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Enhancement of Taxation of Kumiai

- Proposed FY 2005 Japanese Tax Reform -

On December 15, 2004, the proposed Japanese tax reforms for the 2005 fiscal year were
issued by the Liberal Democratic Party. We summarize below the proposed key tax reforms

in connection with the taxation of the Japanese partnership (“Kumiai”).
1. Withholding tax on NK profit distributions to Non-resident NK investors

Profit distributions to non-resident individuals and corporations (“Non-resident NK
Investors”) derived from NK business conducted in Japan, which is required to be reported
under the self assessment system, will be treated as follows under the proposed FY 2005
Japanese tax reforms. The Term “Nin-i-Kumiai” or NK in this context means Kumiai
defined under the Japanese Civil Code and other similar Kumiai arrangements established

in Japan and outside Japan. :

(1) NK profits attributed to Non-resident NK Investors are subject to withholding tax at the
rate of 20%, which is imposed two months after the last day of the calculation period of
the NK unless the profits are distributed prior to that date in which case withholding tax

will be imposed on that distribution date.

(2) Non-resident NK Investors with permanent establishments in Japan that conduct
business other than NK business, will not be subject to the above withholding tax

provided certain requirements are satisfied.

The above reforms will apply to profit distributions from calculation periods starting on or
after April 1, 2005.



2. Treatment of real estate losses for individual investors in NK’s

Where a NK operates real estate business, any losses arising from the real estate
business will be deemed not to have been incurred for the purpose of calculating the
individual taxation of each individual NK investor (except for individual investors engaged
in the important decision-making of the NK business operations and in the negotiations for

the conclusion of contracts).

The above reform will apply to individual income taxation from FY 2006 and individual

local income taxation from FY 2007.

3. Limitation on the deduction of losses incurred in Kumiai business for corporate

investors

Any losses incurred in NK’s and Tokumei-Kumiai's that are attributable to corporate
investors (except for corporate investors engaged in the important decision-making of the
Kumiai business operations and in the negotiation for the conclusion of contracts) will

be treated as follows:

(1) Where the liability of the Kumiai is substantially limited to the value of assets held by the
Kumiai, the Kumiai's loss in excess of the investment by the corporate investor cannot

be deducted from its taxable income.

(2) Where the Kumiai business is not expected to suffer a deficit by the existence of a
revenue guarantee agreement, all the amount of the Kumiai's loss attributable to the

corporate investor cannot be deducted from its taxable income.

The above reforms will apply to Kumiai agreements concluded on or after April 1, 2005.
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