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It is my aim in this paper to give light chiefly on how international
investment into or out of Japan is subject to Japanese taxes. Four cate-
gories of taxes bear directly on such investment: income tax, corporation
tax, inhabitant tax and enterprise tax, The first two taxes are national
taxes, the third one falls under prefectural and municipal taxes, and the
last one is prefectural tax.- They bring in very large tax revenues respec-
tively to the there levels of Goverments. It is noteworthy that the for
mer three categories of laxes have unilateral foreign lax credit system
which is of importance to developlng countries.

In addition to these taxes, tax conventlons shall come under ouv
notice. Up to the present, Japan has concluded the tax conventions with
nineteen countries, of which two does not vet come into force. The tax
donventions with seven countries provide “tax sparing” or “matching
credit” system. It appears to be suggestive. of future orientation of Japa-
nese tax policy for develppmg countries-

Some “special taxation measures” are also referred to briefly in res-
pect to the income tax and the corporation tax.

1. Income Tax

In Japan the income tax means only the individual income tax, while
the corporate income tax is referred to as the corporation tax. They are
treated separately from each other under the Income Tax Law and the
Corporation Tax Law. The taxable period of the income tax is a calen-
der year, that is to say from January 1 through December 31, As a matter
of principle, the income tax is under the self-assessment system, while the
withholding system is adopted extensively for convenience sake. In fact
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the withholding income tax exceeds by far the self-assessment income
tax in tax revenue.

Paxpayers. The income tax is in principle levied on individuals, In-
dividual taxpayers are classified into three categories: resident, non-per-
manent resident and non-resident. A resident is defined as an individual
who has a domicile or a residence in Japan for a period of more than
" one year. A non-permanent resident is a resident individual who has no
intention to live in Japan permanently and has not maintained his do-
mucile or residence in Japan continuously for a period of more than five
years. A non-resident is defined as ap individual who is not a resident. ..
Under the withholding system the payer of the following kinds of in
conse to residents is required to compute the amount of income tax on
such income, to deduct that amount from such income in the time of°
payment and.to forward it to the tax office concerned: interest income,
dividend income, employment income, retirement income, remuneration
and charge ete. In such a case it is difficult for the payer to distinguish
whether a payee of the income is an individual or not, or whether the
payee is a resident or not. A domestic corporation is therefore subject
to the withholding income tax on interest, dividend, charge or prize ete.
received within Japan, and a foreign corporation is also subject to the
withholding income tax on such income derived from sources within
Japan in order to guarantee tax collection.

For the purpose of the Income Tax Law, the term “Corporatior”
includes: (1) an organization to which a juridical personality pertains
under the Japanese Commercial Code or the Civil Code or the other
laws; for instance, joint stock company, limited company, partnership,
cooperative association or foundation, and {2) an organization which has
its own existence independent from its members and has its own repre-
sentative or administrator but has no juridical personality: We shall find
later the distinction between a domestic corporation and a foreign coi
poration. ‘ '

A resident individual other than non-permanent resident is subject
to income tax on his world-wide income from any source in any conulry.
A non-permanent resident is subject to income tax on his income from
sovrces within Japan and on his income from sources outside of Japan
which is paid within Japan or remitted into Japan. A non-resident having
a permanent establishment in Japan is subject to “aggregate income
taxation” on his entire income from sources within Japan, while a non-
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resident not having a permanent establishment in Japan is subject to
“aggregate income taxation” on his income from carrying business or
holding asset within Japan and to “separate income taxation” on his
income of other kinds from sources within Japan. As for corporation a
domestic corporation is subject to income tax on its interest ete., divi-
dend etc.,, distribution of profit, remuneration, charge or prize paid
‘within Japan on one hand, and a foreign corporation has the same scope
of taxable income as what a non-resident individual has, except business
income and employment income on the other hand. The term *“perma-
nent establishment” will be referred to in detail later on.

Categories of income and tax base. According to the nature of ori-
gin and taxable capacity of income, all incomes subject to the income.
tax are classified into ten following catégories:

interest income
dividend income

real estate income
business income
employment income
retirement income
timber income
capital gain
occasional income
miscellaneous income.

e e B L S i

i

Taxable income is in principle gross receipt less necessary expenses,
By the amount of receipts are meant not only money received but also
the value of other things, right or economic benefits received. The term
“necessary expenses” means the expenses needed directly for acquiring
income and those arising during the taxable year from carrying business
to acquire the income, such as selling expenses and general administrative
expenses. '

There are three classes of tax base of the income tax: the amount of
.ordinary income, the amount of retirement income . and the amount of
timber income. The amount of ordinary income is an aggregation of the -
sum of interest income, dividend income, real estale income, business in-
come, employment income, short-term capital gain and the half sum of
both long-term capital gain and occasional income. The aggregate taxa-
tion method applys to this tax base, while the separate taxation method
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applies to the other two tax bases, that is the amount of rétirernent income
and the amount of timber income respectively.

Exemptions and deductions, In view of differences of taxable capacity
of taxpayers attributed to their personal circumstances, the Income Tax
Law provides various personal exemptions and deductions.

1. Basic exemption. A resident taxpayer is qualified for an exemption.
of 170.000 yen from any of his amounts of ordinary income, retlrement in-
come and timber income.

2. Exemption for dependents. The exemplion for dependents is allo-
wed for qualified relatives. If a resident taxpayer has a spouse, an exemp-
tion of 100,000 yen is allowed for each dependent. If a resident taxpayer
has no spouse, an exemption of 110.00C ven is allowed for the first depen-
dent and exemptions of 100.000 ven are allowed for each of other depen-
dents respectively.

3. HExemplion for spouse. An exemption of 170.000 yen is allowed
for a spouse of a resident taxpayer under certain conditions.

These three exemptions are general personal exemptions, which have.
four main functions as follows: a) leaving to a taxpayer an income neces-
sary for maintaining a minimum-subsistence level, b) grading tax burden
in accordance with the size and composition of a taxpayer’s [amily, ¢) gi-
ving a slight progressiveness to the lower effective tax rates, and d) res-
training the total of taxpayers below limited number.

In addition the special personal exemptions and deductions from in-
come are allowed as follows: 4. for a working student, 5. for a widow, 8.
for an old person, 7. for a physically handicapped person, 8. for contri-
butions, 9. for fire and other casualty insurance premiums, 10. for lfe
insurance premiums, 11. for contribution to small-scale enterprise mutual’
aid, 12, for social insurance premiums, 13. for medical expenses, 14. ca-
sualty losses. Besides the “employment income deduction” subject to the:
upper limit of 365.000 yen is allowed only for employment income. This.
is assumed to be a deduction of average estimated necessary expenses.

Amount of revenue

from employment Amount deducted from
over not over employment income

900 100 - ( (A — 100) x 20%
900 11060 260 + {(A) — 900) x 15%
1100 2100 200 + ((A) — 1100) x 5%
2100 3100 340 4+ ((A) — 2100) x 25%
3100 365

Amount ¢ in 1000 yen, (A) : revenue from employment
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The following three categories of taxable income are computed by
deducting all the exemptions and deductions from the above amounts of
ordinary income, retirement income and timber income: taxable ordinary’
income, taxable retirement income and taxable timber income.

Tax rates and tax liabilities, 'Fax liabilitics on both ordinary income
and retirement income may be computed by applying the following tax
rates to each category of taxable income. For example tax liability on
taxable ordinary income of 4.500.000 yen is computed as follows :

(4.500.000 — 4.000.000 (A) X 38 % - 890.000 — 1.080.000 (yen)
In order simplify the application of the progressive tax rate, a simplified
table of tax amounts is prepared for taxable oidinary income and taxable
retirement income of 1.000.000 yen or less. ' :

The tax Hability on ‘timber income may be computed as toﬂows
(i) divide the taxable timber income by five, and you get the one
fifth of taxable income,

{Tax Table) .
. Cumnlative tax amount.

Taxable income (A) ‘ ' for each braket (C)
exceeding not over tax rate (B)

300 ‘ 300 10% 30

300 600 12 66

600 800 14 ' 108
900 ' 1200 16 156
1200 1500 15, 210
1500 2006 21 315
2000 2500 24 435
2500 3000 27 570
3000 3500 30 720
3500 4000 34 890
4000 5000 38 1270
5000 6000 42 . 1690
6000 2000 46 2610
3000 : 10060 50 3610
10000 20000 55 9110
20000 400060 60 21110
44000 600¢0 o 6o 34110
60000 86060 70 48110
80000 75 (8]
(Ay . : (B)

Tax liability = (taxable income — (A} ) x (B) + (C)
thousand yen |
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(i) apply the following tax rates to that one fifth as‘if the one
fifth as such is a taxable income, and you get a product, '

(iii) multiply the product by five, and you get the tax liability in
question.

For example, tax liability on taxable timber income for 4.500.000 yen
is computed as follows: :

(i) 4.500.000 -+ 5 = 900.000,
(i)  (900.000 — 600.000 (A) ) X 14 % - 66.000 — 108.000,
(i) 108.000 X 5 = 540.000 ...... tax liability

This procedure means that the less progressive tax rate is applied to
timber income, because this kind of income may be derived only at long
intervals. Another simplified table of tax amounts is prepared for taxable
timber income of 1.000:000 yen or less. Such a proceduie may. be applied
to fluctuating and extraodinary incomes such as compensation for musical
compositions and a lump sum payment to a baseball player, because
~ these kinds of income are subiect to fluctuation from year to year.

Tax creditss The Income Tax Law atlowed the following tax credits
against income tax in order to avoid double taxation.

Credit for dividend. Under Japanese tax laws, corporation tax is
assumed to be a partial prepayment of income tax, it therefore follows
that dividend is subject to double taxation, that is withholding income
tax on dividend on one hand, and corporation tax on corporate income
from which the dividend is paid on the other hand. Under the withholding
system, as we have seen, the payer who pays dividends to a resident is
required to withhold 20% of the dividend income for the withholding
income tax. This rate is pegged down to 15% till December 31, 1870 by the
Special Taxation Measures Law. 20% — temporarily 156% — of dividend
income may be therefore credited against income tax. The tax credit for
dividends is reduced for the taxpayer whose taxable ordinary income
exceeds 10.000.000 yen. :

Credit tor foreign taxes. “Draft Double Taxation Convention on In-
come and Capital” by the OECD 1963 mentions the tax exemption mel-
hod and the tax credit method as means of mitigating double taxation of
foreign source income. The tax exemption method is also referred to as
the allocation or division method or Aufteilungsmethode in German. Ac-
cording to an author, this method is used mainly by European countries
‘especially those on Continent. Tt may be therefore referred to as Con-
tinental System. Under this method a country grants complete tax exemp-
tion to a resident or a domestic corporation on income derived from foreign
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sources. This method is further divided into the method of [ull exemp-
tion and the method of exemption with progression. A full or
ungualified exemption may lead to a saving of tax for {ax-
payer whose income are taxable in more than two countries, be-
cause the income law rates are progressive in most countries. Such resuli
does not serve the proper purpose of the tax exemption system, Under
the method of exemption with progression, tax may be levied at the prog-
ressive rate which corresponds to the sum of domestic and foreign incomes
of the taxpayer. For example, Article XV paragraph 3 of the tax con-
vention between Japan and Sweden says “the graduated rate of Swedish
tax to be imposed on a resident of Sweden or in certain cases a Swedish
corporation may be caleulated as though income exempted under the pre-
sent Convention were included in the amount of total income.”

On the other hand, under the tax credit method a country imposes the
income tax on the basis of the taxpayer’s total income including income
received by the taxpayer from a foreign country, and then allows a credit
against its own income tax for foreign income tax paid abroad. This met-
hod is further divided into the full credit method and the ordinary credi
method. In the case of the full credit, a country allows a credit againis
domestic tax for the total amount of income tax paid abroad, while in the
case of the ordinary credit, the country allows a credit that does not ex-
ceed that part of its own tax appropriate to the income from abroad, The
full credit method means that the taxpayer must always pay taxes on his
tota] income at the tax rate of domestic country. According to an author,
the tax credit method is often used in the coumtries of the Anglo-American
fegal system, it may be therefore also referred to as Anglo-American
System. In German it is called also Anrechnungsmethode.

Sometimes a eredit may be allowed not only for taxes levied abroad
directly on the income such as dividends received by a resident or a do-
mestic corporation (direct credit}, but also. for the underlying taxes le-
vied on the profit out of which the dividend is paid (indirect credit). Some
of these tax credit methods are normally provided bilaterally in interna-
tional tax treaties, but the Japanese Income Tax Law unilaterally provides
an ordinary direct credit. As we shall see, the Corporation Tax Law pro-
vides an ordinary credit, including both direct and indirect credits.

Under the Income Tax Law, any foreign income tax (including any
foreign local tax on income) paid by a resident of Japan is creditable
against the Japanese income tax for taxable year in which the foreign
income tax accrued, subject to the following limitation:
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(Japanese income tax) > (total income from: sources outside of Japan)

-+ (entire income subject to Japanese income tax). If foreign income
‘taxes accrued in any taxable year exceeds the limitation for the year, the
excess may be carried forward for five succeeding years. In passing, a resi-
dent may alternatively deduct the total amount of foreign income taxes
accrued in a taxable year from taxable income instead of crediting it
against the Japanese income tax.

In ‘addition, there are three other tax credits against income tax such
as the credit for saving for housing under the Special Taxalion Measure
Law, which we shall see later on.

Final relurn dnd year-end adjustment. A resident taxpayer is required
to file a final return for the income of a given year between February
16 and March 15 of the following year. Exceptional cases are as follows.
1. A resident taxpajzer is not required to file a final return,

a) if the total sum of the amount of ordinary income, the amounl
of retirement income and the amount of timber income of the
taxpayer does not exceed the total sum of all exemptions and
deductions, or :

' b} if his tax liability which is computed by applying the tax rate
to the amount of his income less all exemptions and deductions
does not exceed the amount of tax credit for dividends.

2. A resident taxpayer whose employment income does not exceeds
5.000.003 yen is not required to file a final return,

a) with regard to the ordinary income and timber income,
(i) if he was employed by one employer during a year and
his income other than employment income does not exceed
50006 yen, or

(ii) -if he was employed by two employers or more during a
year, the total amount of his employment income is not
over legal limits, and his income other than employment
does not exceed 5.000.000 yen,

b) with regard to retirement income, if withholding income tax
withheld at source is enough to settle his income tax withheld
at source is enough to settle his income tax liability in the year.
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In Japan most employees receive their regular pays such as salary
and wage every month and their irregular pays such as bonus a few times
a year. As we have seen, the payer of such employment income to a re-
sident is required to withhold the income tax in the time of payment. At
the time of the final payment in each year, the payer is required to make
year-end adjustment of taxation for each employee in order to equalize
the amount of withholding income tax actually withheld in a year with
the annual tax liability. The payer is not, however, required to make year-
end adjustment for employee whose annual employment income exceeds
5.000.000 yen,

If the annual tax lahility of a taxpayer does not consist with the
total sum of his self-assessment income tax prepaid and withholding
imcome tax withheld, the difference should be paid at the same time
that final return or year-end -adjustment is made, or refunded afterwards
ag soon as possible. '

Blue return. Blue return system has been introduced in the 1950
tax reform by the recommendation of a mission headed Prof. Carl S.:
Shoup- In 1949 the report of the Shoup Mission referred to the system as
follows : “Successful income tax administration rests essentially on vol-
untary compliance by the taxpayer. He is the person best informed as
to his taxable status, as to the amount of his income. The necessary
voluntary submission of the data required to measure a tax-payer’s income
is called self-assessment. In areas where withholding does not operate
self-assessment system is vital to satisfactory tax administration. ...... It
is axiomatic that proper taxpayer compliance under a self-assessment
system is possible only if the taxpayer keeps accurate books and records
whereby he may ascertain his income. Present day record-keeping in
Japan is in 3 deplorable state. Books and records do not exist at all for
mapy business concerns. They exist in super abundance. for other con-
cerns, and/only the taxpayer knows which is the reality and which is
the mask. ...... Every effort and resource must be brought to bear on
encouraging and assisting taxpayers to keep books, to keep them accu-
rately, and to use the accurate books for tax purpose. Every effort and
resource must likewise be brought to bear on tax officials to respect the
information disclosed by such accurate books. ...... Education and the
furnishing of tools will probably not be enough. Rewards must be sought
~ which will positively encourage the taxpayer to use these tools. One
possibility is to provide special administrative treatment to a taxpayer
who keeps books and records. Thus, a taxpayer desiring such special
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treatment would register with the Tax Office his willingness to keep ac-
curate books and records. Such books would be kept on a from approved
by the Tax Office. ...... A taxpayer so keeping books and records would
be permitted to file his return on a different colored form so as to dif-
ferentiated him from other taxpayers. The Tax Office would assure such
taxpayer that if he keeps such books and records and file his tax return
on the special form he will not subject to reassessment until after an
actual field investigation is made of his income for the year. And if a
reassessment is made, the specific reason therefor must be given.”

Under the present system an individual taxpayer having business
income, real estate income or timber income may file a tax retwrn on a
blue form for a taxable year. Now they are about two million in number,
and about half of them file blue returns. A taxpayer filing a blue return
is granted many privileges as follows:

1. The tax office may correct the income of a taxpayer only if the
office finds mistakes in calculation in taxable income based on the books
and records of the taxpayer. The tax office must attach the grounds for
such action to take a correction of taxation.

9. Net losses in three preceding years may be deducted from taxable
income of this vear.

3. Resexrves for Bad Debts, Returned Unsold Goods, Retirement
Allowance and Special Repair may be treated as expenses.

4. Various kinds of measure are granted for depreciations.

5. Special allowance for family employees 1s granted. If a taxpayer
pays a certain amount of income deemed reasonable to his relatives living
with him in the same household, the income may be treated as expense.

In addition the Special Taxation Measures Law gives many privile-
ges to an individual taxpayer filing blue return. Some of them are as
follows: '

1. Reserve for price fluctuation is treated as expense.

2. Reserve for overseas market development is treated as expense-

3. A certain percentage of the proceed derived from overseas tran-
sactions of technical service is treated as expense.

4, If a taxpayer serapped his specific machinery of equipment, teu
per cent of the designated cost of acquiring such thing may be creditable
against his income tax subject to a certain limit.
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5. H a taxpayer spends more expenditure on research and develop-

ment during any taxable year than such a largest expenditure recorded
in any taxable year after 1966, 259 of the excess may be creditable
against his income tax subject to a certain limit.

Under the Special Taxation Measures Law the following measures
of impertance are opened to a taxpayer. As we have seen, income tax
on interest and dividend is normally withheld at source at the rate of
20%. But wntil March 31, 1870 the interest income is only subject to
withholding income tax at the reduced rate of 15%, but not included
in taxable ordinary income under self-assessment income tax on one hand.
This measure-is assumed to be brought to bear on encouraging savinge,
On the other hand, dividend income may be only subject to withholding
income tax at the normal rate of 269 but not included in taxable or-
dinary income until March 81, 1970. Alternatively dividend income may
be subject to withholding income tax at the reduced rate of 15% and
inceluded in taxable ordinary income subject to self-assessment system
until March 31, 1970. These alternative measures for dividend income
are assumed to be brought 1o bear on encouraging capital market. It is
‘now at issue in Japan whether these special measures for interest and
dividend incomes should continue to exist also after March 31, 1970, be-
cause the economic efficiency of these measures is disputed on one hand
the measures as such are opened to criticism from the point of view of
the principle of equity.

If. Corporation Tax

Taxpayers. The Japanese Corporation Tax Law classifies corporations
into two categories : domestic and foreign. A domestic corporation is de-
fined as one having its head of chief office in Japan and a foreign corpo-
raticn is defined as one which is not a domestic. corporation, that is to
say which does not have its head or chief office in Japan. It is the place
formally designated in the chaiter or article of association that is essen-
tial to this definition. Accordingly any corporation organized in Japan is
a demestic_corporation, even if it is a subsidiary of a foreign corporation.
Last year corporations were about 900.000 in number in Japan, of which
about 600 fell under foreign corporations. A foreign corporation falls un-
dar a foreign subsidiary, (1) if 25 % or more of shares issued or of paid-
up capital or of share with voting powers of the corporation are owned
by a domestic corporation and’ {2) if it is established for the purpose of
carrying business but not solely for tax considerations.

M. E. Konferanslarr — 13
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Foreign corporations are divided into two classes. The ones are cor-
porations having permanent establishment in Japan, the others are cor-
porations not having permanent establishment in Japan but having a cer-
tain kind of income from sources within Japan. Moreover, the former cor-
porations are divided into two subclasses. The first are having perma
nent establishment in Japan, that is to say carrying on their business ac-
tivity with a branch, sub - branch, or other place of enterprise or office,
factory or warehouse, mine, ‘quarry or other place of extraction of natural
resources, or other fixed place of business. The second are corporation un-
dertaking construction, installation or assembly activities or providing pex-
sonal services for supervision or superintendence. of such activities under-
taken in Japan for more than one year, or carrying on their business
through certain kinds of agent in Japan. Thus we may show this classifi-
cation of corporations as follows :

1. domestic corporation,

2. {oreign corporation,

2-1. having a business activity in Japan

2-1-1. carrying a business with a branch etc.. (A)

2-1-2,  undertaking construction ete., {B)

2-2. not having a business activity but having income in Japan. (C)

A domestic corporation is subject to the corporation tax its en-
tire income, regardless of whether it arises from sources within Japan or
outside of Japan.

A foreign corporation of the kind (A) is subject to corporation tax
on its entire income from sources within Japan, which includes income
arising from activities unrelated to the foresaid business activity. In the
next place, a foreign corporation of the kind (B) is subject to corpora-
tion tax only on its income directly attributable to its business activity in
Japan. As we have seen, it is subject to also withholding income tax on
its specified kinds of income not attributable to its business activity but
deemed to be derived from sources within Japan. Finally a foreign cor-
poration of the kind (S) is subject to coifporation law on its following
incomes : income from the utilization of holding of an asset located in
Japan, income from ;the sale or disposal of immovable property in Ja-
pan {including rights to such property), income from the sale of shares
of stock in a Japanese demestic corporation, if the seller foreign corpo-
ration and its subsidiaries have held 25 % or more of the outstanding
shares of the domestic corporation at any time during the taxable year
of sale or the two preceding years, and if they have sold 5 % or more
- of such outstanding shares within a taxable year.
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Taxable income- The corporation tax is imposed on income of cor-
gporation ‘during an accounting period on one hand, and on the other
ik is imposed on liquidation income at the time of dissolution or mer-
:ger, where, a corporation ceases to exist either by dissolution or by mer-
.ger, Taxable income of an accounting period is the excess of gross re-
«ceipts over gross outlay (expenses and losses) during such accounting
speriod. In practice the computation of taxable income is substantially
in comformity with standard accounting principles generally accepted
in the determination of profit and loss of corporation. There are, howe-
wer, some special rules with respect to valuation of inventory, the dep-
reclation. of assets ete.

It should be noted that dividends received by a domestic corpora-
dion from another domestic corporation are excluded from income of
#the recipient up to the amount of dividends paid out of the recipient’s
laxable income but then 25 % of the dividends received in excess of
those paid ount is included in taxable income. This rule does not apply to
Horergn corporations.

Tax rates. Corporation tax is now imposed at the following rates.

1. tax rates for ordinary income, not distributed as dividends,
.ay ordinary corporations
1. corporations with capital over 100 million yen 35 %
2. corporation with capital not over 1060 million yen

for annual income over § million yen 35 %
for annual income not over 3 million ven 28 %

‘h} -special corporations and corporations in public inte-
rest . 23 %

L. reduced tax rates for ordinary income, distributed as dividends,
a) ordinary corporations,

1. corporations with capital over 100 million yen 26 %
9. corporation with capital not over 100 million yen
for annual income over 3 million ven 26 %
for annual income not over 3 million ven 22 %
b) special corporations 19 %

1L, tax rate for retirement reserves

¥V, tax rate for lignidation income
a) ordinary corporations 30 %
b) special corporations 21 %.
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V. tax rates for retained (undistributed) earnings of family cor-
porations which is a kind of domestic corporations

a) retained earnings not over 30 million yen 10 %
b) retained earnings over 30 but not over 100 million yen 15 %
¢} retained earnings over 100 million yen 20 %

A corporation falls under a family corporation, a}.if 50 % or more-
of ils capital is owned by three shareholders or less, b) 60% or more
of its capital is owned four sharcholders or, ¢} 70 % or more of its ca-
pital is owned five shareholders.

Tax credits. When the whole or a part of an ordinary income of an
accounting period of a corporation is subject to other taxes than the
corporation tax for various purposes, tax credit systems may be establi-
shed in order to include eventually these taxes in the corporation tax.

Income tax credit. The Japanese income tax withheld at sowrce:
from dividend, interest etc. which the corporation has received during
the accounting year is creditable against the corporation tax.

Foreign tax credit. The Japanese Corporation Tax Law provides
unilaterally an ordinary credit, including both direct and indirect cre-
dits, as we have seen. )

Dircet credit. Under the Japanese Corporation Tax Law, any fo-
reign corporation tax — including any foreign local tax — on a domestic
corporation is creditable against the Japanese corporatien tax for tazab-
le year in which the foreign tax accrued, subject to the following Yimi--
tation :

(Japanese corporation tax) > (entire income from sources outside of
Japan) — (entire income subject to Japanese corporation tax)

If foreign taxes accrued in any taxable year exceed the above limi-
tation for that year, the excess may be carried {orward for the five suc-
ceeding years or carried back for the preceding years. In passing, a do-
mestic corporation may deduet the total amount of foreign taxes accrued
m any taxable year from taxable income instead of crediting it against
the domestic corporation tax.

Indirect credit. In order to treal impartially an investment abroad by
a domestic eorporation through its foreign subsidiary which is a foreigs:
corperation and ancther investment abroad by the same domestic coe-
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poration through its foreign branch, foreign taxes levied on the foreign
subsidiary of a Japanese domestic corporation may be creditable against
the Japanese corporation tax levied on the Japanese parent corporation.
‘When a domestic corporation receives dividend from its foreign sub-
sidiary, the part of the foreign corporation tax imposed on the income of
the foreign subsidiary which corresponds to the dividends received by
the domestic parent .corporation may be creditable against the Japanese
-corporation tax on the domestic corporation, so far as the domestic cor-
poration includes this amount of foreign tax in its taxable income. The
creditable amount -of foreign corporation tax is computed as follows :

A : income of the foreign subsidiary,

B :foreign corporation tax imposed on the foreign subsidiary,

C: dividends paid to the domestic parent corporation, creditable
amount — Bx C —+— (A-B). | '

Tex return and tax payment. The Japanese corporation tax is under
the self - assessment system. Taxable income is computed and a tax
teturn is filed on the basis of an accounting period, which does not ex-

ceed twelve months, With regard to the year 1966, 98 % or more of

corporation in number adopt a twelve - month accounting period, and
the remainders adopt a six - month accoumting period. A final return
must be filed and the tax must be paid within two months after the
close of each accounting period- If an accounting period exceeds six
months, and interim tax return must be filed and the tax must be paid
- within two months alter the close of the first six months of the period.
A fmal tax return must be accompanied by the list of property, balance

sheet, income statement, and other documents describing items necessary.

for calculating its income and the corporation tax due.

Blue return. The blue return system stated above applies also to
the corporation tax. In Japan the commercial code imposes an obligation
upon a juridical person established for profit to make a closing account
once a year, to equip and keep books and records and to clarify substance
of business to share - holdsrs and others. It should be therefore unnecessary
to promote equiping books and records in such a corporation by the blue
return system. In fact, however, a corporation has not always accurate
books and records. In such a circumstance the blue return system has
been introduced as an incentive to improve and modernize taxpayer’s
book keeping standard and to stimulate honest self - assessment, as we
have seen. Since some privileges are granted to corporations filing blue
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returns, one thire or more of corporations in number are now filing bulg:
returns.,

Under the Corporation Tax Law the main privileges associated
with the blue return system are as follows ;.

1. The tax office may correct the income of a corporation only:
it the office finds mistakes in calculation of income based on the books
and records of the corporation. The office must attach the grounds for
such action to make a correction of taxation, as we have secen in the case:
of the income tax '

2. Operating losses may be carried forward for. five succeeding,
years and carried back for one preceding year.

3. Reserves for Bad Debt, Bonus Payment, Retirement Allowance,.
Special Repair and Returned Unsold Goods may be treated as expenses.

"4, Durable years of depreciable assets may be. reduced under cer--
tain conditions '

In addition the Special Taxation Measures Law gives many other
privileges to corporations {iling the blue return. Some of them are as
follows :

5. Special tax credits may be granted for improvement of capital.
structure, Scrap - down, corporale merger ete.

6. In addition to ordinary depreceation, many special or extra dep--
reciation measures for plant modernization, or increasing export. etc. are-
established.

7. Many reserves are granted for price fluctuation or structurall
improvement of small or medium - sized enterprises etc. We should es—
pecially note two following items of all things.

8. Reserve for overseas market development., If a corporation de--
rives income wholly or partially from overseas transaction, a certain per--
centage of the income is deductible as the cost of overseas market de--
velcpment in computing the amount of taxable income.

9. Beserve for loss on overseas investment. If a domestic corporation:
credits not over one - half of acquisition cost of newly issued shares of 2
overseas business company or a foreign investment company, the credi--
ted amount may be treated as expense, as long as the domestic corpo--
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ration holds 10 % or more of the shares of the overseas business com-
pany or I % or more of shares of the foreign investment company.

Overseas business company consists of developing couniry’s com-
pany and company of petroleum resources developing areas. The former
is a company having its head or chief office in a developing country,
whose, purpose is to engage in business exclusively in one or more deve-
loping countries. The latter is a company having its head or chief office
in petroleum resources developing areas, whose purpose is to engage in
petroleum resources developing business exclusively in the specitied areas
‘other than developing areas. Overseas business company is therefore a
foreign corporation.

Foreign investment company is a company havif}g its head office
in Japan, established for making investment or longterm loans in overseas
‘business company and designated as a remarkable contributor to prog-
ress in investment in developing countriés. Foreign investment company
is therefore a Japanese domestic 'cor!p'oration.

- 10 Special deduction for overseas transaction of technical servi-
ces. A certain percentage of the proceed derived from following overseas
transaction may be deducted from taxable income : the sale or license
of patent or know - how, the sale or license of performing rights of film
or other copyrights, technical services such as consulting or supervising
related to construction of plant or equipment, and transportation or
shipping services outside of Japan. )

It should be noted that most of the measure provided by the Spe-
‘cial Taxation Measures Law are subject to time limit, for example the
measures under the heads 9 and 10 are in effect only from April 1, 1964
till March 31, 1971 ' :

II. Tax conventions .

Japan has concluded the tax conventions for the avoidance of double
taxation with the following countris :

The United States of America, signed on April 16, 1954
1 st supplementary amendment March 23, 1957
2 nd supplementary amendment May 7, 1960
3 rd supplementary amendment August 14, 1962

Sweden December 12, 1956
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1 st supplementary amendment ‘ April 15, 1964.
Pakistan February 17, 1959
1 st supplementary amendment June 28, 1960
Norway : February 21, 1959

sweeping amendment May 11, 1967
The Kingdom of Denmark March 10, 1959

sweeping amendment . February 3, 1968
India ‘ January 5, 1960
The Government of the State of Singapore April 11, 1961
The Republic of Austria : _ ) December 20, 1961
The United Kingdam of Great Britain and Northern
Ireland ' Septermnber 4, 1962
New Zealand : January 30, 1963

1 st supplementary amendment March 22, 1967 -
Thailand . March 1, 1963
The Federation of Malaya : ' June 4, 1963
Canada ' : September 5, 1964
Le Gouvernement de la République francaise November 27, 1964
The Federal Pepublic of Germany ~ April 22, 1966
The United States of Brazil January 24, 1957
The Goverment of Ceylon December 12, 1067
The Kingdom of Belgium March 28, 1968

not yet in effect
The United Arab Republic ' September 3, 1968

not yet in effect

Each of these conventions covers the Japanese income tax and the
corporation tax, those with Sweden, Denmark, France, Germany, Bel-
gium and Arab cover local inhabitant tax and that with Germany covers
also local enterprise tax. Japan has concluded also another convention
with the U.S. A, covering estate, inheritance and gift taxes.

A permaneni establishment. Under these conventions with Japan, a
foreign enterprise is not subject to Japanese taxes on its industrial and
commercial profits from sources within Japan, unless it has a permanent
establishment in Japan. If a foreign enterpise has a permanent establish-
ment in fapan, it is variously subject to Japanese taxes on its industiral
and commercial profits from sources within Japan under different con-
ventions. With respect to a permanent establishment, most of these con-
ventions are based on so-called attributable system, except that only
those with the U. 8. A. and Pakistan are based on so - called entire sys-
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tem. Article III of the convention with the U.S. A. says “If it has such
permanent . establishment such other state may impose its tax upon the.
entire income of such enterprise from sources within such other state.”
The similar provision is found in the convention with Pakistan. The
attributable system has been introduced into the convention with India
in 1960 for the first time. Article IIT of the convention says “If it has such
permanent establishment, the profits attributable thereto may be sub-
ject to tax in that other Contracting State.” The conventions with Swe-
den, Norway and Denmark had been based on the entire system at the
at the start, and now are based on the attzibutable system through amend-
ment. Thus in this respect the tax conventions with Japan are in accor-
dance with the provision of Article 7 paragraph 1 of the Draft Convention
of the OECD.

The coverage of term “permanent establishment” is somewhat diffe-
rent under different conventions. Whether on the attributable system or
on the entire system, the coverage of permanent establishment has a
effect on tax revenues of the countries concerned. In tax convention bet-
ween industrialized country and developing country, in general the for-
mer 'wants to make the coverage narrower and the latter wants to make
it wider, because investment incomes mostly flow out of the latter to
the former in such a case. A model of definition of permanent establish-
ment is found in Article 5 of the Draft Convention as is generally known

The coverage of permanent establishment in the Japanese Corpora-
tion Tax Law is more or less wider than that in the Draft Convention.
As to the term “agent” the Law doss not exclude (A) “the maintenance
of a stock of goods or merchandise belonging to the enireprise solely
for the purpose of processing by another enterprise” from the permanent
establishment, which the Draft Convention expressly excludes in Atticle
5 paragraph 3 ¢). The Law includes {B) “a person who maintains enough
assets to fill ordinary demands of customers and delivers such assets for
demands of customers” in the term “‘permanent establishment, “while
similar provisions are found also in the tax conventions with India, U. K,
New Zealand, Malaya, and Ceylon. It is apparent that the above item is
excluded from permanent establishment by Article 5 paragraph 3 a) and
b) of the Draft Convention,

Now, in Article IT paragraph 1 i) of the convention with India “an
énterprise of one of Contracting States shall be deemed to have a fixed
place of business in the other Contracting State if it carries on in that
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other Contracting State a construction, erection or assembly project or
the like.” According to Article 5 paragraph 2 g) of the Draft Convention,
howver, the term “permanent establishment” includes each of them, only
if it exists for more than twelve months, and similar provisions are found
in the tax conventions with the U.S. A, Sweden, Norway, Denmark,
Austria, the U. K., New Zealand, Canada, France, Germany and Belgium.
The tax conventions with Malaya, Brazil, Ceylon and Arab require the -
term of existence of more than six months in such case. The tax conven-
tions with Fakistan, Singapore and Thiland have no such provision
In passing, ¥ understand that, India has adopted the above definition in
all the tax conventions with Sweden, Germany, Norway, Denmark, the
U. 8. A, Finland, Pakistan, Ceylon and Austria as well as Japan. Thus
we see that the atiitude of India in defining “permanent establishment”
is somewhat peculiar, '

After all the coverages of the term “permanent establishment” in
tax convention with developing countries, especially with India, appear
to be wider than both in the Draft Convention and the Japanese Cor-
poration Tax Law- In this respect we find 2 great longing -of the deve-
loping countries for giving a priority of taxation to the country of source
of income. In the convention with Austria in 1961, Japan has adopted
the definition of a permanent establishment in the Draft Convention for
the first time.

Dividend, interest and royalties. A person who receives investment
incomes such as dividends, interests and royalties etc. is generally sub-
ject to the taxation on his gross receipts at a definite rate in the country
of source. If the tax rate is so high, it may be impossible for 4 tax - payer
who is nonresident in the country of source to credit the amount of tax
paid there against his tax liability in his own country. Thus most of tax
conventions provide that investment incomes are subject to only redu-
ced tax rates or exempted from taxation. In this respect the Draft Con-
vention provides that the tax charged in the country of source shall not
exceed : '

1. 5% of the gross amount of the dividends if the recipient is a
company which hold directly at least 25 % of the capital of the com-
pany paying the dividends, otherwise 15 % of the gross amount of the
dividends,

2. 10 % of the amount of the interest. _
3. Royalties arising in a Contracting State and paid to a resident
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of the other Contracting State shall be taxable only in that other State,
in other words royalties shall be exempted flom taxation in the former
state. : :

In the tax conventions with Japan the equivalent limits of the faxa-
tion on investment income are set forth as follows.

dividends mterest royalties
U. 5. A, 15% (109%}) 10 % 10 %
Sweden 15% (10 %) 10 % 10 %
Fokistan 1} 30 9% exemption
Norway 159% (10 %) 10 % 10 % '
Denmark 15 %. (10 %) 10 9 . 10 %.
India ) no L no ‘ no )
Singapore C 15 % (10%) ro ) exemption
© Austria 2009 (10 %) 109 10 %
UK. 10 % (10 %) 16 % 10 %
New Zealand 10 % no " no
Thailand 20 9% {10 %) no 15 %
Malaya 15 9% (10 %) na exemption
Canada 15 % T 15% : . 15%
France - 15 % 10 % 10 %
Germany ~  15% . (10%) . 10% 10 %
Brazil no {10 %) 10 9% for certain items
Ceylon 2) _ ' no exemptiion
or by half’
Belgium 15 9 15 % 10 %
Arab 3) no 5%

() tax rate only on the d1v1dends between parent and subsidiary
corporations.

1) there is no general provision, but the rate of 15% appies to the:
- dividends between parent and subsidiary corporation from Japan to Pa-
kistan.

2) there is no general provision, while the rate of 20% applies to
the dividends from Japan to Ceylon in the absence of permanent es-
tablishment.

8) there is no general provision, while the rate of 15% applies tu:

the dividends from ]apan to Arab in the absence of permanent establish-

ment- '
As to the rates on interest income in this table we find a remarkable:

contrast between the developing countries and the industrialized eoun-

T A e T e A
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tries: in principle, developing countries have no limit on such tax rates.
-while industrialized countries have the limited tax rate of 109%, as
specified in the Draft Convention. As to the tax rates on dividends income
too, such contrast may be found to a less extent. As to royalties, we find
normally the tax rate of 10% in industrialized countries on one hand,
2nd a variety of cases in developing countries on the other hand. In this
respect it is noteworthy that there is no limit of the taxation on any in-
vestment income in the tax convention with India. I understand that
in any tax agreements with any countries India have no limit of such
taxation in the country of source of income. Such attitude of India may
be only justified by the inference that investment income normally flows
from India and the limitation on such taxation means the loss in tax re-
venue of India. Though this is a somewhst extreme case in the tax con-
‘ventions with Japan, the above justification may be more or less applied -
to the cases of the other developing countries for gi_vin‘g,r a priority of
‘taxation to the country of source of income.

Now, income derived from the operation of ships or aircraft is mu-
tually exempted from taxation in the tax conventions with the fiftecu
following countries: the U.S.A., Sweden, Norway, Denmark, Austria, the -
"UX., Canada, France, Germany, Singapore, New Zealand, Malaya,
Brazil, Belgium and Arab. Only in the convention with Ceylon 50% of
such income is subject to taxation. In the tax conventions with the other
three countries income from operation of aircralt is mutually exempted
from taxation, while shipping income is subject to taxation by half
..amount in those with India and Thailand, but to no provision in that
 with Pakistan. Such taxation on shipping income in the tax conventions
with these four countries may be justified by the inference that such
meome almost unilaterally flows from these countries to Japan.

Tax sparing. In the tax conventions with fapan the thirteen follo-
wing countries have adopted the tax eredit method for any kind of in-
come: the US A, Denmark, Austria, the UK, Canada, Palkistan, Indis,
Singapore, New Zealand, Thailand, Malaya, Brazil and Ceylon. On the
other hand the rest have adopted the tax exemption method for ordinary
income and the tax credit method for investment income. Sweden, Nog-
‘way, France, German, Belgium and Arab belong to the latter group.

Now, Japan has adopted the tax credit method for any kind of in-
.coie in every tax convention, which is in accordance with the equivalent’
system under both the Japanese Income Tax Law and the Corporation
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Tax Law, as we have seen. Under such system a resident or a domestic.
corporation in Japan who invests in a foreign country X is subject to
Japanese taxes on foreign investment income, and entitled to credit
against domestic tax liability the taxes paid in the country X on such
investment income. In such a case even if the country X grants to Japa-
nese investor the tax reductions as a device to attract investment, the
reductions result in no increase in net return to the Japanese investor bu!
increase in the tax revenue of the Japanese Government. Thus in general
the revenue loss of capital importing country will result in a revenuc
gain of capital exporting country under the tax credit system. In this
respect, a report of the OECD Fiscal Committee: “Fiscal Incentives for
Private Investment in Developing Countries” says as follows. “For:
example, assume that a dividend of 100 units has been paid by a company
in a developing country to a recipient in Japan and that the tax rate is.
30% in the former and 50% in Japan. Since the credit mechanism app-
lies in Japan, net tax of Japan will be 20 units. Suppose, however, tha:
the developing country adopts a fiscal incentive law by virtue of which
the profit of the enterprise paying the dividend is exempt from tax. In
that case the dividend recipient would have no foreign tax to credit and
the tax collected by Japan would increase by 30 units. This is obviously,
not to-the benefit of the developing country and to prevent this, the tax
“incentive law, in at least one instance, provides that it shall not be
available to an investor who cannot enjoy its benefits” Some of the tax
conventions with Japan grant to Japanese investors a tax credit against
their Japanese tax liability for the tax “spared” abroad under certain
conditions. “Applying such a credit to the preceding illustration, Japan
woild continue to collect 20 units of tax, instead of 50, even though no
tax is paid to the developing country.”

Such tax measure is called the “tax sparing” device. It is in the
convention with India that Japan has adopted this device for the first
time. Now it has been found also in those with the other six countries:
Palastan, Singapore, Thailand, Malaya, Brazil and Ceylon. Under this
device the taxes reduced or -exempted either 1mder laws of these coun-
tries or under provisions of the conventions are deemed to be paid in those
covntries and creditable against the Japanese taxes. For example, Article
XIV paragraph 3 ¢) of the tax convention with Singapore says “where the
- taxpayer in Japan receives a dividend from Singapore corporation whick
is exempted under the provisions of section 18 of the Pioneer Industries
{Relief from Income Tax) Ordinance, 1959, there shall be deemed to have
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been paid by the taxpayer in Japan the amount of Singapore tax so
exerapted under the provisions of the said Ordinance.”

It is noteworthy that this device has a selective effect to investors:
-only Japanese investors in enterprises, industries and technics etc., which
a developing country designates as reguirements for economic develop-
ment, may credit against their Japanese tax labilities the tax reduced or
exempted in the developing country. Therefore the tax conventions must
- specify such requirements which a developing country may designate
only with dpproval of Japan., Requirements in the tax conventions with
the above countries are as follows.

Fakistan : interest payable the Pakistan Government (including local
Governments) or a Pakistan enterprise engaged in an “industrial un-
-dertaking.”

India : the special incentive measures designated to promote eco-
nomic development in India, newly established industrial undertaking,
interest payable on money borrowed abroad, development rebate, divi-
.dends received by corporation from Indian companies engaged in cer-
tain basie industrial undertakings.

* Singapore : the Pioneer Industries (Relief from Income Tax) Ordi-
nance, 1959, of Singapore, which provides for special measures. desig-
aated to encourage. the establishment and development in Singapore of
industrial enterprise. :

Thailand : the Promotion of Industrial Investmenp Act,

Malaya : the Ploneer Industries {Relief from Income Tax) Ordinance,
‘1958, of the Federation which makes special provision for encouraging
ithe establihment and development in the Federation of industrial and
-commercial enterprise. ‘

Brazil : dividends, interest and royalties on' specified conditions, the
‘special incentive measures designated to promote economic development
<in. Amazonian Region and Northern and Northeastern Region of Brazil.

Ceylon : dividends received by a company yesident in Japan from
a company resident in Ceylon ...... not less than 10 per cent of the
:shares of ‘which are held by one or more residents of Japan.

With regard to the effect of this device, the above report of the OECD
:says “Japan has noticed a quickening of interest among businessmen in
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investing in countries with which it has entered into ‘tax sparing’ treaties.”
In {act Japanese overseas investments in the above six Asian countries
exceed both in number of cases and in amount of money those in any other
southeast Asian countries except China {Formosa), and those in Brazil
exceed by far those in any other Latin American countries.

To be more exact, this device should not be called “tax sparing” but
“matching credit.” “Tax sparing” system in substance refers to the “tax
spaved” income, to which either of the above two methods, exemption and
credit, may be applied, as the Commentaries of the Draft Convention of
the OECD point out., From this point of view, such device should be regar-
ded not only as a measure for avoidance of international double taxation
but also as a measure for encouragement of capital-flow into developing
countries, I cannot mention, however, in ageregate what effect has the
matching credit system of Japan produced on overseas investment, repat-
riation and reinvestment, because unfortunately I have been unable to
find any datum of it in our tax.authorities of responsible for it.

IV. Inhabitasii Tax and Enterprise Fax

Inhabitant tax. This tax consists of the prefectural inhabitant tax and
the municipal inhabitant tax, and each of them consists of individual inha-
bitant tax and corporate inhabitant tax- '

Individudl inhabitant tax. This tax is levied on an individual residing
or having his office, place of business or house in a given prefecture or in
a given municipality as of January 1 of each year. The tax base of this tax
is the amount of income arised in the preceding calender year, This tax
consists of “per capita levy” and “income levy.” An individual residing and
having his office etc. in a prefecture or in a municipality is subject both
to the per capita levy and to the income levy, while another individual not
residing but having his office etc. therein is only subject to the per capita
levy. The per capita levy is 100 yen in the prefectural inhabitant tax, and
amounts 200 yen, 300 yen or 600 yen in the municipal inhabitant tax accor-
ding to its number of inhabitants. Therefore, the total of per capita levies
may amount to 300 yen, 500 ven or 700 yen.

The income levy in the prefectural inhabitant tax is'computed on three
kinds of taxable income under the national income tax. The tax rates are
2% for income of 1.500.000 yen or less and 4% for income over 1.506.000
yen. With regardto the income levy in the municipal inhabitant tax, it
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should be noted that exemptions and deductions are somewhat different
from those under the income tax. This income levy has thirteen progressive.
tax rates from 2% for income 1.500.000 yen or less to 149 for income
over B(LGCG.000 yen. Therefore, the rates of total income levies for an
individual may vary from 4% to 18%.

Under both prefectural and municipal inhabitant taxes, any foreign
income tax (including any income levy under foreign local inhabitant tax)
paid by a resident of Japan is creditable against these Japanese inhabitant
taxes for individuals, if the foreign tax exceeds the above limitation of the
foreign tax credit under the Income Tax Law. In addition, 4.2% of divi-
dend income is creditable against these inhabilant taxes (3% {or pre-
fecture and 1.2% for mumicipality).

Corporate inhabitani tax. This tax is levied on a corporation having;
its office, place of business, dormitory, club or the like in a given pre-
fecture or in a given municipality. This tax also consists of per capila
levy and income levy. A corporation having its office of place of business.
in a prefecture or in a municipality is subject both to the per capita
levy.and to the income levy, while another corporation not having its
office etc. but maintaining a dormitory of club etc. therein is only sub-
ject to the per capita levy.

The per capita levy amounts to 1000 yen for corporations with ca-
pital -over 10.000.860 yen and inutual insurance companies, and to 600
yen for other corporations in the prefectural inhabitant tax. It amounts
to 4000 yen and 2460 yen umder the same condition in the municipal
inhabitant tax. :

In the prefectural inhabitant tax, the income levy amounts to 5.8%
of the corporation tax, and in the municipal inhabitant tax it amounts
1o 8.9% of the amomnt of corporation tax. Therefore, the rate of total
income levies amounts to 14.7% of the amount of the corporition tax.

Under both prefectural and municipal inhabitant taxes, any foreign
corporation tax (including any income levy for corporation under foreign
- local inhabitant tax) paid by a Japanese corporation is creditable against
these Japanese inhabitant taxes for corporation, if the amount of foreign
tax exceeds the above limitation of the {oreign tax credit under the Cor-
poration Tax Law.

Return and Payment. An individual taxpayer is required to file a
relurn with the municipal tax office till March 15 of each year, unless
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he files’ a return for self-assessment income tax. A part of the inhabitant
taxes for individuals is withheld al source in paying salaries .and wages
efc., while the other part is paid in four installments annually according
to a tax notice from the municipal tax office- A corporation is required to
file a return with and pay the tax to both the prefectural and the mu-
wicipal tax office within two months after the closing of the accounting
year. ,

It should be added that the proportion of the sum of income tax
and both prefectural and municipal inhabitant taxes for individuals
{excluding per capita levy) to the taxable income shall not exceed
80%.

The enterprise tax. This is a prefectural tax which is levied both on
individuals engaged in specified kinds of business and on corporation:
engaged in business. 7

The tax base of the enlerprise tax on individuals is income derived
from business in a preceding calender year. Taxable income is computed
substantially in the same way as business income and real estate income
under the self-assessment income tax with a few exceptions such as
“income deduction for proprietor” of 270.000 yen. The tax rate ranges
from 3% to 5% The tax is levied on basis of returned (sometimes
corrected or determined by the tax system. A taxpayer, therefore, is
required to file a tax return with the prefectural tax office, unless he
files a tax return for the self-assessment income tax with the national
tax office. The tax shall be paid in semiannual installments, in August
and November. _ '

The taxable income of the enterprise tax on corporations is com-
.puted in the same way as that of the corporation tax with some exceptions.
The tax has four tax rates from 6% to 12% according both to the cate-
gories of corporations and to the amounts of taxable income, while the
other rate of 1.5% applies to the corporations engaged in power and gas
supplies and insurance business. Procedures of filing a return and paying
the tax are substantially to those in the corporation tax.

It is noteworthy that income derived from business in foreign coun-
tries is excluded from taxable income of enterprise taxes both indivi-
duals and on corporations, dividends received from domestic corporations
also are excluded from taxable income subject to no upper limitation.

Reserves for overseas market development, loss on overseas invest-
ment and overseas transactions of technical services as well as foreign tax
credit are not applicable to the enterprise taxes. both on individuals and
on corporations, :

M. E. Konferanslasi — 1%




210 Hideo Nakamura

. TABLE 1
Income Tax and Corporation Tax in National Tax Revenue

fiscal  income with- self- corporation national
Year tax holding assessment tax tax revenue
1960 21.2% 16.3 % 5.4% 31.8% 100.—9%
1961 22.2 16.5 5% 32.1 100, —
1962 24.2 17.6 6.6 327 - 100.—
1965 15.3 18.2 7.1 31.6 100.—
1964 26.5 18.9 1.6 30.9 100,—
1965 29.6 217 7.9 28.3 100.—
1966 29.6 21.5 8.1 28.2 100.—
1967 29.3 20.9 8.4 29.7 100.—
1968 30.5 21.6 8.9 297 100.—
1969 30.9 216 9.3 30.2 100.—

Estimated for 1968 and 1969.

TARBLE X

Enhabitant Tax and Enterprise Tax in Prefectural Tax Revenue

fiscal year 1965 1966 1987 1968 1969
inhabitant tax 22.49% 22.2% 21.9% 20.3% 19.0%

individual 156 154 14.9 13.3 118

corporation 6.8 6.8 7.0 7.0 7.2
enterprise tax 42,2 42.4 43.6 43.1 441

individual 3.2 3.2 3.1 2.6 2.5
prefectural

corporation 39.0 39.2 40.5 40.5 41.6

tav revenue 100, — 100, — 100.— 100.— C 100, —-
Estimated for 1968 and 1969. :

TABLE oI

Inhabitant Tax in Municipal Tax Revenue

fiscal year . 1965 1866 1967 1968 1969
inhabitant tax 39.7% 39.8% "41.1% 39.8% 39.9%
individual 28.7 28.1 28.4 26.5 28.5
corporation 11.0 119 12.7 13,3 14.3
munhicipal fax )
revernue 100.— 100.— 100.— 106.— 100.—
TABLE IV

Withholding Income Tax Revenue in the fiscal year 1967

categories of iricome amount of tax proportion
inferest income 134 794 million yen 14.2%
dividends income . 93 767 9.9
employment income 639 549 67.2
retirement income 10 562 1.1
remuneration, charge efe. 51 969 55
income of non - resident etc. 19.065 20
total 949 706 100.—





