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On January 25, 2011, the draft bill
of the 2011 tax reform was
submitted to the Diet for an
approval. If the proposed 2011 tax
reform, which, notably, would
reduce the corporate tax rates by
approximately 5% and limit the
use of net operating loss
carryforwards to 80% of current
taxable income, is promulgated
on March 31, 2011, the amended
tax law is expected to take effect
generally for fiscal years beginning
on or after April 1, 2011

Corporate Tax

Japan's corporate taxes consist of three parts; a
national tax, an inhabitants tax, and a local enterprise
tax. Under the proposal, the national tax rate would be
reduced from 30% to 25.5%. Consequently, the
inhabitant tax, which is based upon a percentage of
the national tax, would also be reduced. In aggregate,
large corporations located in the Tokyo Metropolitan
Area could see their effective tax rates reduced from
40.69% to 35.64%.

In order to offset an expected revenue loss from the
corporate tax rate reduction, the legislation proposes
to broaden the taxable base by:

The proposal will be debated by

the Diet in March. As the Prime 1) limiting the net operating loss (NOL)

Minister's party, the Democratic
Party of Japan, has lost its
majority in the House of
Councillors and does not hold a
two-thirds majority in the House
of Representatives, prospects for
the proposal's enactment appear
more uncertain in comparison to
prior years.

3)

4)

deduction in any year to 80% of taxable
income; however, the NOL carryforward period
would increase from seven to nine years for
losses incurred in the tax years ending on or
after April 1, 2008.

deferring tax deductions by limiting the use of
accelerated  depreciation.  The  current
depreciation rate of 250% (i.e., the 250%
declining balance method) would be reduced to
200%;

eliminating gradually bad debt deductions by
25% annually with eventual abolishment of the
allowance by 2014;

lowering the deductible donation expense to
50% of its current level;
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5) lowering the current cap on the R&D tax credit (R&D expenditure based credit) from 30% to 20% of a
corporation’s tax liability; and

6) abolishing the special depreciation for certain qualified facilities (e.g., certain energy infrastructure
facilities) and reserve.

7) revise the FTC (foreign tax credit) rules.

It should be noted that the amended tax law are expected to be generally applicable for tax years beginning on or
after April 1, 2011. However, the depreciation changes are expected to be applicable for fixed assets acquired on
or after April 1, 2011.

As aresult, a corporation with a March 31 year end will be subject to the new tax rules (e.g., reduced tax rate and
NOL limitation rules) from the tax year beginning April 1, 2011. On the other hand, a corporation with the
December 31 tax year end will be subject to the new tax rules from the tax year beginning January 1, 2012 as
long as the existing fiscal year is maintained.

This newsletter is prepared based on the outline of the draft bill of the 2011 tax reform released on January 25,
2011. The annual tax reform is usually approved by the Diet by the end of March. The full details of the amended
tax laws will not be clarified until Diet approval has been received, and Cabinet Orders or Enforcement Orders
enacting the changes issued.
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