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1. Personal income tax facts

1.1 Tax Rates of National Income Tax

The Japanese individual national income tax rates are as follows:

Taxable Income (Yen) Tax Rate
Up to 1,950,000 5%
1,950,000 — 3,300,000 10% - 97,500
3,300,000 - 6,950,000 20% - 427,500
6,950,000 - 9,000,000 23% - 636,000
9,000,000 — 18,000,000 33% - 1,536,000
Over 18,000,000 40% - 2,796,000

In computing their taxable income an individual is entitled to claim certain allowances and
deductions from their gross income.

1.2 Employment income deduction

Employees are entitled to a deduction from their gross employment income as shown in
the table below:

Gross employment income Employment Income
(Yen) Deduction
Up to 1,625,000 650,000 Yen
1,625,001 to 1,800,000 40% of Income
1,800,0001 to 3.6 million (30% of Income) + 180,000
3,600,0001 to 6.6 million (20% of Income) + 540,000
6,600,0001 to 10 million (10% of Income) + 1,200,000
Over 10 million (5% of Income) + 1,700,000

1.3 Personal deductions for National Income Tax

a JPY380,000 basic deduction is available for a taxpayer;

e resident taxpayers who are working students with less than JPY650,000 of income are
allowed a JPY270,000 deduction;

e 2 ]JPY380,000 deduction is available for a dependent spouse who is younger than 70 years of
age. Where the dependent spouse exceeds the age limit, the deduction is increased to
JPY480,000;

e 2a]JPY380,000 deduction is available for each dependent child. Where the dependent child is
between 16 and 23 years old, the deduction is increased to JPY630,000. However starting
from2011, the deduction will be removed for children under 15 years old and for dependents
between 16 and 18 years old, the deduction will only be JPY380,000.



1.3.1 Other Deductions

e adeduction for casualty and loss arising from natural disaster, fire or theft to the extent not
covered by insurance proceeds and for such amounts which exceed 10% of the taxpayer’s
total net income;

e adeduction for medical expenses to the extent that such expenses are not covered by
insurance proceeds and such amounts exceed the lesser of JPY 100,000 or 5% of the
taxpayer’s total net income (the maximum deduction is JPY2,000,000);

e adeduction for social insurance premiums to the extent that such premiums are paid in
compliance with various Japanese laws concerning social security;

e adeduction for life and annuity insurance premiums with a maximum of JPY50,000 for life
insurance and annuity respectively;

e adeduction for earthquake insurance premiums with a maximum of JPY50,000;

e adeduction for donations and charitable contributions for amounts in excess of JPY5,000
with a maximum limit of 40% of the taxpayer’s total net income.

1.4 Local Taxes

In addition to National Income Tax, residents are subject to inhabitant taxes at the prefectural
and municipal level. Inhabitant taxes are levied on individuals who reside in a municipality as of
January 1 of the current year and who earned income in the preceding year. These taxes are
levied on the previous yeat’s income in addition to per capita tax.

A non-resident is exempted from inhabitant taxes even when he/she is subject to National
Income Tax.

Inhabitant taxes are levied by prefectural and municipal governments in Japan. The prefectural
inhabitant tax is levied at a flat rate of 4% and the municipal inhabitant tax is levied at a flat rate
of 6%. The aggregate 10% is collected by the municipal governments.

The amount of per capita tax is generally JPY1,000 for prefecture and JPY3,000 for municipal re
spectively.

Personal deductions from inhabitants tax are almost the same as
those from income tax.



2. Classification of taxpayers

How an individual is taxed in Japan will depend on their resident status, the source of their
income and the nature of such income.

21 I ndividual taxpayers classifications
Individuals are categorized as either residents or non-residents of Japan. Residents are then
classified as being either non-permanent or permanent residents. As a result individuals are
classified as either non-resident, non-permanent resident or permanent resident, as illustrated

below.
Permanent
Resident
Resident S
Non-Permanent
Taxpayer

Resident

Non-Resident

A resident is an individual whose domicile is in Japan or who has resided in Japan continuously
for one year or more, and for tax purposes is further classified as being either a non-permanent
resident or a permanent resident.

A non-permanent resident of Japan is a Japanese resident (mentioned above) who does not have
Japanese nationality and who has resided or maintained a domicile in Japan for five years or less

during the previous 10 years.

A non-permanent resident is subject to Japanese taxation on their Japan source income and any
foreign source income remitted to Japan or paid in Japan.

A Permanent resident of Japan is (1) a Japanese resident who has a Japanese nationality and (2) a
Japanese resident who has a nationality other than Japanese and has resided or maintained a
domicile in Japan for more than five years during the previous 10 years.

A permanent resident is subject to Japanese taxation on their worldwide income.



2.1.4 Non-Resident

A non-resident is any individual who is not a resident. That is, a non-resident is an individual
who has no domicile in Japan and has either not resided or will not reside in Japan consecutively
one year or more.

Non-residents are subject to Japanese tax only on their Japan source income. Japan source
income of non-resident is generally subject to withholding tax at a flat rate of 20%, with some
exceptions, for example, real estate income, capital gains from real estate and when other specific
conditions are met.

If the tax treaty between an expatriate’s resident country and Japan has beneficial treatments, the
treaty overrules the Japanese regulations.

2.2 Presumption of having a domicile in Japan

A domicile is defined as an individual’s centre of living. For tax purposes, an individual is
presumed to have a domicile in Japan if (1) the individual has an occupation which normally
requires him/her to reside in Japan for one year or more or (2) the individual has Japanese
nationality and there are facts which are sufficient to presume that the individual will reside in
Japan for one year or more judging by the existing state of the spouse or other family members,
the occupation in Japan or the property owned in Japan, etc.

An expatriate who will be transferred to Japan as a regional manager will be presumed to have a
domicile in Japan from the next day of his/her entry because the occupation appears to require
the manager to reside in Japan for one year or more and therefore be treated as a non-permanent
resident from the next date the expatriate enters into Japan.

2.3 Presumption of not having a domicile in Japan

Conversely, an individual is presumed not to have a domicile in Japan if (1) the individual has an
occupation which normally requires him/her to reside outside Japan for one year or more or (2)
the individual has foreign nationality or is permitted to reside in the foreign country permanently,
and there are no facts which are sufficient to presume that the individual will return to Japan to
reside in Japan.



3. Taxation of Fringe Benetits

For most expatriates stationed in Japan, it is important to ensure the tax treatment of various
fringe benefits provided by an employer. This memorandum discusses the tax treatments of
various type of fringe benefits under Japanese tax laws.

3.1 General rules

According to Income Tax Law (“ITL”) section 36, cash compensations and non-cash benefits
must be included in taxable income and such benefits are valued at market value. I'TL Basic
Circular 36 — 15 gives examples of non-cash benefits as follows:

3.1.1 Purchase of goods or other property at free or below market price
The difference between the market value and the actual purchase price is taxable as a non-cash
benefit.

3.1.2 Lease of Land or building at free or below market value

Basically, the difference between rent to be normally paid and actual rent is taxable as non-cash
benefit. However, when an employer leases a residence to a director or an employee, there are
special rules for computing the rent to be normally paid and the taxable benefits. In this case, the
rent to be normally paid is called as a “legal rent”.

3.1.3 Loan with free or below market interest rate

The difference between interest to be normally paid and actual interest is taxable as a non-cash
benefit.

3.1.4 Services other than 3.1.2 and 3.1.3 above for free or below
market value

The difference between the consideration to be normally paid and actual consideration paid by
an employee is taxable as a non-cash benefit.

3.1.5 Forgiveness of debt
The amount forgiven or borne by other person is taxable as a non-cash benefit.

Fringe benefits, regardless of whether cash allowance or non-cash benefits, granted by an
employer to a director or an employee are taxed as salary income and generally subject to
withholding tax. Further, fringe benefits granted irregularly by a corporation to a director of the
corporation are treated as the director’s bonus and are not deductible for computing the
corporation’s taxable income.



3.2 Residential Accommodation

When an employer leases a residence to a director or an employee, there is a special rule for
computing taxable fringe benefit.

When an employer collects legal rents from directors and 50% or more of legal rents from
employees, the directors or employees are treated as not being provided any taxable benefits by
the employer.

Since a legal rent should be much lower than fair market value, the rule is a tax break to
employees or directors who are provided residence by an employer.

It should be noted, however, that a lessee must be an employer. Therefore, when an employee
leases a residence from a house owner and an employer reimburses a rent to an employee, this
rule is not applicable. When an employer leases a residence from a house owner and subleases it
to an employee, the rule is applicable.

3.2.1 Director
(a) General rule

When an employer leases a residence to a director, the legal rent of the residence is computed by
the following formula;
[12% of the value of a Obuilding0 for Fixed Asset Tax purpose
(when a building is not wooden, 12% is replaced by 10%)

_|_
6% of the value of Oland0 for Fixed Asset Tax purposes on which the building is built]
X
1/12

Municipalities assess the value of land and buildings every three years.

However, when the employer sub-leases a residence which others lease to the employer, the legal
rent is the higher of (1) 50% of actual rent and (2) the amount computed by the above formula.
Usually, the former is much higher than the latter.

(b) Special rule for small size residence

There is a special rule for a small size residence.
When the floor space is not over 99 square meters (132 square meters in the case of wooden
residence), the legal rent is, notwithstanding the above, computed by the following formula;

[0.2% of the value of a building for Fixed Asset Tax purpose
+
JPY12 x the floor space (ni)/3.3 ni]
X
0.22% of the value of land on which the building is built.



(0 Residence partially used as office

Further, when a residence is used for business as well, the legal rent may be at least 70% of the

amount computed in (a) and (b)

(d) When the floor space of a residence provided by an employer to a director is (1) 240m
or more or (2) the residence is equipped with pool, or has interior design, which reflects personal
preference etc. and leasing such a residence is considered beyond the generally acceptable range,
the special rule is not applied. The taxable benefit is measured by the difference between the
actual rent and a rent the director pays to the employer.

3.2.2 Employee

When an employer leases a residence to an employee, the legal rent is computed by using
formula in 3.2.1(b).

Since a legal rent for a director is much higher than that for an employee, it is advisable to
consider carefully whether an expatriate’s position in a Japanese subsidiary should be a director

or an employee.

3.3 Loan to employee or director

When an employer advances cash to an employee or a director at free or below market interest
rate, the difference between the interest to be normally paid and the actual interest payment is
taxable as salary income.

When the employer borrows funds from others to advance them to an employee or a director,
the interest to be normally paid is computed by using the rate at which an employer borrows
them. Otherwise, ITL Basic Circular states that the interest is computed by 4% plus the official
discount rate (0.3%for the calendar year of 2010).

If the interest rate is determined based on the actual average borrowing rate, or the amount of
non-cash benefit from free or below market interest rate is not over Yen 5,000 a year, non-cash
benefits do not need to be recognized. Further, when cash is advanced to an employee or
director who needs the funds temporarily due to of casualty or illness, a non-cash benefit from
such a loan also does not need to be recognized, provided that the repayment is made within a

reasonable period.

3.4 Home leave

Payments concerning home leave to a foreign national employee who plans to work
continuously for more than two years may be excluded from the taxable income provided that
the home leave is granted on an annual basis in accordance with the company’s regulation and
the amount of the payments is reasonable. This exemption is allowed for one family trip per year
to the home country of employee’s or his or her spouse’s.



3.5 Corporate Scholarship Program

Under an agreement with Japanese National Tax Agency in 1978, donations to a designated
international school made by the employer of the person whose children attend the school are
considered as non-taxable benefits for the employee.

3.6 Language lessons

Language lesson fees borne by an employer may be excluded from taxable income provided that
the language lesson is necessary for an employee or a director to work at the employer’s business
and such lesson is directly related to it and its amount is reasonable.

3.7 Other fringe benefits treated as salary income

The following allowances granted by an employer are treated as salary income.
e Taxes

e  Utility expenses

e Medical expenses

e  (Car expenses




4. Social security

Corporations and non-corporate entities of five or more regular employees are required by law to
join the social security scheme which comprises of health insurance and welfare pension
insurance for its employees.

4.1 Health insurance

The premium for employees’ health insurance differs from one prefecture to another, but the
difference is very small. The rate of Tokyo is 9.32% of standard regular monthly salary and
bonuses with a maximum premium of JPY112,772 per month applicable to monthly salary of
JPY1,175,000 or more and a maximum premium of JPY503,280 applicable to bonuses of
JPY5,400,000 or more. The premium is shared equally by employer and employee. The health
insurance covers all hospital fees, nursing care, maternity benefits and prescription drugs.
Employees and dependants are required basically to pay 30% of medical expenses with
exceptions of 10% for 70 years old or older and 20% for those 3 years old or younger.

4.2 Welfare pension insurance

The premium for welfare pension insurance from October 2009 to
October 2010 is 15.704% of standard regular monthly salary and
bonuses with a maximum premium of JPY97,365 per month
applicable to monthly salary of JPY605,000 or more and a maximum
premium of JPY235,560 applicable to bonuses of JPY1,500,000 or
more. It was announced that the premium would increase by
0.354% per year from October 2004 until it reaches 18.30% in 2017.

The employee portion of the social insurance premiums is withheld

from an employee’s salary by their employer. The premium is shared

equally by employer and employee. For non-Japanese employees who have made contributions t
o a pension fund, a partial refund of the

contributions made can be claimed if they leave Japan before they

become eligible to receive pension benefits.

In principle a person who (a) participated in the welfare pension insurance for 25 years or more
(20 years for a person born before April 1, 1952), (b) reached 65 years old and (c) is not
employed is eligible for receiving an annuity. The annuity amount is based upon length of the
insured period and average standard regular salary amount for the insured period.

An expatriate’s salary is often paid in their home country and remitted into Japan to avoid paying
social insurance premium because enrollment of the expatriate in the payroll ledger of the
employer in Japan results in mandatory enrollment in Health insurance and welfare pension
insurance.

10



4.3 Social security agreements for an expatriate

Japan has concluded social security agreements with Germany, the UK, the US, South Korea,
Belgium, France, Canada, Australia, Netherlands and Czech from 2000 to 2009. Japan also has
reached basic agreements with Spain in 2008 and Italy in 2009. The objectives of these

agreements are both the elimination of dual payments of premiums and totalizing of periods of

pension coverage for expatriates.
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5. Visa

An expatriate being transferred to Japan usually applies for either an investor visa or an intra-
company transferee visa. The Minister of Justice will approve the application if an applicant

satisfies the conditions set forth in the regulation.

5.1 Investor visa

An applicant for an investor visa must satisfy the following conditions:
e A foreign corporate group owns a fixed place for its business in Japan.
e At least two Japanese residents other than the expatriate are employed in Japan.

e The expatriate has at least three years experience in the business administration field.

e  The expatriate is paid equally to or more than a Japanese person of the same position.

5.2 Intra-company transferee

An applicant for an intra-company transferee visa must satisfy the following conditions:

e The expatriate has at least one year of experience in science, technology, international
business or cultural science immediately before the transfer to Japan.

e  The expatriate is paid equally to or more than a Japanese person of the same position.

5.3 Spouse

The expatriate’s spouse is able to work in Japan if he/she applies for work permit and the
application is approved.

However, from a tax standpoint, the availability of spouse deduction or special spouse deduction

for computing the taxable income of the expatriate is restricted if the spouse earns income.

5.4 Introduction of a partial amendment to the Immigration Control

Act.

This partial amendment was promulgated on July 15, 2009, but it has not been determined when

the actual date of enforcement will be

The aim of the new act is said to establish a system whereby the Ministry of Justice continuously

keeps information necessary for residence management of the foreign nationals. The current

alien registration card issued by local governments shall become defunct and instead a Residence

Card equipped with IC chip shall be issued by the Ministry of Justice..
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