XIV Taxes

1 Employment Income Tax System

Employment income of foreign employees working in Japan is
subject to two kinds of taxation. One is national income tax
(including the special income tax for reconstruction) and the other
is inhabitant tax (local tax).

Income tax is administered by Tax Offices and inhabitant tax is
administered by municipal offices.

2 Income Tax

Japan has the withholding tax system on employment income in
which employers (salary payers) withhold the amount of income
tax of their employees (salary recipients) from their salaries and
pay the tax to the government on behalf of the employees. All
employers are required to withhold and pay their employees’
income taxes levied on their salaries.

The taxation methods and scope of taxable income differ
depending on whether an employee is a “resident” or
“non-resident.”

(1) Tax for Residents
(@D Residents and non-residents

A foreign national who has "domicile (core base of life )” or
has had residence (place to reside other than domicile) for
one year or longer in Japan, is regarded as a “resident” in terms
of the tax code, and he/she is subject to income tax with the
same rate as Japanese employees. However, a salary earner is
regarded as a “resident” immediately after entering Japan
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unless his/her employment contract, etc., identifies that the
period of stay is less than one year in advance.

A “resident” may be either a “permanent resident” or a
“nonpermanent resident.” A resident is a ‘“nonpermanent
resident” if he or she does not possess Japanese citizenship and
the total period of stay in Japan during the past 10 years does
not exceed 5 years. All other residents are “permanent
residents.” All incomes are taxed for a “permanent resident”
while only the incomes earned in Japan and incomes earned
elsewhere but paid in or transferred to Japan are taxed for a
“nonpermanent resident.”

@  Amount of Income Tax for Residents

Amount of income tax for residents is computed as follows.
Net employment income is computed by deducting
employment income deduction from the amount of earnings,
such as employment income, etc. Taxable income is
computed by deducting social insurance premiums and income
deductions such as dependent deduction or basic deduction
from the net employment income. Amount of income tax is
computed by multiplying the taxable income by a tax rate
ranging from about 5% to 46 %, depending on the amount of
taxable income.

In addition, an employee shall submit a “Declaration about
Dependents” to the employer before the first pay day of the
year annually, to have a year-end adjustment made in order to
get a dependents deduction for dependents residing in the
home country. In this process, the employee is required to
attach relevant documents to prove that he/she really sends
money home, and that the recipients are indeed the employee’s
relatives.
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(@ Deduction at Source and Year-end Adjustment

In the case of residents, the estimated income tax amount is
deducted from the monthly salary by employers, and the total
amount of income tax payable is balanced through the
year-end adjustment made at year’s end when the employee’s
total amount of salaries for the year from January to December
is confirmed. The year-end adjustment is carried out by
employers upon paying the last salary of the year.

@ Original Record of Withholding for Employment Income

Employers shall issue the “original record of withholding
for employment income” detailing the result of the year-end
adjustment to their employees by January 31 of the following
year. Employers are also required to issue the “original record
of withholding for employment income” to the employees who
resigned during the year within one month from the date of
leaving (Article 226, Income Tax Act).

The '"original record of withholding for employment
income” is a document which proves the tax was paid and its
issuance is required for filing the final tax return.

® Final Tax Return

Generally, most employment income earners are not
required to file a final tax return because an employer balances
the amount of income tax payable at the year-end adjustment.
However, the following employment income earners need to
file a tax return.

oEmployment income earned during the year exceeds
¥20,000,000.

olncomes other than employment income and retirement
income exceed a total of ¥200,000 for a salary earner with a
single source of employment income.
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olndividuals receiving salary payments from two or more
sources, where all salaries are subject to withholding taxes at
source, if the total amount of salary that was not subject to
year-end adjustment and the amount of income other than
salary and retirement income exceeds 200,000 yen.

Contact your tax office for details.

In addition, there are some cases where you are entitled to a
partial or total refund of the withholding tax. You may claim a
tax refund by declaring deductions for large medical expenses
or special credit for the purchase of a residence, even if you are
not required to file a final tax return.

Tax returns need be filed between February 16 and March
15 of the following year with a tax office in the district where
one’s residence is located.

An advisory service concerning filing a final return is
available at the tax office. You can also get a tax leaflet in
English from tax offices.

However, in case a person who is supposed to be subject to
income tax as a "resident” was subject to taxation as a "non
-resident” at 20.42% rate by mistake, is not entitled to a tax
refund by “filing a final return”. In this case, his/her employer
is required to claim a refund.

® Credit for foreign taxes

In order to avoid international double taxation on income, a
tax payer who pays foreign taxes, national or local, which are
similar to Japanese income tax may choose to have the amount
of those foreign taxes credited against his/her Japanese income
tax. In this case you are expected to file a final return.
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(2) Tax for Non-Residents

In the case for a non-resident, his/her domestic source
income (salary, etc., which was paid as remuneration for work in
Japan) is subject to taxation in principle (salary, etc., which was
paid as remuneration for work abroad is exempted from
taxation ).

When a salary, etc., which was paid as remuneration for work
in Japan and paid in Japan, the employment income is subject to
deduction at source and a 20.42% income tax rate is applied. In
cases where an income was not subjected to deduction at source,
such as when a salary, etc., which was given as remuneration for
work in Japan and paid abroad, the earner of the income shall file
a final return with the tax office by March 15 of the year
following the payment and pay the tax. If the person plans to
leave Japan before the tax payment deadline, he/she must file a
final return with the tax office and pay the tax prior to leaving.

Japan concluded tax treaties with more than 60 countries
(such as the United States of America, UK, Australia,
Philippines, Korea, China, etc.) in order to prevent dual taxation
on income of a person by a country he/she has domicile as well
as by a country he/she actually resides. Please refer to the local
tax office or the regional taxation bureau for details because
there are some specific regulations depending on each treaty.

However, in case a person, who should be subject to income
tax as a " resident" was subject to taxation as a " non-resident”
by mistake, is required to claim a refund through the employer.
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3 Inhabitant Tax

A person who resides in Japan as a resident as of January 1 is
subject to residents tax.

Therefore, it should be noted that the person is still subject to
inhabitant tax even if he/she changes address or leaves Japan after
January 1 as long as the person had income in the previous year.

The amount of inhabitant tax is decided based on the previous
year’s income tax record of the person by the municipal office, and
the individual is notified of the amount after April that year. If the
person is an employment income earner, the employer deducts the
amount of inhabitant tax from the monthly salary during the period
between June that year and May of the following year, and pays it
to the municipal office on behalf of the employee (special
collection). Those otherwise shall pay inhabitant tax of the
previous year to the municipal office in four installments
themselves (ordinary collection).

There are some cases where special measures are provided for
credit for foreign taxes and the tax treaty provisions. For more
details, please contact the city office in your district.
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< Reference >

Scope of taxable income
for national income tax

Person subject to
resident tax

Resident
Non- Incomes earned in Japan | A person who resides
permanent | and incomes earned in Japan as a resident
resident abroad but paid in or as of January 1 is

transferred to Japan subject to resident

Permanent | All incomes tax
resident

Nonresident Salary income, etc. No tax

earned in Japan (domestic
source income)
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