cabinet has set a goal to realise
a green society reducing greenhouse gas emissions to zero by 2050. The necessary
support for these initiatives will be provided in the tax system.
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o support sustainable and vibrant local regions, uneven distribution of tax sources

! d be minimised and tax revenues should be stabilised.

ShUul
The current administration will continue to consider personal income taxation
from the perspective of responding to structural changes in thfe economy and
society; including diversification of working styles, and restoring the‘ income
redistribution function. Regarding the tax treatment of corporate pensions and
individual pensions, the current administration will work to build a fair tax system
that does not cause advantages or disadvantages depending on the working style.
Necessary measures will be implemented by the national and local governments to
provide support and subsidies for child rearing.

As the use of cloud accounting software has become more popular, measures will
be considered to ensure proper bookkeeping.

For sustainable economic growth, a virtuous cycle of promoting the sound
overseas expansicn of Japanese companies with benefits returning to the domestic
market is also/important. Part of the infrastructure needed for that purpose is
an internaticnei” taxation system that ensures fair competitive conditions and
effectivel’y 1zsponds to tax evasion. To promote this Japan has played a leading
role in the "BEPS (Base Erosion and Profit Shifting) Project” sponsored by the
QECD and G20 countries. Japan will also continue to actively lead in developing
toir Tules based on international agreements to reduce uncertainty and respond to
changes in economic conditions, including digitalisation.

The main items included in proposed tax reform legislation for 2021 are
discussed below.

Individual Income Tax. In the area of individual income taxation, provisions
for special home mortgages will be extended and requirements to qualify will
be relaxed (see §3-293). Tax exemption measures will be provided for various
child-rearing subsidies implemented by the national and local governments such
as those provided for babysitters and usage fees for day care facilities, etc (see 3-
230). The retirement income reduction disallowance will be extended to persons
other than officers for retirement income in excess of ¥3 million arising from an
employment period lasting 5 years or less (see §3-240).

Corporation Tax. A DX investment promotion tax system will be established to
provide incentives for corporations to build a connected digital environment (see
§4-643C). Incentives to provide carbon neutrality will also be enacted (see {4-
643D). Research and development incentives will be increased and expanded to
include costs to acquire internal use software (see §4-641). Tax incentives focusing
on new employment expansion and education and training support will be revised
to respond to the deterioration of the employment environment resulting from
COVID-19 (see §4-644B). During COVID-19 net operating loss limitations will be
telaxed for corporations making certain investments, such as for DX and carbon
heutrality (see §4-460). Measures will be created to defer tax consequences when
stock is used as consideration in merger and acquisition transactions (see §4-750).

Tax administration. The requirement of affixing a seal to tax documents will
generally be eliminated except for documents requiring a registered seal (see
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Diagram 4: Taxable income of non-residents of Japan without a permanent

establishment

Non-resident
of Japan

Income from using,
holding or transferring
assets located in Japan
Other Japanese source
income

Aggregale
taxation

Non-resident
without a
permanent
establishment
in Japan

Income from business of
rendering personal
services

Rents from real property

e Gains from sale of
Japanese real estate

Subject to
withholding and
aggregale
laxation

Interest, dividends,
royalties, prizes,

annuities, income from

Withholding tax

quasi-financial products,
distribution of profits
from an anonymous
association

Table 9A: Tax rate table for calculation of tax on income of residents of Japan,

except for forestry income (for 2007 and after) (ITL Art 89(1); Tax Reduction Law
Art 4, Art 5)

Taxable income Amount Plus % of the | ofthe amount
Over Bt it payable excess over
exceeding
= ¥1.95m - 5% B -
¥1.95m ¥33m ¥97,500 100 ¥1.95m
¥3.3m ¥6.95m ¥232,500 20% ¥3.3m
¥6.95m ¥9m ¥962,500 23% ¥6.95m
¥9m ¥18m ¥1.434m 33% ¥9m
Over ¥18m ¥4.404m 40% ¥18m

Table 9B: Tax rate table for calculation of tax on income of residents of Japan after
2014 (Law to Partially Revise the Income Tax Law, etc, Law No 5 of 2013, 30
March 2013, Art 1 — Frf8BIESE O — % BUE T 2 %:4)

Taxable income Pay Plus % of of the amount
Over But not over the excess over
= ¥1.95m - 5% -
¥1.95m ¥3.3m ¥97,500 10% ¥1.95m
91-210
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Taxable income Pay Plus % of of the amount
e But not over the excess over
¥3.3m ¥6.95m ¥232,500 20% ¥3.3m
¥6.95m ¥9m ¥962,500 230% ¥6.95m
¥om ¥18m ¥1.434m 33% ¥9m
¥18m ¥40m ¥4.404m 40% ¥18m
Over ¥40m ¥13.204m 45% ¥40m

The tax liability is computed by multiplying the taxable income by the tax rate
for the tax bracket, which includes the amount of the income and subtracting the
appropriate deduction from the result.

Example 1: Calculation of income tax
A taxpayer has taxable income of ¥6.5 million. His/her tax is ¥872,500.
¥232,505 . 0% of (¥6.5 million — ¥3.3 million) = ¥872,500

— Datailed discussion of the Income Tax is contained in Chapter 2 (Taxable Persons)
ard viapter 4 (Corporation Tax).

tgn:  Art 68 and Art 144 of the Corporation Tax Law; Art 89(1) of the Income Tax
;;;.,:u; Art 4 and Art 5 of the Tax Reduction Law

Special Reconstruction Income Tax (F/ukk\o
Tokubetsu Shotokuzei — 18 HL4F 51| Fr#5H4%)

From 1 January 2013 through 31 December 2037, a surtax known as ‘Fhe Special
Reconstruction Income Tax applies to domestic and foreign individuals and
companies subject to Japanese Income Tax, either by assessment or through
withholding (Restoration Funding Act, Law No 117, 2 December 2011, Art 8, Art
9 — 75 WLEF Y5 {RVE). The surtax is computed as 2.1% of the standard Income
Tax amount (kijun shotoku zeigaku — H=YEfr{GHL%R) (Restoration Funding Act
Art 13). The original 2011 proposal was for a surtax rate of 4% for 10 years,
from 2013 through 2022, but the surtax rate as enacted was red.ucec.i to 2.1%
and the period extended to 35 years in an amendment to the legislation on 24
November 2011.

q1-211

€1-220 Corporation Tax (Hojinzei — 7% A¥t)

Corporation Tax is a direct tax on the net income of corporations, which provides
a little over 20% of Japan’s national tax revenue. Taxpayers subject to Japan.ese
corporation tax include Japanese domestic corporations (naikoku hojin_], foreign
corporations (gaikoku hajin), non-juridical organizations (jinkaku no nai shadan),
cooperatives and public interest corporations (CTL Art 2). Before the fiscal year
1998 and 1999 tax reforms, the effective rate of national and local tax for Japanese
corporations was 49.98%. However, the effective rate had dropped to 40.69%
before the enactment of corporation tax rate changes in 2011.
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chukan hojin must be funded with at least ¥3 million at the time it is estabh‘shed
(Chitkan Hojin Law Art 12).

A chitkan hojin is subject to Japanese Corporation Tax on all income, includiy,
income from not-for-profit activities, in the same manner as an ordinary corporatigy
(CTL Basic Circular 1-1-8).

Despite their origin as vehicles for small not-for-profit organizations, chiikg,
hojin have been widely used as the parent company of SPCs used as securitizatigy
vehicles because the chitkan hojin adds additional bankruptcy remoteness to thg
arrangement.

Abolition of the Chakan Hoéjin Law

On 2 June 2006, a law relating to ippan shadan/zaidan hojin entitieg
(Law  Relating to Ippan Shadan Hojin and Ippan Zaidan Hpjiy
— A A A S O — B [V N B 9 2 %548, Law No 48, 2006) was enacteg
and the Chitkan Hojin Law was abolished on the date the new law came into force
ie 1 December 2008. Existing limited liability chitkan héjin automatically be::amé
general incorporated associations (ippan shadan hojin) at that time. The articleg
of incorporation of an existing limited liability chitkan hojin must be amended tg
add “ippan shadan hojin” to the company name by a resolution passed at a generg]
meeting of the members by the time of the first general meeting after the end of
the year the new law comes into force,

An unlimited liability chitkan hojin may continue as a special unlimited liability
chitkan hajin for up to one year after the date the new law becomes effective,
during which time it must fulfil the procedures to convert to an ippan shauan
hojin. If the conversion procedures are not performed during the one year grace
period, the unlimited liability chiikan hajin will be dissolved. Required procedures
for conversion from an unlimited liability chiitkan hgjin to an ippan shadan
hajin are set out in the Law Relating fo Consolidation of the Execittion of the Law
Relating to Ippan Shadan Hojin and Ippan Zaidan Hojin and the Law Relating to
Koeki Shadan Hojin and Koeki Zaidan Hojin —RCAERE R O — B HIEA
BT AERAVAMMEIEARV ARMEEAOREF CHE T 25RO
TS BREROREEZ T 2764, Law No 50, 2006). The procedures
are as follows:

(1) By agreement of the members, the purpose of the ippan shadan hajin, its
name and place of its main office, etc, must be recorded in the articles of
incorporation and directors’ names should be determined.

(2)  Within 2 weeks from the time the determinations in (1) above are made
a notice must be given in an official gazette to creditors of the proposed
conversion and a period of at least one month is allowed for objections to
be received. Actual notice must be given to all known creditors. Response to
creditors’ objections may include payment of the debt, offering of collateral
or placement of property in trust to secure the debt.

(3)  After the creditors’ procedures are completed, the dissolution of the unlimited
liability chitkan hajin and the establishment of the ippan shadan hajin should
be officially recorded.

(2-342 © 2021 CCH Asia Pte Limited
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. Art 12 of the Chitkan Hajin Law (repealed); Law Relating to Ippan Shadan
Hojin and Ippan Zaidan Hajin; Consolidation Law Accompanying the Law Relating
1 Ippan Shadan Hojin and Ippan Zaidan Hojin

ﬁl2'343 General incorporated associations/
foundations (Ippan Shadan/Zaidan Héjin

— AR - BANIEA)

on 2 June 2006, 3 laws were enacted relating to ippan shadan hajin (general
mcorporated association) and ippan zaidan hajin (general incorporated foundation)
entities. The laws came into force on 1 December 2008.

The 3 laws are:

(1) Law Relatizg to Ippan Shadan Hojin and Ippan Zaidan Hojin (Ippan Shadan
Hajin oyohi Ippan Zaidan Hojin nikansuru Ho, Law No 48, 2006)

(2) Law kelating to Koeki Shadan Hajin and Kéeki Zaidan Hajin (Koeki Shadan
Hiii1 oyobi Koeki Zaidan Hojin no Nintei nikansuru Ho, Law No 49, 2006)

13} Law Relating to Consolidation of the Execution of the (above 2 laws) (Ippan
Shadan Hojin oyobi Ippan Zaidan Héjin nikansuru Ho oyobi Koeki Shadan
Hajin oyobi Kdeki Zaidan Hajin no Nintei nikansuru Ho no Shiko ni Tomonau
Kankei Ho no Seibi nado nikansuruy Ha).

Before the reforms, the acquisition of corporate status and the determination of a public
purpose were part of a single process requiring the permission of the competent authorities
having jurisdiction over the applicant’s activities (the “licence principle” (kyoka shugi
“cE[ 3 25)). Under the new system’s “rule principle” (junsoku shugi ¥€R)F38)).), an
association (shadan) or foundation (zaidan) that does not intend to distribute its surplus
may be established as an ippan shadan hojin or ippan zaidan hojin by registering the
corporation without having to demonstrate a public purpose. An ippan shadan hojin
ar ippan zaidan hajin may apply for non-profit status as a koeki shadan hojin (public
interest association) or kaeki zaidan hojin (public interest foundation) through the office
of the Prime Minister or a regional district governor (fodofuken chiji #B1E T B K1)
The Prime Minister and governors' offices will establish committees consisting of private
sector specialists to determine the public interest character of the applicant.

General requirements for an ippan shadan héjin (general incorporated
association)

(1) An ippan shadan hojin must have at least 2 members, but there are no
minimum property requirements.

2) An ippan shadan hajin must have a director and a general members’ meeting.

B) A board of directors and independent auditor can be specified in the articles
of incorporation.

@ A fund system may be established in order to collect funds and maintain
property.
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Governing statute
Law No 36, 1978

Name of cooperative

Production Forestry Cooperative (excluding those paying
remuneration to members)

Shipowner Mutual Benefit Society

Law No 177, 1950
Law No 135, 1958
Law No 181, 1949

Tobacco Growers Association

Small and Medium-Sized Business Cooperative Association
(excluding joint enterprise cooperatives)

Coastal Shipping Association Law No 162, 1957

Federation of Coastal Shipping Associations

Japan Agricultural Cooperative Law No 132, 1947

Federation of Agricultural Cooperation Associations
(excluding those designated by the Minister of Finance)

Farming Affairs Union Corporation (excluding those
carrying on designated businesses and paying remuneration
to members)

Norinchukin Bank

Export Association (limited to those requiring capital
contributions from members)

Law No 93, 2001
Law No 299, 1952

Law No 154, 1954
Law No 299, 1952

Export Fishery Union

Import Association (limited to those requiring capital
contributions from members)

Labour Credit Associations Law No 227, 1953

National Federation of Labour Credit Associations

Law:  Art 2(1)(vii), Art 60-2, Art 66(3) and Separate Schedule -3 of the
Corporation Tax Law; Art 42-3-2(1) of the Special Taxation Measures Law,
Forestry Cooperative Law

(2-360 Non-juridical organizations (Jinkaku No
Nai Shadan — \1& @ 75 W 41 [])

A non-juridical organization (referred to in the Standard Bilingual Dictionary
as an “association or foundation without juridical personality”) is an
unincorporated association (shadan) or foundation (zaidan) that has appointed
a representative or manager (CTL Art 2(1)(viii)). There are numerous kinds of
non-juridical organizations, including labour unions, political parties and
parent-teacher associations. Under the Corporation Tax Law, they are generally
treated the same as ordinary corporations (CTL Art 3) but, like public interest
corporations (kaeki hajin), non-juridical organizations are liable for Corporation
Tax only on income derived from for-profit activities (CTL Art 4(1)).

Law:  Art 2(1)(viii), Art 3 and Art 4(1) of the Corporation Tax Law

12-360 © 2021 CCH Asia Pte Limited
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Unincorporated Associations (Kumiai — 415

1]2..400 Unincorporated associations (Kumiai
— A7)

There are 4 types of unincorporated associations (referred to in the Standard Bilingual
pictionary prepared by the Ministry of Justice as “partnerships” or “unions”) in
Japan which are taxed at the member level rather than at the entity level. These
are the Commgrmal Code anonymous association (tokumei kumiai), the Civil Code
association (nin-i kumiai), the Japanese LLP (yugen sekinin jigyo kumiai) and the
investment business limited partnership (toshi jigyo yugen sekinin kumiai).

commercial Code anonymous association (tokumei kumiai — [E % £H5)

A commercial Coue anonymous association (referred to in the Standard Bilingual
Dictionary as @ "sient partnership”) is created when one or more parties agree, by
separate contmacts, to make a contribution to a business operated by a proprietor
and to divide the profits arising from the business (Commercial Code Art 535). Only
the provrictor takes part in the management of the business (Commercial Code Art
5421 ~ad no party other than the proprietor has legal rights or obligations arising
+ <z acts of the proprietor with regard to third parties (Commercial Code Art 536(2)).
4 Commercial Code anonymous association is not an incorporated entity and is not
subject to the Corporation Tax. Income is allocated to each of the parties under the
agreement and, as in the case of a Civil Code association, is included in the taxable
income of the parties in the tax year, which includes the last day of the association’s
tax year, whether or not the income has been distributed (CTL Basic Circular 14-1-3).

Losses from a Commercial Code anonymous association attributable to real
estate are not allowed to an individual member who does not participate in the
management of the association (STML Art 41-4-2). A corporate member of a
Commercial Code anonymous association (fokumei kumiai) that is not involved in
an important part of the management of the association cannot take losses for tax
purposes in excess of its capital contribution (or take any loss if the partnership
cannot be expected to bear the losses arising from its activities) (STML Art 67-12).

Beginning 1 April 2002, all distributions of profits from a Commercial Code
anonymous association (tokumei kumiai) to a non-resident individual or foreign
_corporation are subject to withholding at a rate of 20.42% (20% Income Tax plus
Special Reconstruction Income Tax equal to 1.2% of the standard tax) regardless
of the number of members (ITL Art 161(1)(xii), Art 164(2)(ii); ITL-EO Art 288 (as

amended by Order 103, 2002); CTL-EO Art 184 (as amended by Order 104, 2004)).

Civil Code association (nin-i kumiai — {EZE4HE)

A Civil Code association (or voluntary association) is a contract between parties
:}vho agree tg carry on a joint undertaking by making a contribution, which may
:llnclude services (Civil Code Art 667). The contributions of the parties belong to

%
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all of the parties jointly and the conduct of the affairs of the association is magg
by majority vote (Civil Code Art 668, Art 670). The association is not subject ¢,
the Corporation Tax. Unless the agreement states otherwise, profits and losses gy,
allocated in proportion to the value of the contributions by each party (Civil Coge
Art 674). The allocable share of income from the association flows through to €ach
party and is included in the tax return in the tax year, which includes the last d4

of the association’s tax year, whether or not the income has been distributed ¢,
or losses have been separately assumed by the party (CTL Basic Circular 14-1-1),

Losses from a Civil Code association (nin-i kumiai) attributable to real estate are not alloweq
to an individual member who does not participate in the management of the associatigy
(STML Art 41-4-2). A corporate member of a Civil Code association (nin-i kumiai) that g
not involved in an important part of the management of the association cannot take losseg
for tax purposes in excess of its capital contribution (or take any loss if the partnership
cannot be expected to bear the losses arising from its activities) (STML Art 67-12).

Members of a Civil Code association are required to file a Japanese tax return tg
report their share of the income from the association. Withholding at a rate of
20.429% (20% Income Tax plus Special Reconstruction Income Tax equal to 1.20
of the standard tax) is required on the net income of the association arising frop
business in Japan allocated to a non-resident individual or foreign corporation
without regard to whether the income is distributed to the partner (ITL Art 161(1)
(i-ii), Art 212(5); ITL-EO Art 281-2(2)).

Japanese LLP (yugen sekinin jigyo kumiai — H BR B3 &4 F)

The Japanese LLP was created by legislation in 2005 when the Law Related to Limiteq
Liability Partnership Agreements (Yiigen Sekinin Jigyo Kumiai Keiyaku ni kavsiny
Horitsy IR EAHEA &3040 B+ 2754, Law No 40, 2005) was ‘enacted,
Members of an LLP are liable only to the extent of their capital comriputions,
Allocations of profits may be based on capital contributed or on facturs such as
services or know-how. All members of an LLP participate in its-management. An
LLP is not an incorporated entity and is not subject to Corporatici Tax. Losses of
an LLP generally flow through to the members, subject ¢ itaitations based on
capital contributions. For corporate partners, any loss in excess of the amount
calculated as the capital contribution for this purpose is not currently deductible,
but may be carried over to future years. For individual partners, a loss arising
from business, real estate or forestry in excess of the amount calculated as the
capital contribution cannot be currently deducted and may not be carried over
to future years. Withholding at a rate of 20.42% (20% Income Tax plus Special
Reconstruction Income Tax equal to 1.2% of the standard tax) is required on
the net income of the LLP arising from business in Japan allocated to a non-
resident individual or foreign corporation without regard to whether the income
is distributed to the partner (ITL Art 161(1)(i-ii), Art 212(5); ITL-EQ Art 281-2(2)).

Investment business limited partnership (tdshi jigyo yiigen sekinin kumiai =
BEFXEAMEMEAR)

An investment business limited partnership (“investment LP”) is a partners_hiP
of general and limited partners formed under the Investment Business Limited

(2-400 © 2021 CCH Asia Pte Limited
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Parmership Act (Toshi .Jigyé Yiigen Sekinin Kumiai Keiyaku ni kansuru Horitsu,

aw No 90, 1998). T_he investment LP agreement may provide for the partnership
t0 gcquire and hold investments in companies and joint ventures, invest in stocks,
ponds and warrants, make loans to businesses and hold interests in partnerships
and trusts, mcl_udmg 1nves“_fmer1ts in foreign company shares and other securities
issued by foreign companies. Investments by partners may be only in cash or
other assets. Management of the investment LP is by majority vote of the general
artners. General partners are jointly and severally liable for partnership debts, but
[imited partners are liable only to the extent of their investment. Distributions from
: investment LP may not exceed the amount of net assets in the balance sheet.
For tax purposes, an investment LP is treated as a pass-through entity subject to
the same rules described above for a Civil Code association.

Foreign partnerships (gaikoku patonashippu — SME /S — b+ —3 v 7)

There is no tax percon comparable to a US or UK-style partnership found in
Japanese law. TUhder the Japanese Commercial Code, a foreign company is
treated in th® same way as a company formed in Japan of the same nature or
kind as tre Japanese company it most closely resembles (Commercial Code Art
485-2) Therefore, determination of the Japanese tax treatment of an interest in
US or UK partnerships requires a case-by-case analysis of whether the specific
yartrership in question most closely resembles a Japanese unlimited partnership
{g3meii gaisha &% 431%), limited partnership (gashi gaisha & & £x4L), Civil Code
association (nin-i kumiai {EE %), Commercial Code anonymous association
(tokumei kumiai &4 #1€) or non-juridical organization (jinkaku no nai shadan

D 7 > ).,

For Japanese tax purposes, if a partnership is determined to be “fiscally
transparent”, the separate existence of the partnership and the assets and liabilities
of the partnership are considered to be held directly by the partners who are also
considered to have earned or incurred the income or expenses of the partnership
directly. On 17 July 2015, the Japanese Supreme Court held that a Delaware (US)
Jimited partnership would not be considered to be fiscally transparent because the
partners did not participate in its business operations. In response, on 9 February
2017, the Japanese National Tax Agency (NTA) issued a notice informing taxpayers
that, provided the partnership has not elected to be treated as a corporation for US
tax purposes, the NTA will no longer pursue challenges to the fiscal transparency
of items of income derived from US limited partnerships and such income will be
eligible for any applicable benefits under the Japan-US Income Tax Treaty (www.
nta.go.jp/foreign_language/tax_information.pdf).

f"l‘orﬁign partnerships similar to Civil Code associations and Japanese LLPs are
?Ubject to the income sourcing, withholding and permanent establishment rules
for partners applicable to their Japanese counterparts (ITL Art 161(1)(i-ii), ITL-EO
281-2(1)(iii), ITL Basic Circular 164-7, 20 June 2005).

Partnership permanent establishments (kokyuteki shisetsu — 18 /& B %)

artners of Japanese partnerships are considered to be doing business in Japan
lrectly through the Japanese partnership, which constitutes a permanent

Pan Master Tax Guide 2021 (2-400
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Tax

Additional capital is obtained from a financial institution. Interest payments

establishment in Japan (ITL Basic Circular 164-7, 20 June 2005). Foreign Partney
on this loan make up part of the tax shelter losses.

are therefore required to file tax returns and pay tax in Japan.

(3)
Exception for investment business limited partnerships. Beginning 1 April 20qq The aircraft, etc, is purchased in the market.
a non-resident of Japan or foreign corporation will not be treated as having ,
permanent establishment in Japan as a result of an interest in an investmey;
business limited partnership if (STML Art 41-21, Art 67-16):

(4)
(5)
(6)

The aircraft, etc, is leased to an operator and lease fees are received.

Depreciation on the aircraft, etc, is taken by the Civil Code association.

Depreciation expenses make up a large part of the tax shelter losses (see |
limitations on accelerated depreciation when property is leased to a foreign |
person (CTL-EO Art 48(1)(vii)). |

(1)  the partner is a limited partner
(2) the partner does not participate in partnership management

(3) the partner’s interest in partnership assets is less than 25% (for tax years
ending on or after 31 March 2021, this percentage will be determingg
taking into consideration interests held directly and indirectly through othe;
partnerships and related persons)

7) Profits and losses (ie lease receipts less interest, depreciation and other costs)
are passed through the Civil Code association to the investors.

8) At the end of the lease term, the aircraft, etc, is sold in the market.

(4) the partner does not have special dealings with the general partners, and Diagram 6: Tax sineiter structure using leveraged leasing

Fivaincial Institution Operator (eg airline)

(5) the partner does not have another permanent establishment in Japan.

Law: Art 667, Art 668, Art 670 and Art 674 of the Civil Code; Art 485-2, Ay
535, Art 536(2) and Art 542 of the Commercial Code; Art 161(1)(i), Art 161(1)(i),

Lease payments

Art 161(1)(xii), Art 164(2)(ii) and Art 212(5) of the Income Tax Law; Law Related t i Sk LBaRETR e
Limited Liability Partnership Agreements; Art 41-4-2 and Art 67-12 of the Specig] ;

Taxation Measures Law; Art 184 of the Corporation Tax Law Enforcement Order; Art

281-2(1)(iii), Art 281-2(2) and Art 288 of the Income Tax Law Enforcement Order ) vestment company——>| Civil Code Association

Profit & loss

Buy & sell
aircraft

(2-420 Tax shelters (Takkusu Shierutd — X .7
R vz &RT)

The Japanese NTA is concerned with the increasing use of tax sheltets by Japanese
taxpayers. In particular, it is looking at the use of Japanese partnership associations
(Civil Code associations (nin-i kumiai) and Commercial Code anoryrious associations
(tokumei kumiai)) as vehicles by which Japanese individuals and corporations are
allocated tax shelter losses from investments in aircraft, motion pictures, container
ships, and foreign residential and commercial real estate. Japanese partnership
associations are also being used as receptacles (ukezara 5% (JII) for investments
in US limited partnerships. The US has implemented a number of limitations on
tax shelters, including limitations on losses to the amount the investor has at risk
in the activity, and limits on the use of net losses from passive activities to offset
other income. The need for similar limitations in Japan has been raised in a report
of the Tax Commission (14 July 2000) and is being considered by the NTA.

Subscription

Investors Investment Aircraft, etc market

Llaw: Art 48(1)(vii) of the Corporation Tax Law Enforcement Order

42-430 Limited liability companies (Beikoku

No Rimiteddo Raiabiriti Kanpani —

A} ™o = ™ —_ > —_
KEDOYIFy NS4 T7EEY T4

— e H =)

' mited liability companies (LLCs) are organizations created under laws of the 50 States
K d_ the District of Columbia in the United States. The limited liability company (LLC)
Business form has its origin in the 1892 German company law known as Gesellschaft
t beschmkter Haftung (GmbH). In 1977, Wyoming became the first American state
0 €nact an LLC Act modelled after the 1892 German GmbH Code and the Panamanian
LC. LLCs generally require the use of the word “limited” in the company’s name, they

given full juristic personality, the members are allowed to control the admission of
"W members to the company, the LLC must be dissolved by the death of a member,

lllustration of typical tax shelter using aircraft, etc, leveraged leasing

A typical tax shelter for the leasing of aircraft or other equipment may be organised
and operated as follows:

(1) An investment company organises the venture and solicits investors.

(2) The investors and the investment company contribute capital and becomé
members of a Civil Code association.

12-420 © 2021 CCH Asia Pte Limited aPan Master Tax Guide 2021 (2-430
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Taxabl

Tax rates that are lower than the inheritance tax rate, the trustee will be Subjth
to the inheritance tax (with the Corporation Tax allowed as a deduction). Whe
beneficiaries are later named and are the trustor's grandchildren, etc, gift tax wil]

be imposed on the beneficiaries.

2-510 General rules

A general rules for trusts in Japan are that the beneficiaries are considered to
Thn the trust property and all revenues and expenses of the trust flow through
00 the beneficiaries (CTL Art 12(1)(a)). Under these general rules, the income of

Serial beneficiary type trust (juekisha renzokugata shintaku ‘ ¢rustee or trust company is usually limited to service fees (CTL Art 12(3)). No
=

— = JH gk ) = i ax return or information return is required. If no beneficiary is specified,
S m A AR glléﬂg:antor is considered the owner of the trust property (CTL Art 12(1)(b)). The
If the trust provides for changes in beneficiaries or for beneficial interests to Pasg ‘dentity OF existence of a beneficiary is determined based on the circumstances at
in sequence among beneficiaries, the initial beneficiaries and each succeediy : (Egtime of the relevant item of income or expense (CTL-EO Art 15).
beneficiary will be treated as having received their beneficial interest from the th b G d I
trustor or the prior beneficiary, as appropriate, and will be subject to inheritance or The ﬂ0W-throygh rules d_o not apply to, and_ epeﬁ§1arles are not taxed on, the
gift tax (Inheritance Tax Law Art 9-3). uﬂdistributed income o_f mvestme'nt tmsts (toshi shintaku) _(;ee 1]2-530), Special
purpose Trusts .(Tokutez Mokuteki Shmtaku}_ (see §2-620), joint operation trusts
Tax treatment of losses from trusts | (godo un yo shintaku) (see §2-520) and various types of pension trusts (ITL Art

]3(1); CTL Art 12,15
"] Individuals. When trust income is taxed to the beneficiaries, no trust losseg
attributable to real estate income (fudosan shotoku AENEFT1F) may be Types of trusts

Siken byilie benedc: [nvestricut trusts (tdshi shintaku) in Japan are regulated under the Investment

[ Corporations. Corporate beneficiaries may not recognise losses in €XCesg Truss cid fnvestment Companies Law, Toshi shintaku oyobi Toshihajin ni kansuru
of their investment in the trust (shintaku kingaku {S7T4%H) or where jt Foirmu (REFRAUCHEEEANCE T 2158, Law No 198, 1951). Investment
is evident that the corporation will not bear the loss (eg where there is an usts may invest in securities, bonds, real estate and other assets.
agreement to limit the losses of the corporation). O

trustor  instruction trust (itakusha  sashizugata  toshi  shintaku
d F:tE THRBIZE (S 5E) is a trust where trust assets are transferred to a trust to be

Tax avoidance measures managed according to the instructions of the trustor, while a trustor non-instruction

In order to prevent tax avoidance through the use of trusts, Corporation Tax wili be type trust (itakusha hisashizukei toshi shintaku ZRt&IEFRMAEE(ERD) is

imposed on the trustee for income of the trust in the following cases: managed by the trustee.

m  All or a major part of the business of a company is transfeived to a trust A joint operation trust (godd un'yo slf‘tintaku & [FEF{E5E) is a monetary trust
(Limited to such transfers requiring a resolution described in Ait 467 of the undertaken by a trust company in which the_tl_rust assets of a number of trustors
Company Law) and more than 50% of the beneficial intercits are expected to not cooperating with each other are invested jointly (ITL Art 2(11)).

. . - ) 1d~r= 3 % 5 s e
be distributed to the transferring company’s shareholders Securities investment trusts (shoken toshi shintaku FEFFHE{SEE) are used to
B The trustee is the same person as the transferring company, or is an individual collect and manage diversified funds of stocks and bonds (ITL Art 2(13)).

or corporation that has a specified relationship with the transferring company,
and the term of the trust is more than 20 years (except if the main assets
of the trust are depreciable assets with useful lives greater than 20 years;
or non-depreciable assets; or monetary claims with redemption periods
exceeding 20 years). Law:  Art 2(1)(xxix), 12(1), 12(1)(a), 12(1)(b) and 12(3) of the Corporation Tax
Law; Art 2(1)(xv), 2(11) and 13(1) of the Income Tax Law: Investment Trusts and
Investment Companies Law; Law on Securities Investment Trusts and Companies

Bond investment trusts (kdshasai toshi shintaku A+ EHIEEEE) are similar to
securities investment trusts, but hold only bonds (ITL Art 2(1)(xv); CTL Art 2(1)
(xxix)).

m A trust where the trustee is the transferring company or a related person and
part of the beneficial interests are owned by a related person, if the income
distribution rates are changeable.

Law:  Art 467 of the Company Law; Art 12(1), Art 2(29)(iii), Art 2(29-2), Att §2-520 Joint operation trusts (G6d6 Un'yo

4-6 and Art 4-7(1)(vi) of the Corporation Tax Law; Art 13(1) of the Income Tox Shintaku — /E\ Iﬁ[@ﬂg{%‘%)

Law; Art 9-3, Art 9-4 and Art 9-5 of the Inheritance Tax Law; Investment Trusts b : . )
and Investment Companies Law; Japanese Trust Law; Art 9-4-2(1) of the Special Ajoint operation trust is a monetary trust, other than a trustor non-instruction
Taxation Measures Law tpe investor trust, undertaken by a trust company in which the trust assets

apan Master Tax Guide 2021 92-520
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Investment company (téshi héjin — # &%)

Investment companies handle sales of subscriptions, redemptions of interests anq
distributions of income to the investors.

Law: Art 8 of the Investment Trusts and Investment Companies Law

§2-550 Types of investment trusts

The Investment Trust Law establishes 2 types of investment trusts: the contrac
type and the company type.

Contract type investment trusts (keiyakugata toshi shintaku — 2
R EAE )

In a contract type investment trust (tdshi shintaku), an asset manager can eithey
entrust management to a trust bank or manage assets on its own. Typically, this type
of trust is formed pursuant to a contract between an investment trust management
company as the trustor and a trust bank as the trustee. Investment rights in the
form of beneficiary certificates are then sold to the investors (beneficiaries). Most
investment trusts in Japan are of the contract type.

Company type investment trusts (kaishagata toshi shintaku

— S REER)

This type of investment vehicle consists of an investment company (tdshi hojin)
established to manage the investments. Investors receive shares in the company
in return for their investment and receive distributions of profits in the form of

company dividends. Company type investment trusts have been permitieu since
November 1998.

Special Purpose Trusts (Tokutei Mokuteki Shintaku — 7 1] F 1S 5E)

See Special Purposes Trusts discussed with asset securitization vehicles at
92-620 below.

Real estate investment trusts (REIT or J-REIT)

Japan's REIT market began on 1 April 2001, based on amendments to the Investment
Trust Law in November 2000. A REIT is a pool of funds collected from investors
that makes diversified investments in real property. Legally, a REIT may be in
the form of a contract or company type investment trust, but most of the REITs
contemplated in Japan (J-REITs) are of the company type. 2013 tax legislation
removes a provision in the J-REIT law that prevents a J-REIT from holding
50% or more of the stock or capital of a foreign company, provided the foreign
investment is exclusively for the purpose of investment in foreign real estate (Law
to Partially Revise the Income Tax Law, etc, Law No 5 of 2013, 30 March 2013,
Art 8 — FrBBIEZE O —E % BUE 3 % 1:4F). The investors receive shares of stock
of the investment company and are allocated the rents and profits from sales of
fund properties in the form of company dividends. The REIT may avoid or reduce

q2-550 © 2021 CCH Asia Pte Limited
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tion Tax at the company level if it satisfies certain conditions, including

g;?;ﬁ;:ting more than 90% of distributable profits to investors (STML Art 67-14(1)

(ii(e)-
piagram 8: Basic scheme of REITs
Consign property custody and
overall management Investors
,——'—'_'-—._—.__-- I 1
nvestment
stee Buyi/sell ¢
o §———| Investment .
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ompany N Investors
o o or .
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| Y
Real Estate Real
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= See Chapter 4 for a detailed discussion on the taxation of trusts.

law: Investment Trust Law; Art 67-14(1)(ii)(e) of the Special Taxation Measures Law

Asset Securitization Vehicles

92-600 Asset securitization vehicles

4

Legislation in Japan has created or modified several vehicles suitable for the

curitization of assets. Unlike the older stock and bond investment trusts, the
new vehicles are not limited to stock and bond investments, but may invest in a
Variety of properties, most notably real property. The new vehicles are described
in enabling legislation found in the Law on Liquidation of Assets by Special
Purpose Companies (Tokutei Mokuteki Gaisha ni yoru Tokutei Shisan no Ryidoka
Wi kansury Horitsu 55 HISH & 25 BEOREBCET 2R 15
June 1998, Law No 105, 1998) and the Law on Investment Trusts and Investment
Companies (Shoken Toshi shintaku oyobi Shoken Toshihojin ni kansuru Horitsu

ESR A% (50 R ST S B v A i B 3 29542, Law No 198 of 1951). The law
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legislation in 2010 eliminates the limitation on the percentage of bonds issug
outside of Japan, but adds an additional limitation that requires more tj,
50% of specified equity, including common shares, to be issued in Japan,

Law:  Asset Liquidation Act; Art 8(1) of the Asset Liquidity Act; Art 67-14 gy d
Art 67-14(1)(i)(c) of the Special Taxation Measures Law; Art 39-32-2 of the Special
Taxation Measures Law Enforcement Order

92-620 Special Purpose Trusts (Tokutei Mokuteki
Shintaku — %5 5€ H 115 5E)

Revisions to the SPC Law on 31 May 2000 created a trust vehicle, the Specjy
Purpose Trusts, which enables the types of securitization of property rights iy
general contemplated for SPCs, including bonds, real estate and intangible property
rights, to be carried out using trusts (SPC Law Art 2(12)). The use of a specig)
purpose trust structure enables an owner to securitise property by transferring it t
a trust company in return for marketable asset-backed trust beneficiary certificateg
which can be sold to investors. The trust company manages and disposes of the
trust property and distributes trust income to the investors.

Diagram 10: Basic scheme of a Special Purpose Trust

Establish

st Trust bank Investors
o [imvesior
owner ] Trust accounts _'_’ IHVCSI%.,
Trust Earnings |
& beneficiary (Management & disposal Buy/sell :
certificates of trust property) N
(Marketable E_lr;\gst
securities)
| “Buoy/sell

Investor

Sales of trust beneficiary certificates

P

Payment for trust interests

Law: Art 2(12) of the Law on the Securitisation of Assets

(2-620 © 2021 CCH Asia Pte Limited
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Decrease in useful lives

Under the 2007 tax legislation, the designated useful lives for the following 3 typ
of assets have been shortened. %

Table 21: Decreased useful lives

Asset New useful life (2007 revision) | Former usefy) life

Flat panel display manufacturing 5 10
equipment
Flat panel film materials 5 10
manufacturing equipment
Photoresist equipment 5 s
used in manufacturing of
semiconductors

Law:  Art 48-2(1)(ii)(a) of the Corporation Tax Law Enforcement Order

94-446 Change in depreciation method

Tochangethemethodofdepreciation,anapplication (gankashékyakushisannoshékyaku
hoha no hen sara shonin shinsei-sho — i E 41 4 2 O R A0 77 v 0D 25 B K3 o
must be filed with the tax office with jurisdiction over the corporation stating g
reasonable reason for the change and approval must be received before the beginnj«
of the tax year for which the change is to be effective (CTL-EO Art 52(2), Art 156
6; CTL-ER Art 15, Art 37). In the absence of extraordinary circumstances, such as A
corporate merger, a request will not usually be approved unless a considerabiz neripg
of time, generally at least 3 years, has passed since the current depreciaticti method
was adopted (CTL Basic Circular 7-2-4).

Change from straight-line to declining balance method

When a corporation changes from the straight-line method t:thie declining balance
method, depreciation is based on the book value of the aepreciable assets at the
beginning of the change year and the declining balance rate corresponding to the
legal life of the property.

Change from the declining balance to the straight-line method

When a change from the declining balance method to the straight-line method
occurs, the book value of the depreciable property at the beginning of the change
year is deemed to be the acquisition cost of the property (for depreciable assefs
acquired before 1 April 2007 10% of the actual acquisition cost is considered
salvage value). The corporation may use the depreciation rate corresponding
either of the following (CTL Basic Circular 7-4-4):

[ the useful life of the property, or

m  the useful life less the number of years represented by prior depreciatiol
taken based on a table of declining balance method residual values (Circula!
Regarding the Application, etc, of Useful Lives, Attached Schedule 7).

14-446 © 2021 CCH Asia Pte Limited
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gxample 4: Change from the declining balance method

A corporation has an asset with a legal life of 15 years which was acquired for
¥1,000,000. At the beginning of the current year, when the book value of the asset is
¥221,500, the corporation changes from the declining balance method to the strai ght-
line method of depreciation. The corporation determines the useful life of the asset
py subtracting the years representing prior depreciation from the legal life as follows:

Legal life of property 15 years
Acquisition cost ¥1,000,000
Book value ¥221,500

0 remaining ¥221,500 [ ¥1,000,000 x 100 = 22.2%

Per Attached Schedule 7 of the Useful Lives Circular, for an asset with a legal life of
15 years, the decimal .222 corresponds most closely to 10 years of prior depreciation
(table value is (215). The remaining depreciable life of the property is therefore 5 years
(15 minus 16},

i 4—44/

eciz! tirst year depreciation

Special depreciation

=

@1 SME (see 4-640) may during tax years beginning between 1 April 2006 and 31
O March 2022 expense the cost of individual assets costing at least ¥100,000 but less
D) han ¥300,000, limited to a total of ¥3 million per year (STML Art 28-2, Art 67-5,
(former Art 68-102-2)). 2020 tax legislation limits this provision to SMEs whose
administrative burden must be considered.

Acorporation that files a blue tax return may take additional first year or accelerated
depreciation for a variety of properties designated in the Special Taxation Measures
Law. The additional first year depreciation accelerates the timing of depreciation
charges, but does not increase the total amount of depreciation which may be
aken over the life of the asset. For the various provisions, the first year rates
yary depending on the types of assets, etc. The following table summarises some
of the special first year and accelerated depreciation provisions and includes

fepresentative first year or accelerated rates for assets of the type covered by the
provision.

lable 22: Special first year and accelerated depreciation provided in the STML

Representative rates

20% (an SME may
alternatively elect a
7% credit)

Type
Equipment acquired between 1 December 2018
and 31 March 2022 to improve the energy

supply structure (kGdo-shd enerugr zoshin
setsubi — EEE T L £ — 18IS
Machines acquired by SMEs between 1 June
1998 and 31 March 2023 — (chiishokigo-
sha-to ga kikainado o shutoku —

MBS R T B  BU1R)

STML Article

30%

Pan Master Tax Guide Y4-447
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STML Article Type Represenm il Article Type Representative rates
42-9 Industrial machinery acquired in designated 159% (8% for ' 3 Special depreciation for replacement 360% (18% for
arggs_of_ Ol.{mawa (Okinawa no tokutei buildings) 43 assets for those affected by disasters (hisai buildings)
fg%ﬂ@ nqai? o%iée%yé-yé kikai-g% 0 %%utoku - daitai shisan-t6 no tokubetsu shokyaku —
AR D Wi B T TERARESE s B PWRARBEEFORFIEE)
42-10 Machinery and equipment for use in 500 0 Cultural and science research facilities in 12% (6% for
quip 0% (25% for
development and research acquired for use in | buildings) the Kansai Cultural and Science District buildings)
special national strategic areas (kokka senryaku (kansaibunkagakujutsukenkyitoshi no bunka
tokubetsu kuiki ni oite kikainado o shutoky — gakujutsu kenkyit chiku ni okeri bunka
E g X i B0 T 5 gakujuisu kenkyii shisetsu no tokubetsu shokyaku
= E) Y 4
= b P ek
42-11 Special depreciation for machinery 400% (ZO%E—\' iz %E%gﬁgﬁ%ﬁﬁﬁ%gﬁgﬁgg%ﬂz
and equipment in International buildings) . : : {. 2 )
Strategic Comprehensive Special Zone -2 Spemal_deprectatl_on_for specified facilities 20%
| (kokusai senryaku soga tokubetsu for bqunfss conpnu:ty enhancement
kuiki ni oite kikainado o shutoku — (“’k:';‘” Jigyo ke,f‘f“"y"k“ g
EI PR ERE 4 SRR X B 5 W TR £ e setsubi-td no tokubetsu shokyaku —
| : g _ ) o SRR R S O R A H)
42-11-2 Special depreciation for machinery and 40% (20% for ; it : ool
equipment for use in areas of promotion buildings) 44-3 Jf ki f? Uh.tles of hygiene BEDR g o e
of regional economic advancement (chiiki (Ry cjdol g fhzsetsu e ;okubetsu sholyaky =
keizai ken’in jigyd no sokushin kuiki-nai ni N\ IR AR O R FIEE)
oite tokutei jigyo-yo kikai-t6 o shutoku — ‘ L. Industrial machines in specific regions Varies
| MR 2 5 T O (R X IR . (tokutei chiiki ni okeru kogyo-yo
| CELTHEREAMESs B45) .. kikai-to no tokubetsu shokyaku — )
42-11-3 Special depreciation for buildings 15% ) FEREHIUC & 1 & TIRAMME O RRIHA)
in local vitality improvement areas 45-2 Medical use equipment (irya-yo kiki-to no 120 (15% for
(chiho katsuryoku koi6 chiiki-to ni tokubetsu shokyaku — B FITEER5 D455 | equipment contributing
W il ;
oite tokutei tatemononado o shutoky — ) to the security of
HITIE S IR B o TR S £ B ‘ medicine)
‘ %) 46 Additional depreciation for machinery 12%
42-12 : : : : " : and equipment acquired in connection
| Special crec'ht for Increase in number of ¥360,200 per specified with employment of disabled persons
employees in local vitality improvement new employee, limited (shogaimo koyd baai no tokutei
| areas (chiho katsuryoku kajo chiiki-to 1.te"20% of Corporation hogaimono o koys suru baai no tokutei
| o - & p kikai sachi no warimashi shokyaku —
ni oite koyo-sha no kazu ga zoka — Tax &5 & D 4
| MO VE 71 A 1 4 s EEEXERT 25 0RERMEE
L . DHIHEE)
TJRFI#H Q¥ )
PR - — — 46-2 Additional depreciation for machinery and 40% (45% for attached
42-12-3 flgi::;aglegg;techlig:}oi :cgeiiq{}:;llt_?n of 30% equipment acquired in connection with an buildings
1ies i i 11avo
by an SME (tokutei chiishokigo-sha-to ?pgovid '?agzmess relsttm'cturlng p;an_btgy‘q 5
ga keiei kaizen setsubi o shutoku — sg;hgi sgieush?nnfgi:;? ti; ?1: ufaa'mw?h?'w}ﬁiggo k
: s Ry vV " shin kikai- rimashi shokyaku
2 R/ i 3R A R TN R % LA - HEBRGSIHORE L LU LBEOEE
42-12-4 Special depreciation for acquisition of 7% PR RS O BB H AN
facilities for_busir{ess enhancement by 47 Additional depreciation for specified buildings | 25% (50% in
| zgi SME (Ehn;es_lftfklgf—s;i_a—tﬁ gahtokfztei for urban renewal (tokutei toshi saisei specified urgent
€I-TYORU ROJO setsubi-td o shutoku — kenchiku-mono no warimashi shokyakuy — development areas)
| MR E AR B AT R £ B
| EE o 2 AR T AR B AR
| 43 Special depreciation for specified facilities 14% Y D EPEREE)
(rokutei setsubi-to no tokubetsu shokyaku — 48 Additional depreciation for buildings used as 10%
FEERBZ DR RIEA) J warehouses (soko-y tatemononado no warimashi

| (4-447
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Tax measure promoting investments in facilities reforming energy Supply
or demand (enerugi — jukyl k6z6 kaikaku suishin toshi sokushin zeisej _

TR F — FEBIEREEERE (RER )

Special 20% depreciation. For tax years beginning between 1 April 2018 and 4
March 2022, a special 20% depreciation (30% for items acquired before '
2020) is allowed for investments in facilities aimed at reforming the energy g, .-
or demand structure, including equipment to reduce waste heat in manufactugpI%
equipment to recover wasted energy or efficiently use electricity, equipmemn;
reduce fluctuations in power usage, CO2 emission reduction equipment, and biop t“
utilisation equipment, etc (STML Art 10-2-2, Art 42-5, Art 68-10). Alternativ:l“_
a credit of 7% of the acquisition cost of the investment may be taken againg th{:
Corporation Tax limited to 20% of the tax for the year.

2011 Great Eastern Japan Earthquake legislation

Special emergency legislation was promulgated on 27 April 2011 to provide g

for those affected by the Great Eastern Japan Earthquake. 't

Additional first year depreciation. Under the special emergency legislatjgy
business assets acquired and put into service as replacement property for propeg,
damaged or destroyed due to the earthquake during the period from 11 March 201
through 31 March 2016 may be eligible for additional first year depreciation g
well as the depreciation normally allowed (Special Tax Law for Those Affected &
the Great Eastern Japan Earthquake Art 11, Art 18, Art 26). 3

(1) Buildings and structures. Buildings and structures acquired betweer. i1 Mz
2011 and 31 March 2014 may be eligible for additional first year egreciatigy
of 15% (18% for SMEs). Buildings and structures acquired b#tween 1 Ap
2014 and 31 March 2016 may be eligible for additional firsty7ear depreciatio
of 10% (12% for SMEs). A similar rule applies to buildings and structur
acquired and put into use in an area damaged by the {freat Eastern Japa

Earthquake not necessarily as replacements for daruaged assets.

Machinery, equipment and designated vessels, aircraft and vehices
Machinery, equipment, etc, acquired between 11 March 2011 and 31 Mard
2014 may be eligible for additional first year depreciation of 30% (36% fu
SMEs). Machinery, equipment, etc, acquired between 1 April 2014 and 3l
March 2016 may be eligible for additional first year depreciation of 20%
(24% for SMEs). A similar rule applies to machinery and equipment acquire
and put into use in an area damaged by the Great Eastern Japan Earthqualt
not necessarily as replacements for damaged assets, but this similar rule do
not apply to designated vessels, aircraft and vehicles.

Area damaged by the Great Eastern Japan Earthquake. For purposes of thef
rules, the area damaged by the Great Eastern Japan Earthquake is considered tolt
an area where earthquake-related damage occurred to buildings or structures ust
for business or to facilities used in conjunction with such buildings or structuré

Law:  Art 42-5, Art 42-5(1), Art 42-5(6), Art 42-5-2, Art 42-6, Art 42-7,
42-10, Art 42-11, Art 43, Art 43-2, Art 44, Art 44-2, Art 44-3, Art 44-4, Art 449

4

© 2021 CCH Asia Pte Limilt
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5 Art 45-2(1), Art 46, Art 46-2, Art 46-3, Art 46-4, Art 47, Art 47-2 and Art
t4 t,hE special Taxation Measures Law; Art 2(4) of the Large-Scale Earthquake
Pf res Special Measures Law; Art 11, Art 18 and Art 26 of the Special Tax Law
, e Affected by the Great Eastern Japan Earthquake

1448 Amortisation of deferred assets
(Kurinobe shisan no shokyakuhi —

RRIEE E D E A )

) .rred assets are costs expended by a corporation whose usefulness extends a
:= or more after the time of payment, including (CTL-EO Art 14):
] corporation organisation costs

constructiair period interest

’ opening costs (costs to begin business after the corporation is established)
researcht and development costs

custs to issue new stocks and bonds

costs paid to public organisations for new or improved common facilities
+
(such as road costs)

U

. premiums paid to rent assets (such as key money)
premiums paid for services (such as a down payment for know-how)
costs of property supplied for advertising purposes, and

other costs for future services (such as athletes contract costs).

Amortisation
Deferred assets are amortised over their useful lives using the straight-line method:

Number of months in the tax year
Months in the useful life

Annual amortisation limit = Cost x

= CTL Basic Circular 8-2-3 contains a table of useful lives of deferred assets.
Examples include:

] know-how down payments: 5 years
| development costs for software: 5 years
u costs of property supplied for advertising: 7/10 of the properties useful life (if
useful life is greater than 5 years: 5 years)
u costs to establish a copyright: period provided in contract (3 years if no period
provided)
u athletes contracts: term of contract (3 years if no term provided in contract).
L8W:  Art 14 of the Corporation Tax Law Enforcement Order; CTL Basic Circular
".2_3
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Deduction limit = [Capital basis + Income basis] x 1/2

Effective for tax years beginning on or after 1 April 2012, the deduction limit j;
reduced to one-quarter of the capital and income bases:

Deduction limit = [Capital basis + Income basis] x 1/4

2.5 Number of months in tax Year

Capital basis = Capital at year end x X
1,000 12

Income basis = Income for the year x ]200

If the corporation, etc, does not have capital, the deduction limit is 2.5% of incg
for the year. Effective for tax years beginning on or after 1 April 2012, the dedyc
limit for a corporation, etc, without capital is 1.25% of the taxable income for g,
year (CTL-EO Art 73(1)). i

For purposes of the donation deduction limit calculation, income for the Ve
means tentative taxable income (kari keisan) before the donation deduction ana;
various tax provisions and carryovers as calculated on attached Schedule 4 of the
Corporation Tax return.

Donations by public interest corporations, NPOs and non-profit mutual benefy

corporations are computed as follows:

Deduction limit = Income for the year x 20%

Deduction limits for donations to public interest organisations
(koeki hajin — A28 N)
The deduction limit for donations to organisations promoting the ;ublic interest,

such as those promoting education, science and culture uses the Ioliowing capital
and income bases.

2.5 Number of inonths in tax year

Capital basis = Capital at year end x X
1,000 12

Income basis = Income for the year x 1_056

Under legislation effective for tax years beginning on or after 1 April 2012, the
deduction limit for donations to organisations promoting the public interest, ete,
is increased by the same amount that the 2012 legislation reduces the regular
contributions deduction, resulting in the following capital and income bases.

. : : : i r
Capital basis = Capital at year end x 3525 X Bupiherofmenths in by
1,000 12
6.25

Income basis = Income for the year x

Deduction limit = [Capital basis + Income basis] x 1 /2

(4-451 © 2021 CCH Asia Pte Limited
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metown"” tax credits (for companies) (Furusato nozei (kigyoban) —

Y £ VR (R3EIR)

. anies filing a blue tax return that are approved under the Local Revitalization
o (Chiiki Saisei-ho — M3 EA %R, Law No 24 of 2005) may during the period
p o 1 April 2016 through 31 March 2025 take tax credits against their Corporation
mEnterprise Tax and local inhabitants tax for contributions made to local

] )
govern™

b

Je 23: Limits for “hometown” tax credits

ents subject to the following limits (STML Art 42-12-2, Art 68-15-3).

Tax years beginning on
or after 1 April 2016 but
before 1 April 2017

Tax years beginning on
or after 1 April 2017 but
not after 31 March 2025
(rates as revised by 2020

legisiation are in brackets [])

Cgrporation Tax

The lesser of (limited to 5% of Corporation Tax):

T ————

(a) 20% [40%] of contribution reduced by the credit
allowed for Prefectural and Municipal Inhabitants

Taxes, or

—_

(b) 10% of contribution

@ | prefectural Inhabitants Tax

i

5% of contribution limited
to 20% of Prefectural
Inhabitants Tax

2.9% [5.7%] of contribution
limited to 20% of
Prefectural Inhabitants Tax

Municipal Inhabitants Tax

15% of contribution limited
to 20% of Municipal
Inhabitants Tax

17.1% [34.3%] of
contribution limited to 20%
of Municipal Inhabitants Tax

| Enterprise Tax

10% of contribution limited
to 20% of Enterprise Tax

10% [20%] of contribution
limited to 20% of Enterprise
Tax

law:  Art 22(2), Art 37, Art 37(4) and Art 37(7) of the Corporation Tax Law; Art
66-4(3) of the Special Taxation Measures Law; Art 73, Art 73(1) and Art 73(1)(i) of
the Corporation Tax Law Enforcement Order; CTL Basic Circular 9-4-2-2

4-452 Taxes (Sozei koka — FHFLAFE)

Taxes not deductible by a corporation (CTL Art 38)

Corporation Tax
Additional tax

Delinquency tax and lateness tax

Income Tax deducted from the Corporation Tax

Local Inhabitants Taxes

Local additional and delinquency taxes

Penalties, fines, etc

dpan Master Tax Guide
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Taxes deductible by a corporation

Liquor tax and other indirect taxes

Income Tax not deducted from the Corporation Tax

Foreign taxes not subject to the foreign tax credit

] Consumption tax

[ Stamp tax

]

[ ] Interest tax

]

m  Local Enterprise Tax
(] Fixed Assets Tax

=

Law:

Art 38 of the Corporation Tax Law

94-453 Appraisal loss (Shisan No hy6kazon —

e 2 =}

A E D i 48)
Losses from the revaluation of assets resulting in a decreased book value are not
deductible for Corporation Tax purposes except in connection with COrporate

reorganisations and mergers (CTL Art 33). Exceptions exist for several classeg of

assets as summarised in the following table (CTL-EO 68).

Table 24: Assets for which appraisal loss allowed

Class of asset

When appraisal loss is allowed

Inventory °

Inventory damaged by natural disaster

Inventory substantially obsolete

 —

Inventory devalued under provisions of the Corzorete Reorganisation|
Law or the Commercial Code

Other similar circumstances

Fixed assets | e

Fixed assets damaged by natural disaster

Assets unused for a year or more

Assets no longer used for their original purpose

Change in the circumstances where the assets are used

* Assets devalued under provisions of the Corporate Reorganisation

Law or the Commercial Code

Other similar circumstances

Securities e

If listed securities held for investment have significantly fallen in value |

If the value of other securities has significantly fallen due to the
substantial worsening of the financial condition of the issuer

Securities devalued under provisions of the Corporate Reorganisatiol|

Law or the Commercial Code

Other similar circumstances

4-453

© 2021 CCH Asia Pte Limité®

2005 tax legislation liberalises the rules for appraisal gains and losses. If a
he any revalues its assets under either a legal proceeding, such as the Corporate
pr anisation Law (Kaisha Kosei Ho, Law No 172, 1952 — 2xf:F4E¥E) or the
Rehabilitation Law (Minji Minji Saisei-ho — RZEHAEYE, Law No 225 of
599), O 2 private arrangement, revaluation gains and losses may be recognised
ta;( purposes. In addition, gains from the forgiveness of debts may be offset

st expired net operating loss carryovers before applying them against current
' pperating losses.

. Art 33 of the Corporation Tax Law; Art 68 of the Corporation Tax Law
2 (;rcement Order; Civil Rehabilitation Law; Commercial Code; Corporate
'ﬂrgaﬂisdﬁﬂn Law

O S
o

Deferred gain and reduced basis
transactions (Asshuku kiché — JE4EECTE)

When a corpcration receives a grant from the national or local government to obtain
sets, or when corporation property is damaged and insurance compensation is
eive(. \h2 amount received by the corporation is included in its income. In
d¢mon, when a corporation engages in a like-kind exchange of property, the
.. of the property received is included in income and the book value of the
perty exchanged is recorded as a cost. In cases of these types, imposition of
yrporation Tax on the transaction hinders social and industrial policy goals.
he reduction entry system defers the Corporation Tax on specified transactions
y reducing the basis of property received by the corporation and allowing the
nount of the basis reduction as an expense.

}4-454

amples of transactions qualifying for deferred gain and reduced bhasis are:

Fixed assets acquired with funds from a national or local government subsidy
(CTL Art 42— Art 44).

Fixed assets acquired by a non-investment association using contributions
from members (CTL Art 46).

Fixed assets acquired by use of insurance compensation for loss or destruction
of property (CTL Art 47- Art 49).

Like-kind exchanges of business property (CTL Art 50).

Like-kind property acquired to replace expropriated property (STML Art 64,
Art 65).

Land and buildings transferred from an area specified in various laws relating
to the rationalisation of property use in urban areas, rural areas, industrial
development zones, air, water, and noise pollution control areas, etc, and
replaced with specified properties between 1 April 1970 and 31 March 2023
(STML Art 65-7).

Land, buildings or structures that have been owned for at least 10 years
and replaced with land, buildings or structures during a tax year beginning

q4-454
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of acquisition of the replacement property (Special Tax Law for Those Affected

In a like-kind exchange with no boot given or received, the deferred gain apq l
R :hf Great Eastern Japan Earthquake Art 12, Art 19, Art 21, Art 27 to 29).

of basis reduction is computed as follows:

Deferred gain Value of like-kind Book value of the Expenses Paig Land, or buildings or structures transferred with land, located in an area

and limit of = property received - htlig;ll;lflgrg;o[ggr\gy - Wiiftlhcgintection ) affected by the earthquake and acquired before 11 March 2011, is replaced by
basis reduction  (“FMV received”) given”) ("expenfﬂnsf ] Jand in Japan or depreciable property for use within Japan not limited to the

Ses') ffected by the earthquake.

gy ; : . 5o o} : area a

?E]dalll :;};EI;IEJSHSDEXC;aI;g;V;ggl b‘;?t received, the deferred gain and limit Land, or buildings or structures, located outside of an area affected by the
e e 1 earthquake, is replaced by land or depreciable property for use within the

Daerfflrfiergif E(ljlfn = FMYV received - (BV given + FMV receiveq JR sffected by the earthquake.
basis reduction - ¢ expenses) ' FMV received + hogy 18 e full amount of the proceeds of disposition of the old property is reinvested,

1 of the gain is deferred on the transfer of the old property. If less than the full
f.__' received on the disposition of assets is reinvested in replacement assets, the
'uunt of non-recagnised gain is equal to the acquisition cost of the new property
ultiplied by the ratio of the gain on the sale of the property (the sale price of the
ansferred property less the total of the book value of the transferred property
ereased hy aily selling costs) divided by the sale price of the disposed property
wecia! o Law for Those Affected by the Great Eastern Japan Earthquake Art
o i), Art 27(1)(xiii).

In a like-kind exchange with boot given, the deferred gain and limit of }, ¥
reduction is computed as follows: 3

Deferred gain
and limit of = FMV received - BV given - Expenses — Boot giyey
basis reduction '
[
Deferred tax for prior acquisition transactions involving land used in
business (tochi-t6 no senké shutoku — +#1%& D 517 E75)

Deferral of the gain from certain transfers of land used in business by an individys OO
or corporation is allowed where land in Japan (parcel 1) is acquired durinf; ».“ cases where replacement of property subject to deferred taxation, under the rules
period 1 January 2009 through 31 December 2010 and another piece of land (p.xg - expropriated property or deferral of gains, is hindered by the Great Eastern
2) is sold within 10 years from the end of the year parcel 1 was acquired'{i 200 jan Earthquake, the replacement period may be extended by up to 2 years
or 2010) (STML Art 66-2). The gain on the sale of the other piece of dana (parcel secial Tax Law for Those Affected by the Great Eastern Japan Earthquake Art
2) will not be recognised and will reduce the basis in parcel 1 acquired Guring 200 Art 30).

or 2010. Deferral of gain is not allowed for land held as inventery: request to be
eligible for the deferral must be filed by the due date of the tax return for the vea
parcel 1 was acquired (in 2009 or 2010).

Gain on disposition of old property

ed gain= h ice of
d gain=Purchase price of new property x S4ie price oF oliproperty

~ Example 6:

A business building outside of the area affected by the earthquake has a book value
of ¥500x and is sold by a company between 11 March 2011 through 31 March 2016
- for ¥3000x. During the same period, the ¥3000x proceeds are used to purchase a new
- business building which is put into service within the area affected by the earthquake.
No taxable gain is reported on the sale of the first building and the second building
~ takes a tax basis of ¥500x.

;. Art 42, Art 43, Art 44, Art 46, Art 47 Art 47(1), Art 48, Art 49 and Art 50
the Corporation Tax Law; Art 66-2, Art 64, Art 65 and Art 65-7 of the Special
ation Measures Law; Art 12, Art 19, Art 21, Art 22, Art 27 to 30 of the Special
Law for Those Affected by the Great Eastern Japan Earthquake; Art 84 and Art
of the Corporation Tax Law Enforcement Order

Table 25: Gain deferral allowed for certain transfers of lund

Year parcel 1 acquired Amount of gain deferral allowed
2009 800%
2010 60%

2011 Great Eastern Japan Earthquake legislation

Special legislation was promulgated on 27 April 2011 to provide relief for thos
affected by the Great Eastern Japan Earthquake.

Deferred gain on replacement of property 460 Carryover of losses

(Kurikoshi Kesson Kin — 4% /K 384)

loss from a prior tax year may be carried over to reduce income if certain
itions are satisfied (CTL Art 57).

Under the special legislation, deferred gain treatment may apply if business ass&t
are transferred under the circumstances described in (a) or (b) below during
period from 11 March 2011 through 31 March 2016 and replacement property
acquired during that year of transfer and put into service within one year from{

4-454 © 2021 CCH Asia Pte Limif N Master Tax Guide 14-460




(2)

(4)

(5)

Special exception for the deduction limit for loss carryforwards during the

The loss corporation ceases or is expected to cease its old busineSSt 1
carried on before the date of acquisition of control and it receives ‘
investments in excess of 5 times the scale of the old business (eg sale
business selling assets or services income for a service company).

Specified shareholders or related persons have ac
loss corporation from other persons and the loss corporation receives |,
investments that exceed 5 times the scale of business of the loss COrporg

before the date of acquisition of control.

If the events in (1) or (2) above have occurred or the claims in item (3) hy
been acquired and the loss corporation becomes a merged corporati
merger or the company being divided in a corporation division.

As a result of the acquisition of control, the directors of the loss COTPOratjo:
resign and fewer than 20% of the employees of the loss corporation contiy
employment after the date of acquisition of control and the scale of the
business of the loss corporation that former employees are not
engaged in is 5 times or more its scale before the date of acquisition

Events similar to items (1) through (5) above.

Example 7: Carryover of losses

A corporation has filed blue tax returns continuously for the last 7 y
for 3 years followed by 4 profitable years. Before the amendment

B
rules in 2004, losses from the first loss year could be carried over for 5 ye': 3
Years 2 through 6), but the remaining balance of loss from Year 1 not used in “egr
6 (¥800,000) could not be carried over to Year 7. However, under curreny ules, the
remainder of the unused loss from Year 1 may be carried over for 2 ad4itional year,

quired claims againg; ;-

COI’POi‘atiDn -
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ears. It has Jogg
of the carr
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i

Tax year Current Carryover Carryaver N Income af;;{
income (loss) | from Year 1 | from Years carryover
2and 3

1 (¥3,000,000) N !
2 (¥1,000,000) )Y
3 (¥200,000)
4 ¥400,000 ¥400,000 0
5 ¥600,000 ¥600,000 0
6 ¥1,200,000 | ¥1,200,000 0
7 (before amendment) | ¥3,600,000 0 ¥1,200,000 ¥2,400£(£
7 (after amendment) ¥3,600,000 ¥800,000 ¥1,200,000 ¥1,60&9@_‘

COVID-19 crisis

A company that makes a significant investment during the severe businest
environment of the COVID-19 disaster even if it is in a loss position, may be
eligible for an exception from the deduction limits for loss carryforwars

B

(4-460
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":‘ 1 this provision in excess of the regular 50% loss c‘arryforward limit. The
-esrs carryover (100% less the regular 50% carryover limit) may be used during
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companies include companies filing a blue tax return which have a plan
]Ed under the revised Industrial Competitiveness Enhancement {lct (ICE Act}
. Kyosa-ryoku Kyoka-hé-t6 no Ichibu o Kaisei suru Hitoshi no Horitsu

-%ﬁgjﬂﬁ%&%@~%ﬁﬁiﬁf %2 D5 during the one year period

o from the date of enactment of the ICE which provides for digital

:.1'.' lﬂﬂlng

i - i f carbon neutrality (see §4-643D),
mation (DX) (see §4-643C), promotion o
ngs restructuring or reorganization, etc (STML Art 66-11- 4 , Art 68-96- 2 ).

e companies may deduct 100% of losses incurred during tax years which
de a date between 1 February 2020 and 1 April 2021 up to the amount of the
u

C glative investment balance (ruiseki toshi zangaku — RN ETRE, which is

1 mount of the qualified investment reduced by the loss carryforwards used

licable business year which is a business year that is:

Within 5 3ats from the start date of the base tax year (the first tax year in
which amcunt of income is generated after the earliest tax year in which
qualified losses arose)

A +ax year included in the ICE Act certified plan, and
{s a tax year beginning before 1 April 20267

Art 57, A:rt 57(1), Art 57(10), Art 57-2, Art 57-2(1), Art 58, AI:t 58(5), Art
.nd Art 81-9(7) of the Corporation Tax Law; Art 66-12 of the Special Taxation

teasures Law; Art 15, Art 16, Art 23 and Art 24 of the Special Tax Law for Tkpse
ffected by the Great Eastern Japan Earthquake; Art 113-2(7) f}f the Corporation
x Law Enforcement Order; Art 39-24 of the Special Taxation Measures Law

rcement Order; Art 17(2) and Art 22(2) of the Special Tax Law for Those
cted by the Great Eastern Japan Earthquake Enforcement Order; Art 23(1) and

rt 70(2) of the General Law of National Tax

Reserves (Hikiatate Kin — 5| 244)

14-470 Reserves (Hikiatate Kin — 5| 2)

n order to properly match revenues with their associated costs, the Corporation

Law allows deductions in the current year as reserves for certain kinds of losses

thich will not occur until some future year. Several of the most important of these
serves are described in this section.

Corporation Tax Law

4-471 Reserve for bad debts (Kashidaore
Hikiatate Kin — B 155 234)

40 debts represent amounts that will not be received by a corporation when

l0netary claims become uncollectable. The allowance for bad debts is an estimate

the current accounts that will become uncollectable based on the history of

Pan Master Tax Guide 14-471
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Natural resources development investment company

A natural resources development investment company is a company Whose o]
purpose is to make loans to a natural resources development company. ¢

Natural resources prospecting company

A natural resources prospecting company is a natural resources development Compgy,
whose current business is limited to prospecting for natural resources, inclygj
raising seedlings and performing related land surveys, or a foreign governmey; ,
corporation owned by a foreign government that is engaged in such activities,

Natural resources prospecting investment company

A natural resources prospecting investment company is a natural TeSOUrges
development investment company whose main business is making investmentg of
loans to a natural resources prospecting company or making such investments to
prospect for natural resources.

Law: Art 55 of the Special Taxation Measures Law

94-475 Reserve for losses from investment
in specified business reorganisations
(Tokutei Jigyo Saihen Toshi Sonshitsu
Junbi Kin — 7€ R H R ITE
85K HEH 4Y) (Expired 31 March 2017

During the period from 20 January 2014 (the effective date of the ICE Act (Seisan
Kyosoryoku Kyoka Ho — FEZEHiSF /j58{ki%E. Law No 98, 11 December 2013)
through 31 March 2017, a company filing a blue tax returiv that implements
an approved plan of reorganisation that joins the resources of companies and
receives authorisation as specified in that law, may estatlis4 a reserve for losses
of investment or loans. The reserve may be no more than 70% of the investment
or loans and must be amortised back into income in 5 equal annual amounts
beginning at the earlier of ten years after the establishment of the reserve or after
3 consecutive profit years (STML Art 55-3, Art 68-43-3).

94-476 Financing leases (Fuainansu risu —
774 FRARY—2R)

A finance lease transaction is treated as a sale of the leased property to the lesseg
although the title to the property may be retained by the lessor if any of the
following conditions apply to the transaction (CTL Art 64-2; CTL-EQ Art 131-2):

(1)  During the lease term, or at its conclusion, the leased property is transferred
to the lessee for no or nominal consideration.

(2)  Atthe end of the lease term, the property may be leased again at a nominal fe&

(4-475 © 2021 CCH Asia Pte Limite!
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puring the lease term, or at its conclusion, a right to purchase the leased
property for an unusually low price is transferred to the lessee.

The type, use, set-up, or other factors regarding the leased property indicate
that only the lessee may be reasonably expected to use the property during
its useful life, or the property is unidentifiable.

The lessor has received financing to acquire the leased property from a
financial institution, etc, which has received funds from the lessee which
correspond to the principle and interest due under the lease contract.

The lease term and the useful life of the leased property for depreciation
purposes are different with the result that the Japanese income or Corporation
Tax of either the lessor or lessee is significantly reduced.

ax legislation enacted in 2007 provides that where a finance lease entered into on
orafter 1 April 2002 does not provide for the title to pass to the lessee at the end ofthe
ase term (shovuken iten gai fuainansu risu — FIEHERES 7 7 4 + > X ) — )
e following-treatment applies:

The lease is treated as a sale rather than a lease.

1i¢ lessee depreciates the property using the straight-line method over the
.erm of the lease.

+
The lessor recognises profit from the lease in 2 components:

(a) 20% of the profit is allocated over the term of the lease using the
interest method.

(b)  The balance is recognised over the term of the lease using the straight-
line method.

Lessees entering into leases before 1 April 2008 may depreciate the property
over the term of the lease using the straight-line method in years ending on
or after 1 April 2008.

aw:  Art 64-2 of the Corporation Tax Law; Art 131-2 of the Corporation Tax Law
Enforcement Order

Real Property Capital Gains
(Tochi Nado No Jotoeki — %% o 3 25)

14-480 Real property capital gains (Tochi Nado
No Jotoeki — 1 1h%% 0 38 35)
rtax on capital gains from land (suspended)

,_part of tl_na effort to control rising land prices in Japan, beginning in 1991, a
H11€s of additional taxes were imposed on land sales by corporations based on the

iPan Master Tax Guide 94-480
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Securities held fqr ‘trading purposes are valued at market value at the end of th
year. Other securities are valued using one of 2 cost methods: the moving gy, X
method or the periodic average method. Frage

Market value method

Securities held for trading must be marked-to-market at the end of the tax yey
any ga'm or l_oss taken into income or loss (CTL Art 61-3(2)). Similar rules ap 1;
financial derivatives that have not been settled by year end (CTL Art 61-7), oy

Moving average method

Valuation under the moving average method is p

as of the date of the new acquisition divided by
held after the new acquisition.

i i Prior cost balance + isiti
Moving average unit cost = = ¢ Aty

Number of securities after new acquisition

Periodic average method

Valuation under the moving average method is performed at the end
year. The unit cost is the to
of those securities held.

of the tay

Beginning cost balance + period acquisitior tost

Periodic average unit cost = — " ET
Number of securities at end of perigd

Derivatives

Financial derivatives must be marked-to-market at the end o

1 : . the tax year and a
gain or loss taken into income or loss (CTL Art 61-7). Y &

Hedges

The portion of a derivative or similar financial instrument which is effective as

a hedge against possible loss is not taken into income under the mark-to-market
rules (CTL Art 61-6).

2020 Revision of valuation of securities

On 4 July 2019, the Accounting Standards Board of Japan issued ASBJ Statement
No. 30 Accounting Standard for Fair Value Measurement. Corresponding tax
legislation applies similar rules for tax purposes for tax years beginning on of
after 1 April 2020, with a transition period applicable through 31 March 2021
for securities other than stock shares, equities or cryptocurrencies. In cases where
a rea.sc!nable method is used to value securities, documentation must be kept
describing the reason for adopting the method and facts regarding the basis fof
the calculation.

94-512 © 2021 CCH Asia Pte Limited

dng

; ' A erformed each time a security op.
given class and name is acquired. The unit cost is the total costs of those secyig 1
the total number of those SeCUritjeg

tal costs of those securities divided by the total Numnhy,
)
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oration Tax

Valuation method

If there is no published price as of the end of the year,
value using a reasonable method based on the closest
published price to the end of the year

Item

., Secuﬁties held for trading
red 01 a1 exchange, traded
P he counter or having

er public prices)
gecurities other than (a)

ve (not including stocks or

nm'buted capital)

The value calculated using a reasonable method based
on the final trading price or interest rate or other
indicators at the end of the fiscal year for similar
securities

Value similar to (a) and (b), above

Revisions will be made to include securities described
in (a) and (b) above in securities eligible for loss
treatment when a considerable decline in value occurs

Documentation must be kept stating the reason for
adopting the rational method used to calculate the
deemed settlement gain (loss) of any unsettled derivative
transactions (excluding the amount of the final market
price for market derivative transactions) and other
matters that served as the basis for the calculation

Bonds may not be included as monetary claims in the
calculation of the allowance for doubtful accounts

1] Short-term trading products
‘jn. Loss 01 devaluation of
ecurities (see §4-513)

(=) Unrealised gairorloss
) mjbutﬂble to derivative
groducts

!H'Ailowance for doubtful
(@ accounts ¥
O Art 61-3(2), Art 61-6 and Art 61-7 of the Corporation Tax Law; Art 119 of
e Corporation Tax Law Enforcement Order

4-513 Devaluation of securities

osses on devaluation of securities, other than securities held for trading purposes,
re not generally recognised for Corporation Tax purposes. However, if a security
ses at least half its value and the value is not expected to be recovered, the
ecurity may be devalued and a loss recognised (CTL Art 33(2); CTL-EO Art 68(1)
i); CTL Basic Circular 9-1-7).

Art 33(2) of the Corporation Tax Law; Art 68(1)(ii) of the Corporation Tax
aw Enforcement Order; CTL Basic Circular 9-1-7

4-514 Redemptions

toceeds from the repurchase of shares by a corporation (redemption) are divided
Ito 2 components — proceeds from the sale of shares and a deemed dividend. The
mount of the deemed dividend per share is equal to the lesser of (CTL Art 24):

| the amount of money or fair market value of property received per share less
the per share book value of the stock, or

) the amount of money or fair market value of property received per share less
the paying corporation’s per share capital and capital surplus.

Art 24 of the Corporation Tax Law

Pan Master Tax Guide f4-514
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Decision in| Decision Decision | Referred for |Total* %
Savour of | partially in| against | reconciliation decis?
Government| favour of |Government 4gq; -
Government oyemns”
Income Tax 40 1 7 3 56 12,50
Corporation 48 2 6 2 58 1034
Tax
Other taxes 54 0 2 1 64 3.13
Collection 21 2 1 4 37 2700

* Total includes cases withdrawn or dismissed,
Source: Japan National Tax Agency
Law:  Art 17 and Art 32 of the Constitution

{8-110 Basic procedural rules

The rules for calculation of time, delivery and submission of documents
discussed below.

{8-111 Calculation of time (Kikan no Keisan o

— HH D 5)

Times and dates when various actions must be performed are an integual part
the procedural rules governing Japanese tax administration.

First day not included

When determining the time elapsed between 2 dates, the'first day of the period-=l
not counted but the last day is (GLNT Art 10(1)(1)).

Example 1: First day not included

A form due within 3 days of an action occurring on 1 September would be due on4
September.

Counting by months or years

If the time to perform an act is designated in months or years, the determination
is based on calendar months and years (GLNT Art 10(1)(ii)). An action due within
one month or one year of a certain date must be performed by the day before th!f;f
day corresponding to the start date in the following month or year, When time is
counted from the beginning of a month or year, the ending time is at midnight of
the last day in the period of months or years. If a time period begins on other thal
the first day of a period of months or years, the ending date is the day before ffh‘
date corresponding to the beginning day in the final month or year of the periof
but, if there is no such corresponding date, the last day of the final month or yeat
is the ending date (GLNT Art 10(1)(iii)).

18-110 © 2021 CCH Asia Pte Limitel
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minis'“

Eﬂmpm 2: Counting by months or years | -
: A form due within one month of 10 March is due on the following 9 April,
L 30 days later.

A form due within one month of 10 September is due on the following 9
2 October, 29 days later.

Aformduewithinonemonthof31Januaryisdueon 28 February (or29inaleapyear),
1 28 days later (29 days in a leap year).

or before” (izen — LLRT)
.on that must be performed on or before a specified date is due on the date
0

iFied as the last date.

or after” (igo.— LIAR)
7 tion that-ixwust be performed on or after a specified date is due on the date
-cled or am-date thereafter.

hin' (inai — LAA) .
ithi i ths or years of a date is
«  son that must be performed within a period of mon .
“i:;,;] S]?e day before the date corresponding to the starting day in the final month

ar of the period for performance.

fore” (mae — ) or “after" (ato — 1%)
ods of time before or after a designated date are determined by not counting
starting date.

ecific dates |
specific date is designated for performance, the due date is that specified date.

lidays

i i i king payment, etc, falls on
due date for filing a return or nouﬁcgtlon or ma :
fr:lday or national holiday, the due date is the next day (GLNT Art 10(2); GLNT

ic Circular 10(4)).
Art 10(1)(i), Art 10(1)(ii), Art 10(1)(iii) and Art 10(2) of the General Law of
tional Tax

-112 Delivery of documents (Shorui no sotatsu
— B D EE)
son to whom delivered

i i d in the document. But if
erally, a document is delivered to the person name
ax administrator (nézei kanrinin — %ﬂ?ﬁféfikl is named for a taxpayer, the
tument will be delivered to the tax administrator (GLNT Art 12(1)).

=112
Pan Master Tax Guide 2021 q8
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532 Tax Adminis miniStl'atiU“
i i i to file using electronic
ith fur isaster, etc, paper filings are permitted. Fall'ure_ ;
Dpeojiaz Tar office w”hjuﬂsdiction . ral d;:gns other than breakdown in telecommunications or natural dlsasfter,
o Taxpayer's residence or domicile (Inhep i l:eetreatE:d as non-filing of the tax return. But if the majority of a required
1 il rl;, is timely filed electronically, penalty taxes (kasanzei — N5, see 8-
Land Value Tax Individuals: the place where the res; g not be applied.

domicile or business is located (Ly, dd?;lCe, ]
Tax Law Art 10). Glug.
Corporations: The location of the heag o
main office (Land Value Tax Lay Art lzfr
Consumption Tax Individuals: the place where the
domicile or business is located (
Tax Law Art 20, Art 21),
Corporations: The location of the heaq ol
main office (Consumption Tar Lay Art 2)

Law:  Art 20, Art 21 and Art 22 of the Consumption Tax Law; Art 16 of
Corporation Tax Law; Art 15 and Art 17 of the Income Tax Law; Art 67 of'-
Inheritance Tax Law; Art 10 and Art 12 of the Land Value Tax Law '

117 Use of seals (6in gimu — 7 E[1 28 7%)

: i reviewing the obligation to use seals in administrative procedures
Onaf Tlllgy.‘])afpgnese g:g)vernme%t, the obligation to seal will general'ly be
::h h?lufor tax-related documents beginning 1 April 2021 [docurpents_wr[hout
Sh:cll also be accepted before the effective date). The same policy w1ll_apply
: Wldocuments submitted to local public bodies. For example, seals VYIH not
_uired for final tax returns and dependent deduction statements for income
" < However, seals will continue to be required for procedures that require a
_rs. d seal and a seal stamp certificate in tax-related documents sul.:}r.mtted to
ters of the tax office such as documents related to collateral provisions and
leanrts r;garding the division of inherited property and for questionnaires, etc,
'il)?;-;}ninal investigation procedures regarding national taxes.

residenCe -
Consumprig,

Y8-115 The "My Number" system of persona|
identification (v 1 + > /Y —) N ' : The Tax Obligation

Beginning in October 2015, all Japanese individuals are provided with a 1.9
identification number and corporations have a 13-digit identification numhc,l?ib
number is required for social security and tax purposes beginning in January sy

8-200 The tax obligation

: time obligation to pay taxes, assessment of taxes?, procedure for corrections,
alty taxes, Delinquency Tax and Interest Tax are discussed below.

18-116  Electronic digitization of tax procadures:
(zeimu tetsudzuki no denshi-%a

— BB T4 O B T1L)

For tax years beginning on or after 1 April 2020, uesignated corporations
required to use electronic filing (e-Tax) of corporation tax returns and requi
attachments, etc. Designated corporations include: ¥

8-201 Time obligation to pay tax arises
| (N6zeigimu no seiritsu kikan
| — BT D L)

le time the obligation to pay tax arises differs by the kind of tax.
1. Corporations with capital in excess of ¥100 million at the beginning of tﬁé '

tax year able 3: Different types of taxes and payment deadlines
; ‘ : - ises (GLNT Art 15(2))
‘ . . . _ Type of tax Time obligation to pay tax arises (
2. Mutual companies described in the Insurance Business Law (Law No
105, 1995) - w nicome Tax, other than paid by At the end of the calendar year
) ) withholding :
3. Investment companies. Income Tax paid by withholding | At the time of the payment of the income subject to
4. Special purpose companies (see 92-610). . wnthholdmgfth tom's fiscal () year
( i At the end of the corporation’s fis
These requirements apply to final, interim and amended Corporation Tax returns Orp(?rauon Tax Ao firie propesty b recelved fysuccessionor
well as to local Corporation Tax and Consumption Tax returns, including interi heritance Tax intherieta_nce prop
Consumption Tax returns. Attachments to tax returns must also be filed usmg' - - =
electronic filing but submission of required attachments on optical disks and sin}ﬂﬁ" Gift Tax At the time the property is receive
methods may also be permitted. In the event of a breakdown in telecommunications
— 201
18-115 © 2021 CCH Asia Pte Limitel #9¥8pan Master Tax Guide 2021 {8-
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Table 4: Due dates for tax returns and payment of major Japanese taxes

Tax Adminis

Type of tax

Deadline to file

Deadline 1 ¢
Pay lop

tax return (hotei nokigem

Income Tax, other than 15 March of the following 15 March of the follgons
paid by withholding year (ITL Art 120) year (ITL Art 10) 0 g
Income Tax paid by 10th day of the Mopp
withholding following the wigpjys
(ITL Art 183) Uing
Corporation Tax Within 2 months from the | Within 2 months frop =
day after the end of the day after the eng of thethg

fiscal (tax) year (CTL Art 74) | fiscal (tax) year (C7y, Al
Inheritance Tax Within 10 months after the | Within 10 monthg after <
il

day the taxpayer becomes
aware of the opening of
succession (Inheritance Tax
Law Art 27)

day the taxpayer becg
aware of the Dpem_ng
succession U”hff‘ffﬂnce |
Tax Law Art 33)

Gift Tax

15 March of the following
year (Inheritance Tax Law
Art 28)

15 March of the follg “‘.;_;
year (Inheritance Tar Loy
Art 33) y

Land Value Tax

31 October (Land Value
Tax Law Art 25)

Half of the tax on 3;
October and the balance
on 31 March of the

following year (Lang T
Tar Law Art 28) 3

Registration and Licence Tax

When registration or |
licence is received i
(Registration wnd Licence |
Tax Lawt At 27) 1

Liquor Tax

The end of the following
month (Liquor Tax Law
Art 30-2)

The =na of the second
foliowing month (Liguor |
tar Law Art 30-4)

Transfers
of taxable

property by

Consumption
Tax

sole proprietors

31 March of the following
year (STML Art 86-5)

31 March of the following
year (STML Art 86-5)

Transfers

of taxable
property by
corporations

Within 2 months after
the end of the tax period
(Consumption Tax Law
Art 45)

Within 2 months after
the end of the tax period
(Consumption Tax Law
Art 49)

Removal

of taxable
property from
a bonded area

At the time the property is
removed from the bonded
area (Consumption Tax
Law Art 47)

At the time the property is
removed from the bonded
area (Consumption Tax
Law Art 50)

Stamp Tax

Differs based on the
document (Stamp Tax
Law Art 11 and Art 12)

Differs based on the
document (Stamp Tax Law

Art 11 and Art 12)

(8-212
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ministration

jed return (shusei shinkoku — f&1FH %)
e

i head of the tax office issues a notice of correction ﬁ_)r a.ﬁnal
unt g;pt:;:r ?nily submit an amended return to correct an error resulting in an
i, 2 ent of tax, an overstatement of loss, an overstatement of refund or a failure
e atege tax payable (GLNT Art 19). Filing a revised return does not affect an
; o obligation (GLNT Art 20). The tax office will suggest that the taxpayer file
018 taf{ return if it finds an error during an audit. If the taxpayer does not do so, the
2 23 ?Ni]l proceed with the correction and determination processes described below.
0

i for correction (kései no seikyii — B 1E D 553K)

ded returns are not used to claim an overpayment of tax due to an error on
'r;jgeinal final return. Instead, a claim for correction is filed (GLNT Art 23).
e 0

ce period for-Dayment of taxes (yiiyo — )

frcumcts including disasters, illness and business closures, the tax office

c:rqct gxac::)?r?;)d for pangment of taxes, during which time demand (tokusoku —

Z) eudl\;mEr delinquency procedures will not be enforced (GLNT Art 46, Art 48). The

» peiiod is up to a year depending on the circumstances of the case. An extension
;};};ce period may be granted, but the total grace period may not exceed 2 years.

s 45, At 47, Art 49 and Art 50 of the Consumption Tax Law; Art 74 and
77 oAfrtthe Corporation Tax Law; Art 19, Art 20, Art 23, Art 46 and Art 48Tof
H General Law of National Tax; Art 104, Art 120 and Art 183 of the Income a?
w: Art 27, Art 28 and Art 33 of the Inheritance Tax qu; Art 25 and- Art 28 of
igmd Value Tax Law; Art 30-2 and Art 30-4 of the Ltqufrr Tax qu, Art 27 o

, Registration and Licence Tax Law; Art 86-5 of the Special Taxation Measures
! : Art 11 and Art 12 of the Stamp Tax Law

B-213 Correction (kdsei — 5 IF) and
‘ determination (kettei — 7€)

ax audit (zeimu chosa — Fii%H2)

The 2011 legislation effective beginning 1 January 2013 requires that advance

10t] i ation be provided by the tax office to taxpayers before the
r?lireleﬁggml:ri:? grlr?la tax audiE[)(GLNT Art 74-9). This is to imprpve the t?anspa.rlency
f the process and help taxpayers to plan aheaq. Howlevep mformatl-on wil no]tc
e provided if it will impede the audit, including mvestlggtwns regarding taxes o
er countries and treaty pariners, or facilitate wrongdoing.

deginning 1 April 2018, the procedure for obtair_ling .materials storeq in electrolilnc
0rm in connection with an examination of violations of_ t_he natlonal_tax d.?s
been expanded to include procedures for copying a_nd/or seizing ?lectromc media
GLNT Art 132). Telecommunications services providers are required to maintain
lectronic records of communications for 30 days (which may be extended to
0 days if there is a special need) (GLNT Art 134).

.Pal‘l Master Tax Guide 2021 98-213




