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2008 Japanese Tax Reforms
Application Date for reforms affecting the
Financial Services Industry

On April 30, 2008, the Reform of the Individual Income Tax
Law and others and Reform of the Local Tax Law (together,
“Tax Reform Laws”) were approved by the Diet and the
related enforcement orders and ordinances were published.

Our Newsletter issued in December 2007 provided an outline
of the 2008 tax reforms. Although the Tax Reform Laws
were expected to be approved on or before March 31, 2008,
approval was delayed until April 30, 2008. This Newsletter
provides a summary of the application dates of the principal
reforms for the financial services industry, including the
special taxation measures which expired on March 31, 2008.
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Main reforms which apply retroactively from April 1, 2008

(1) Reform and extension of special taxation of interest and discount upon issuance of Minkan
Kokugaisai

The above amendment (tax exemption) applies to interest and redemption gain of Minkan Kokugaisai
issued on or after April 1, 2008 received by a foreign resident individual or foreign corporation.
However, the withholding tax rule (imposition of withholding tax) on the interest of Minkan Kokugaisai
received by Japanese resident individuals and corporations applies from May 1, 2008.

(2) Independent Agent excluded from the scope of Permanent Establishment (“PE”") definition of
an agent

In principle, the above amendment applies to determinations on or after April 1, 2008 in connection with
whether an agent will create a PE.

(3) Revision of the definition of a “family corporation” for Japan-Real Estate Investment Trust
(“J-REIT") purposes

The above amendment applies to fiscal years ending on or after April 1, 2008.

(4) Revision of the statutory useful life of machinery and equipment

This amendment applies to fiscal years beginning on or after April 1, 2008.

(5) Non-Deductibility of entertainment expenses

The above treatment applies to fiscal years beginning from April 1, 2006 to March 31, 2010.
Main reforms which apply from April 30, 2008

(1) Revision of the treatment for the foreign income taxes paid by a Tokutei Mokuteki Kaisha
(“TMK") and a J-REIT

The amended rule applies to the foreign income taxes paid in a fiscal year beginning on or after April 30,
2008.

(2) Non-application of the tax refund provision arising from loss carry-forwards

The above treatment applies to fiscal years ending from April 30, 2008 to March 31, 2010.

(3) Special tax treatment of undercover (i.e., nondisclosed payee) expenses

The above treatment applies to undercover expenses paid from April 30, 2008 to March 31, 2010.
Main reforms which apply from May 1, 2008

(1) Revision of the sourcing rules for certain interest income on bonds issued by foreign
corporations

The above amendment applies to bonds issued by foreign corporations on or after May 1, 2008.
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The following concessions were extended as a transitional measure when the Tax Reform of the Special
Taxation Measures Law to Avoid Disorder on the Life of the People and the Tax Reform Law of the Local
Tax Law to Avoid Disorder of the Life of the People were approved by the Diet on March 31, 2008.
Furthermore, the applicable period of the following concessions has been abolished (i.e., applied without
a predetermined period) or extended with the partial revision of the tax rate under the Tax Reform Laws.
(1) Abolishment of the applicable period

e Nontaxable treatment for interest income earned on funds on deposit in a special international
financial transaction (offshore) accounts.

e Special treatment for interest income on bond repurchase transactions by foreign financial
institutions.

(2) Extension of the applicable period with the partial revision of the tax rate
¢ Reduced registration tax rates on the transfer of ownership of land.

o Reduced registration tax rates on the transfer of ownership where a TMK acquires certain real
properties pursuant to an asset liquidation plan.
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