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Withholding tax on distributions from
partnerships conducting business in Japan

After the Japanese 2005 Tax Reforms, when a non-resident
individual or corporate investor invests in a partnership and
receives profit distributions, the distribution is subject to 20%
withholding tax if the non-resident individual or corporate
investor has a permanent establishment (“PE”) in Japan. The
term “partnership” in this context includes a Nini-Kumiai as
defined under the Japan Civil Code, an Investment Limited
Liability Partnership, a Limited Liability Partnership and foreign
partnerships similar to the above.

In this issue we summarize the applicability of this withholding
tax rule based on the new Income Tax Law Basic Circular
(“ITLBC”) issued in June 2005.

1. Non-resident partner with a PE

When a non-resident individual or corporate investor invests
in a partnership and receives profit distributions, the
distribution is subject to 20% withholding tax if the
non-resident investor has a PE in Japan. Under ITLBC, itis
interpreted that whether a non-resident individual partner is a
non-resident individual prescribed in Article 164 of the
Income Tax Law (“ITL”), from item 1 to item 3 should be
considered based on the assumption that each non-resident
partner carries on partnership business in Japan directly
because a partnership business is treated as a joint business
of partners.

Therefore, it is considered that each non-resident partner
would be treated as having a PE in Japan when it should be
treated as having a PE in Japan on the assumption that each
non-resident partner directly carries on partnership business
in Japan, even if the non-resident partner does not have a
PE for other than partnership business.



2. Scope of profit to be subject to withholding tax

Under ITLBC, it is interpreted that domestic source income subject to withholding tax means all profit
derived from a partnership business conducted in Japan and includes all profit arising from domestic
source income as prescribed in Article 161 of ITL.

3. Withholding tax obligation

In the case of profit distributions from partnership business, who makes the distribution is required to
withhold tax on the distribution. Under ITLBC, it is interpreted that since a payer of profit distributions
proceeds with the distribution according to the contract of a partnership, all the partners of the
partnership are obliged to withhold tax on the distribution. It is also interpreted that the partner who
is obliged to withhold tax assumes a joint liability prescribed in Article 9 of the General National Tax
Law.

* % * *x * * * *x

This new withholding tax rule was introduced by the Japanese 2005 Tax Reforms, and therefore,
some treatments in practice are not yet clear. Accordingly, we recommend that taxpayers consult
with their professional tax advisor when they consider whether or not a non-resident partner has a PE
in Japan in connection with partnership business conducted in Japan.
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