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Japan (Zeirishi-Hojin ChuoAoyama) is the 
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Japan with more than 300 professionals. 
Our Financial Services Tax Group is 
comprised of approximately 70 
professionals, dedicated specifically to 
advising the financial services industry. 
PricewaterhouseCoopers (www.pwc.com) 
provides industry-focused assurance, tax 
and advisory services f to build public trust 
and enhance value for its clients and their 
stakeholders. More than 130,000 people in 
148 countries work collaboratively using 
Connected Thinking to develop fresh 
perspectives and practical advice. 
 
 
 
 
 
 
 
 
 
 
This Tax News is provided for general guidance 
only, and does not constitute the provision of 
advice or professional consulting of any kind.  
Before making any decision or taking any action, 
you should consult your usual PwC contact with 
all the pertinent facts relevant to your particular 
situation. 

    
PricewaterhouseCoopers 
(Zeirishi-Hojin ChuoAoyama) 
Financial Services 
 
Kasumigaseki Bldg., 15F 
2-5 Kasumigaseki 3-chome 
Chiyoda-ku, Tokyo 100-6015 
Telephone: 81-3-5251-2400 
http://www.pwc.com/jp/tax    
    

*connectedthinking 
 
© 2005 PricewaterhouseCoopers. All rights 
reserved. PricewaterhouseCoopers refers to the 
network of member firms of 
PricewaterhouseCoopers International Limited, 
each of which is a separate and independent 
legal entity. *connectedthinking is a trademark of 
PricewaterhouseCoopers LLP. 

 

 

IRS Rules Special YK are Eligible Entities 
for U.S. Check-the-box Purposes 

 
 
On December 19, 2005, in response to a request from a 
business coalition led by Raymond Kahn and Marc Lim of 
PricewaterhouseCoopers Tokyo and Alan Fischl from the 
PricewaterhouseCoopers’ National Tax Service in 
Washington DC, the U.S. Internal Revenue Service ruled that 
Yugen Kaisha that become Tokurei Yugen Kaisha under the 
new corporate governance statutes likely to be effective from 
May 2006 will remain eligible entities for U.S. check-the-box 
purposes. 
 
On July 26, 2005, the Japanese Diet promulgated a new set 
of corporate governance statutes to streamline the multiple 
corporate statutes in existence and establish a more flexible 
corporate and administrative governance structure: the 
Corporation Law and accompanying Coordination Law (“New 
Laws”).   
 
The New Laws repeal the Yugen Kaisha (“YK”) corporate 
form, with YKs in existence at the time the New Laws 
become effective being converted into a type of Kabushiki 
Kaisha (“KK”) called a Tokurei Yugen Kaisha (“Special YK”). 
 
Because Special YKs are a type of KK under the New Laws 
and KK are considered per se corporations ineligible to 
check the box and achieve flow-through tax treatment for US 
tax purposes, there was significant concern absent Internal 
Revenue Service guidance whether a YK’s change in legal 
status to Special YK invalidated existing check-the-box 
elections made by these entities as well as destroyed their 
eligibility to check the box in the future. 
 
Failure by the Internal Revenue Service to address this 
situation could have resulted in the automatic incorporation 
for US tax purposes of all Special YK, which could have 
triggered a significant tax cost to many US taxpayers 
operating in Japan.   



 (2) 

 
After receiving a number of letters from the business community and meeting with a business 
coalition led by PricewaterhouseCoopers to discuss the coalition’s position, the New Laws and their 
impact to US taxpayers in Japan, the IRS published Revenue Ruling 2006-3, which states that a YK 
that becomes a Special YK will continue to remain an eligible entity for U.S. tax purposes and the 
check-the-box rules.  Links to Revenue Ruling 2006-3 can be found below. 

 
 
Text of Revenue Ruling 2006-3 
 

(Please see the attachment for “Revenue Ruling 2006-3”) 

 
Link to Treasury Website: 
 
http://www.treas.gov/press/releases/js3053.htm 
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