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or professional consulting of any
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or taking any action, you should
consult your usual PwC contact
with all the pertinent facts relevant
to your particular situation.

Tohoku Earthquake and tax implications

Zeirishi-Hojin PricewaterhouseCoopers wishes to
express its sympathy for all those affected by the
Tohoku Earthquake and related events.

It has been reported that special tax legislation
addressing issues arising from the earthquake is
currently being discussed and planned to be submitted
to the Diet for approval within this month. In this
newsletter, we provide an outline of the general tax
treatment of Tohoku Earthquake related issues based
on the current tax laws and information issued by the
tax authorities and local government as of April 11,
2011.

This newsletter covers the following:

1. Scope of losses incurred as a result of natural
disasters

2. Tax treatment of disaster losses and donations

3. Extension of tax filing/payment due dates

4. Relief for tax payments and tax liabilities
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1. Scope of losses incurred as a result of natural disasters

The nature of losses incurred by a corporation as a result of a natural disaster will vary depending upon the
location of its business, type of business operations, etc. For accounting purposes, examples are provided by
“Audit Guidance on the Affected Corporation by the Tohoku-Pacific Ocean Earthquake” issued by the JICPA on
March 30, 2011 including;:

(1) Impairment losses on fixed assets (tangible and intangible) and inventories and losses on destroyed fixed
assets and inventories

(2) Inspection costs and evacuation costs relating to damaged assets

(3) Recovery costs relating to damaged assets and expenditure to avoid further impairment of damaged assets

(4) Relocation expenses relating to damaged factories or shops

(5) Overhead costs incurred during the period when the operations are suspended due to natural disaster

(6) Economic support to affected vendors, customers and agents, including consolation payments, loan and
debt relief

(7) Economic support for affected employees and relatives, including consolation payments, loan and
accommodation expenditure

2 . Tax treatment of disaster losses and donations

The tax treatment of disaster losses and donations in relation to the Tohoku Earthquake is published on the
home pages of the National Tax Agency and local government. A summary follows.

(1) Losses on assets (fixed assets and inventories)

A corporate taxpayer may deduct the following losses (other than accrued amounts as of the year end):
1) Losses incurred from destroyed or damaged assets

2) Removal or evacuation costs relating to damaged assets

3) Removal or evacuation costs relating to rubble and debris

(2) Restoration costs pertaining to damaged assets

A corporate taxpayer may deduct expenditure relating to damaged assets as a current expense (repair expense)
rather than a capital expenditure. However, if new assets are acquired to replace damaged assets, this
expenditure should be capitalized and depreciated.

Type of expenditure Tax treatment

Restoration costs of damaged assets Current expense (repairing expense)

Construction to reinforce damaged assets to restore | Current expense (tax and accounting treatment
the durability or usage; construction for drainage should be the same)
system to avoid mudslides

Expenditure other than above 30% of expenditure is allocated to current expense
and 70% is allocated to capitalized costs (tax and
accounting treatment should be the same)

(3) Economic support for affected vendors, customers and agents
Expenditure incurred by a corporate taxpayer for the purpose of providing economic support to affected vendors,

customers and agents during the recovery period are not treated as non-deductible donations or entertainment
expenditure but may be fully deducted. This expenditure includes:
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1) Costs incurred in relation to consolation payments, donation of business facilities or provision of personnel
services

2) Losses from forgiveness of debts including accounts receivable, loans, etc.

3) Economic losses from reduced interest rates or lease payments relating to contracts entered into prior to
the disaster

4) Economic losses from low interest or no interest loans, accommodation, etc.

(4) Economic support for affected employees and relatives

Expenditures incurred by a corporate taxpayer for the purpose of providing economic support to affected
employees (including those hired by sub-contractors) and their relatives during the recovery period are not
treated as salary or other income subject to individual income taxation and are not subject to any withholding
tax obligation to the extent the amount is reasonable taking into account the social status of the recipient and
their relationship to the taxpayer. A corporate taxpayer may claim a deduction for this expenditure as welfare or
outsourcing expenses.

In addition, economic benefits provided by an employer in the form or low or zero interest rate loans to affected
employee or directors to assist with their living costs is not subject to income taxation for the recipient provided
the loan period is reasonable.

(5) Charitable donations

1) Monetary donations

Charitable donations made by a corporate or individual taxpayer to the following organizations are deductible:

a. National or local government

b. The Japanese Red Cross (the account of “Tohoku Kanto Daishinsai Gienkin”) or press (collecting donations
on behalf of the national or local governments)

c¢. The Central Community Chest of Japan
d. Specified fund raising entities (collecting donations on behalf of the national or local governments)

Corporate taxpayer Individual taxpayer
(Employer) (Directors and employees)
Deductible Full amount of donation Donation over 2,000 yen but not exceeding
amount 40% of income
Requirement for | - Prepare Schedule 14(2) + Claim donation deduction in tax return
deduction + Maintain supporting documentation - Attach specified supporting
documentation

2) Non-monetary donations by a corporation

Donations by a corporate taxpayer of its products to an unspecified number of affected people for aid or relief is
not treated as non-deductible donations or entertainment expenditures, and the cost of such donations may be
fully deducted similar to advertising costs.

3. Extension of tax payment/filing due dates

Affected taxpayers will be allowed to extend the due date for filing of tax returns and payment of national and
local taxes where the original due date is on or after March 11, 2011.

(1) Extension allowed for taxpayer to file tax returns or make tax payments in designated areas (Aomori, Iwate,
Miyagi, Fukushima and Ibaraki)

Taxpayers in designated areas will be allowed to extend the due date for the filing of tax returns and payment of
national and local taxes where the original due date is on or after March 11, 2011. The extended filing due date
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has not yet been determined but will be announced taking into consideration the circumstances of the affected
taxpayers in the designated areas.

(2) Extension allowed for taxpayers to file tax returns or make tax payments upon application

For taxpayers other than (1) above, an extension may be allowed where the taxpayer cannot file its tax return or
make tax payments in a timely manner due to a disaster-related disruption. This extension can be obtained by
filing the relevant application within one month from the date when the disaster and resulting disruption ceased,
which prevented the taxpayer from filing or making payment. If granted, the original due date will be extended
to two months after the date when the disaster and resulting disruption ceased.

4. Relief for tax payments and tax liabilities

For taxpayers where approximately 20% of their total assets were destroyed as a result of the disaster, an
extension of up to one year for tax payments (national and local tax) due within one year of the disaster can be
obtained by filing of the relevant application within two months from the date when the disaster and resulting
disruption ceased.

Relief for real estate acquisition tax is provided for (1) damaged real estate acquired prior to the earthquake, and
(2) real estate acquired to replace damaged real estate. Details of such relief are provided in the home pages of
local governments.

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

For more information, please consult your international tax representative or contact
any of the following members listed below:

Partner Yoko Kawasaki 81-3-5251-2450 yoko.kawasaki@jp.pwe.com
Akemi Kito 81-3-5251-2461 akemi.kitou@jp.pwc.com
Jack Bird 81-3-5251-2577 jack.bird@jp.pwc.com

Managing Director Ken Leong 81-3-5251-2945 ken.leong@jp.pwe.com
Yumiko Arai 81-3-5251-2475 yumiko.arai@jp.pwc.com

The Tax Practice of PricewaterhouseCoopers Japan (Zeirishi-Hojin PricewaterhouseCoopers) is one of the largest professional tax corporations in Japan with
about 540 people. In addition to tax compliance services our tax professionals are experienced in providing tax consulting advice in all aspects of
domestic/international taxation including financial and real estate, transfer pricing, M&A, group reorganization, global tax planning, and the consolidated tax
system to clients in various industries.

PwC firms provide industry-focused assurance, tax and advisory services to enhance value for their clients. More than 161,000 people in 154 countries in firms
across the PwC network share their thinking, experience and solutions to develop fresh perspectives and practical advice. See pwc.com for more information.

This document has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the
information contained in this document without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the
accuracy or completeness of the information contained in this document, and, to the extent permitted by law, Zeirishi-Hojin PricewaterhouseCoopers, its
employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act,
in reliance on the information contained in this document or for any decision based on it.
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In this document, “PwC” refers to Zeirishi-Hojin PricewaterhouseCoopers, which is a member firm of PricewaterhouseCoopers International Limited, each
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