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　“Miproʼs Guide to Starting a Business in Japan” published by Manufactured Imports and Investment 
Promotion Organization (MIPRO) is designed to provide information on necessary matters thematically 
when foreigners start a business in Japan as a business owner.
  This “Tax Edition” provides explanations on taxes levied and tax procedures required according to 
business structures as well as the features of business structures when foreign-affiliated companies 
start doing business in Japan, and their advantages and disadvantages.

　The following is a brief summary of the contents of this Guidebook.

I. Taxes and tax procedures according to business structure
　This chapter provides an explanation of taxes levied on foreign entrepreneurs establishing business in 
Japan categorized into those capitalized by individual entrepreneurs and those capitalized as corporations.

【Point】  The chapter is designed to give the reader an understanding of tax types and rates as well as 
an annual schedule of tax procedures.

II. Business structure for foreign-affiliated companies entering Japan
　This chapter explains business structures for foreign companies advancing business in Japan with 
foreign capital. Taxes related to the businesses are handled in the same manner as chapter I.

【Point】  The chapter is designed to provide the reader with a reference for selecting one of three 
business structures: the representative office, the branch office, or the local subsidiary.

III. Reference
　Contacts for inquiries relating to tax matters and their websites, a Japanese-English vocabulary and 
Japan tax treaty network countries are listed in this chapter.
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  I. Taxes and tax procedures according to business structure

　This chapter explains the types of taxes levied and tax procedures required when (1) starting a sole 
proprietor business, or (2) establishing a corporation by an individual contributing capital and 
conducting business as a corporation. This chapter focuses on taxes levied on main businesses; 
therefore, information about property taxes, such as inheritance and real estate acquisition taxes, which 
are levied when acquiring real estate, are omitted. Information for corporation is provided for SMEs 
with capital of less than 100 million yen and which are not 100% subsidiaries of companies with capital 
of 500 million yen or more.

2 Types of taxes

(1) For sole proprietorships

National taxes: Income tax, consumption tax
Local taxes: Local residence tax, enterprise tax, fixed property tax
　Income tax, residence tax (partial) and enterprise tax are levied on profit (income) after subtracting 
expenses from earnings. In other words, these taxes are levied only when a profit is earned, and they 
will not be levied when loss is incurred.
　When business is conducted as a corporation, the individual receives compensation from the 
corporation, and in this case, income tax is levied on the individual for the compensation received. 
Generally, tax withholding is levied based on monthly salary and year-end adjustments are made at the 
end of the year.
　Consumption tax is levied against the volume of business. As a rule, consumption tax paid out when 
purchasing merchandise (tax prepaid) is subtracted from the consumption tax received through sales 
to customers (tax received), and the remaining amount is paid to the government regardless of the 
business'profit or loss. Proprietors may select from either the standard or the simplified tax system. (To 
be described hereafter.)
　Fixed property tax is levied on the land, buildings, and depreciable assets that proprietors own.

(2) For corporations

National taxes: Corporate tax, Local corporate tax1, Consumption tax
Local taxes: Corporate residence tax, Corporate enterprise tax, Fixed property tax

1 Local corporate tax is a newly introduced tax effective for tax years commencing on or after October 1, 2014. 
Corporate taxpayers are obliged to file and pay the local corporate tax at a fixed rate of 4.4% of their corporate tax 
liabilities. The local corporate tax is categorized as national tax because its revenue becomes the nation's financial 
resources for the local allocation tax which is allocated to local governments. Accordingly, taxpayers are required 
to file and pay the local corporate tax to the nation based on the same requirements for filing and payment of the 
corporate tax.

Terminology

I.  Taxes and tax procedures according  
to business structure

1 Introduction



4

I. Taxes and tax procedures according to business structure  

　Corporate tax, local corporate tax, corporate residence tax (partial) and corporate enterprise tax 
(partial) are levied against profit (income) after subtracting expenses. In other words, these taxes are 
levied only when a profit is made, and they will not be levied when loss is incurred.
　Consumption tax is levied against the volume of business. As a rule, consumption tax paid out when 
purchasing merchandise (tax prepaid) is subtracted from the consumption tax received from customer 
sales (tax received), and the remaining amount is paid to the government regardless of business profit 
or loss. Corporations may select either the standard or simplified tax system. (To be described 
hereafter.)
　Fixed property tax is levied on the land, buildings, and depreciable assets corporations own.

3 Taxation method

(1) For sole proprietorships

⃝Taxes levied through self-assessment2: Income tax, Consumption tax
　Tax returns should be filed through the tax office that has jurisdiction over the taxpayer's address (or 
residence) by the announced due date, and payment should be made at the office. In addition, 
taxpayers have the choice of filing through the tax office that has jurisdiction over the business office.

⃝Taxes levied through official assessment3: Residence tax, Enterprise tax, Fixed property tax
　Make payment according to and by the due date indicated on the tax notice sent from the relevant 
tax office.

(2) For corporations

⃝ Taxes levied through self-assessment: Corporate tax, Local corporate tax, Corporate 
residence tax, Corporate enterprise tax, Consumption tax

　File tax returns through the tax office and prefectural/municipal office that have jurisdiction over the 
registered address of the business by the announced due date, and make payment at the office.

⃝Taxes levied through official assessment: Fixed property tax
　Make payment according to and by the due date indicated on the tax notice sent from the relevant 
tax office.

4 Due date for filing returns

(1) For sole proprietorships

　The business term (accounting period) for sole proprietorships is from January 1st to December 31st 
(calendar year taxation) of the relevant year, and the business term cannot be revised within the year.

⃝Income tax
　Tax returns must be filed by March 15th of the following year.
　Therefore, the due date for the filing of tax returns for the 2016 business term is March 15, 2017.

⃝Consumption tax
　Tax returns must be filed by March 31st of the following year.
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  I. Taxes and tax procedures according to business structure

2 Self-assessment taxation is a system where the tax amount is primarily determined through the filing of a tax 
return by each taxpayer. Taxes including corporate tax, consumption tax, income tax, inheritance tax and gift tax 
fall under this category.

3 Official assessment taxation is a system where the tax amount is determined by the nation or local governments, 
etc. and the taxpayer pays tax based on their notice. Taxes including fixed property tax, real estate acquisition tax 
and automobile tax fall under this category.

Terminology

　Therefore, the due date for the filing of tax returns for the 2016 business term is March 31, 2017.

(2) For corporations

　Corporations may freely select their business term (accounting period). The accounting period may 
be changed at mid-term with justifiable reason.

⃝Corporate tax, Local corporate tax, Corporate residence tax, Corporate enterprise tax
　Tax returns are filed within 2 months of the end of business term. However, stock companies 
(“Kabushiki-Kaisha”) with the notation in their articles of incorporation that their shareholders' meeting 
is to be held within 3 months of the end of business term may extend the filing due date by one 
month. This is based on the principle of final accounts, which states that tax returns should be filed 
based on financial statements approved at shareholders' meetings. Therefore, due date for filing the tax 
return in this case is within 3 months of the end of the business term. When the due date is extended, 
interest tax is levied for the extended period. Interest tax can be calculated into deductible expenses as 
interest paid.
　Because limited liability companies (“Godo-Kaisha”) are not required to hold general meetings, the 
above-described extension of the due date for tax return filing does not apply.

⃝Consumption tax
　Submit tax returns within 2 months of the end of business term. There are no extensions for 
consumption tax.
　The following is the annual schedule for the due dates for filing tax returns. (Fig. 1)

Fig. 1 Annual Schedule of Due Date, etc. for Filing Tax Returns

(1) For Sole Proprietorships

Business Year

[1] Due date for payment of withholding income tax (for the period from Jan to June of the relevant calendar 
year: under special condition of semiannual payment)

[2] Due date for payment of withholding income tax (for the period from July to Dec of the previous calendar 
year: under special condition of semiannual payment)

[3] Submission of Legal Record Total Table including Withholding Tax Certi�cate for earned income, etc.
(Total of income subject to withholding and withholding income tax in the previous calendar year)
Submission of Declaration of Depreciable Assets
(Declaration of depreciable assets owned as of Jan 1 of the current calendar year)

[4] Filing of tax returns for income tax and special income tax for reconstruction for the previous business 
year
Blue Return Account Statement for income tax for the previous business year (in case of blue return 
�ling)

[5] Filing of tax returns for national and local consumption taxes for the previous business year

[5][4][3][2][1]

3/303/151/311/2012/317/101/1
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I. Taxes and tax procedures according to business structure  

5 Tax rate

(1) For sole proprietorships

　The income tax rate is categorized into 7 levels, from 5% to 45%, and calculated on progressive tax 
rates4, with the exception of separate taxes5 (taxes levied when disposing land, buildings, stock, etc.). 
(See Fig. 2)

　For example, the tax on a taxable income of ¥5 million is as shown below:
 Income tax: ¥5,000,000 × 20% - ¥427,500＝¥572,500
(Any fraction of less than one hundred yen shall be rounded down.)
 Special income tax for reconstruction6: ¥572,500 × 2.1% ＝¥12,000
(Any fraction of less than one hundred yen shall be rounded down.)
　Residence tax is calculated in two parts: per income, taxed against income, and per capita levy, taxed 
uniformly for residents in the municipality. The standard tax rate is set for per income and per capita 

(2) For Corporations (whose business year ends at the end of March)

Business Year

[1] Due date for payment of withholding income tax (for the period from Jan to June of the relevant calendar 
year: under special condition of semiannual payment)

[2] Due date for payment of withholding income tax (for the period from July to Dec of the relevant calendar 
year: under special condition of semiannual payment)

[3] Submission of Legal Record Total Table including Withholding Tax Certi�cate for earned income, etc.
(Total of income subject to withholding and withholding income tax in the previous calendar year)
Submission of Declaration of Depreciable Assets
(Declaration of depreciable assets owned as of Jan 1 of the current calendar year)

[4] Filing of tax returns for national and local consumption taxes for the previous business year
[5] Filing of tax returns for corporate tax and local corporate tax for the previous business year

Filing of tax returns for corporate enterprise tax and corporate residence tax for the previous business 
year

[5]'Filing of tax returns for corporate tax and local corporate tax for the previous business year (in case of one 
month extension for �ling the corporate tax return)
Filing of tax returns for corporate enterprise tax and corporate residence tax for the previous business 
year (in case of a one month extension for �ling a corporate tax return)

[5]'[4]
[5]

[3][2][1]

6/305/311/311/20 3/317/104/1

Fig. 2 Quick Income Tax Calculation Table

＊ According to Japanese laws and ordinances as of April 1, 2016.
＊  Taxpayers are required to pay special income tax for reconstruction (2.1% of their income tax liabilities of the relevant year, 

in principle) in addition to income tax on income arising in the period from January 1, 2013 to December 31, 2037.

Taxable Income Tax Rate Amount of Deduction

¥1.95 million or less 5% ¥0

Over ¥1.95 million and ¥3.3 million or less 10% ¥97,500

Over ¥3.3 million and ¥6.95 million or less 20% ¥427,000

Over ¥6.95 million and ¥9 million or less 23% ¥636,000

Over ¥9 million and ¥18 million or less 33% ¥1,536,000

Over ¥18 million and ¥40 million or less 40% ¥2,796,000

Over ¥40 million 45% ¥4,796,000
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4 Progressive taxation is a method to tax income at a progressive tax rate (the tax rate increases as the taxable 
income increases). Examples include income tax and inheritance tax.

5 Separate taxation, which is applied to transfer income when disposing of land or building, or capital gains, etc., is a 
method to assess tax on certain income separately from income subject to aggregate taxation. Aggregate 
taxation is a method to assess tax on certain income by aggregating several kinds of income such as salary 
income, business income and real estate income, etc.

6 Special income tax for reconstruction is a newly introduced tax for reconstruction from the Great East Japan 
Earthquake. An additional 2.1% tax is imposed on all forms of income taxes on income arising in the period from 
January 1, 2013 to December 31, 2037.

Terminology

levy, which differ by municipality, and should be checked at the relevant municipal office. (See Fig. 3)

　Enterprise tax is levied on Class 1, 2 and 3 businesses. The standard tax rate is set for per income and 
per capita levy, which differ by municipality, and should be checked at the relevant municipal office. 
(See Fig. 4)

Fig. 3 Residence Tax Rate (Standard rate)

＊ According to Japanese laws and ordinances as of April 1, 2016.
＊  Tax rate per income differs by municipality. For the Tokyo Metropolitan Area, the prefectural residence tax rate is 4% while the municipal 

residence tax rate is 6%.
＊  Rate of per capita levy differs by municipality. For the Tokyo Metropolitan Area, the prefectural per capita levy is ¥1,500 while the municipal 

per capita levy is ¥3,500.
＊ Prefectural and municipal residence taxes are combined in the 23 wards of Tokyo.

Prefectural Residence Tax Municipal Residence Tax

Per income 4% 6%

Per capita levy (across-the-board) ¥1,000 ¥3,000

＊ According to Japanese laws and ordinances as of April 1, 2016.
＊ Tax rate differs by municipality.

Fig. 4 Enterprise Tax Rate (Standard rate)

Class Tax
Rate Type of Business

Class 1
Business 

(37)
5%

Merchandising Forwarding Restaurants Sightseeing park or place
Insurer Marina Food service Product dealer
Financing Warehousing Broker Real estate sales
Rental Parking Agency Advertising
Real estate rental Contracting Intermediary Private detective
Manufacturing Printing Wholesaler Guide
Power supply Publishing Money exchange Ceremony business
Quarrying Photographer Bathhouse (Sauna house) －
Telecommunication Rental room Entertainment －
Transportation Inn Pachinko or 

other gaming hall －
Class 2

Business 
(3)

4% Stock breeding Fisheries Firewood and charcoal 
production －

Class 3
Business 

(30)

5%

Doctor Notary public Design supervisor Bathhouse (Sento)
Dentist Patent attorney Real estate appraiser Dental hygienist
Pharmacist Tax accountant Designer Dental technician
Veterinarian Certified public accountant Master of various arts Surveyor

Lawyer Accountant Barber Land and house 
investigator

Judicial scrivener Social insurance 
consultant Beautician Maritime procedure 

agent
Administrative scrivener Consultant Cleaner Printing and processing

3% Massage, finger pressure therapy, acupuncture, moxibustion, judo-
osteopathy or any other therapeutic care, etc. Farrier
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(2) For corporations

　The corporate tax rate is 15% for the ¥8 million or less portion of the year's taxable income, and 23.4% 
on the portion exceeding ¥8 million. Corporate tax rate will be reduced. (See Fig. 5)

　Local corporate tax is assessed at a fixed rate of 4.4% of corporate tax.
　Corporate residence tax is calculated in two parts: per income, which is taxed against income, and 
per capita levy, which is taxed uniformly for residents of the municipality, both levied according to 
taxable income, amount of capital and number of employees. A standard tax rate is set for per income 
and per capita levy, which differs by municipality, and should be checked with the relevant municipal 
office. (See Fig. 6)

　Corporate enterprise tax is calculated per income, taxed against income; per value added, taxed 
against value added generated from business activities (i.e. salary or rent paid); and per capital, taxed 
against the amount of capital. For corporations with capital of ¥100 million or less, only per income tax 
is levied. The tax rate differs by municipality, and should be checked with the relevant municipal office. 
(See Fig. 7)

＊ According to Japanese laws and ordinances as of April 1, 2016.
＊ This table applies to a corporation with a number of employees in the relevant workplace, etc. of 50 or less.
＊ Tax rate per income and per capita levy differs by municipality.

Fig. 6 Corporate Residence Tax Rate and Per Capita Levy (Tokyo)

Per 
Income

End-of term Capital, etc.
¥10 million or less Over ¥10 million or ¥100 

million or less

Prefectural Tax Municipal Tax Prefectural Tax Municipal Tax

Corporate 
Tax

¥10 million or less 3.2%  9.7% 3.2%  9.7%

Over ¥10 million 4.2% 12.1% 4.2% 12.1%

Per Capita Levy (Annual Tax) ¥20,000 ¥50,000 ¥50,000 ¥130,000

Fig. 5 Corporate Tax Rate

＊  According to Japanese laws and ordinances as of April 1, 2016.
＊1  Whether the special rate of 15% will apply or not for a business year starting on or after April 1, 2017 will be determined at 

the time of revision of the relevant regulations in 2017.

Business year starting on or before 
March 31, 2016

Business year starting on 
or after April 1, 2016

Business year starting on 
or after April 1, 2017

Business year starting on 
or after April 1, 2018

Income of ¥8 
million or less per 
year

19%
15%

(Special Rate)

19%
15%

(Special Rate)

＊119% ＊119%

Income over ¥8 
million per year 23.9% 23.4% 23.2%

Fig. 7 Corporate Enterprise Tax Rate (Tokyo)

＊ According to Japanese laws and ordinances as of April 1, 2016.
＊  Tax rate differs by municipality.

Taxable Income Taxable Income Segment Rate of Corporate
Enterprise Tax

Rate of Special Local
Corporate Tax

¥25 million or 
less per year

Pe
r I

nc
om

e

¥4 million or less per year 3.4%

Corporate Tax 
Liabilities per income

× 43.2%

Over ¥4 million and ¥8 million or 
less per year 5.1%

Over ¥8 million per year 6.7%

Over ¥25 million 
per year

¥4 million or less per year 3.65%
Over ¥4 million and ¥8 million or 
less per year 5.465%

Over ¥8 million per year 7.18%
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(3) Consumption Tax
1) Determination of taxable and tax-exempt7 sales
　For either sole proprietorships or corporations, determination of whether their sales are taxable or 
tax-exempt differs depending on whether there is a base period*1 or not. If there is a base period and 
taxable sales in the base period are 10 million yen or less, liability to pay consumption tax will be 
exempted in general.
  However, the amendment of the Consumption Tax Law in June, 2011 made consumption tax liability 
not exempted if taxable sales in the specified period*2 exceeds 10 million yen, even when taxable sales 
in the base period are 10 million yen or less.
  In the case where there is no base period but taxable sales in the specified period exceed 10 million 
yen, consumption tax liability will also not be exempted.
  For corporations with capital of 10 million yen or more, consumption tax liability during two years 
from its foundation will not be exempted. (See Fig. 8)

*1  Base period means;  
For sole proprietors, a tax year two years prior to the relevant year.  
For corporations, a business year two years prior to the relevant business year.

*2 �Specified period means;  
For sole proprietors, the period from Jan 1 to June 30 in the previous year of the relevant tax year. 
For corporations, in principle, a 6-month period on or after the date when the previous business year commences.

7 For consumption tax purposes, tax-exempt transaction/sale is, among taxable transactions/sales, export sale/
transaction (in which, effects of consumption arise in foreign countries and it is therefore inappropriate to impose 
consumption tax). Particular examples include export of goods, international transportation, provision of service 
to proprietors located in foreign countries, etc. To be eligible for tax-exempt status, it is necessary to meet 
predetermined requirements.

Terminology

Fig. 8 Consumption Tax 1: Determination of Taxable and Tax-exempt Sales

Existing requirements of eligibility for tax-exempt status

Taxable Sales: ¥9 million
Taxable Sales: ¥25 million

[1] Jan 1, 2016 - Dec 31, 2016 [2] Jan 1, 2017 - Dec 31, 2017

Tax-exempt business entity

[3] Jan 1, 2018 - Dec 31, 2018

Taxable business entity

[4] Jan 1, 2019 - Dec 31, 2019

　A business owner whose taxable sales in a base period exceeds ¥10 million is deemed as a taxable 
business entity.

In addition to the above, the following requirements are introduced.

Taxable Sales: ¥9 million

Taxable Sales: ¥25 million

¥13 million ¥12 million

[Speci�ed period]

[1] Jan 1, 2016 - Dec 31, 2016 [2] Jan 1, 2017 - Dec 31, 2017

Taxable business entity

[3] Jan 1, 2018 - Dec 31, 2018

Taxable business entity

[4] Jan 1, 2019 - Dec 31, 2019

　If the taxable sales of a business owner during 6 months (specified period) of the tax period of [2] 
exceeds ¥10 million, such business owner is deemed as a taxable business entity in the tax period of [3].
　Taxable or tax-exempt can be determined based on the total amount of salary paid*3, etc. during the 
specified period, instead of the taxable income. A business owner may choose which criteria to use in 
determining whether their business is taxable or tax-exempt.
 
*3 Amount of salary paid, etc. means;

The total of salary and bonus paid during the specified period that are taxable for income tax purposes.
(Does not include accrued salary, etc.)
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Flowchart to determine a taxable/tax-exempt business entity

Taxable business entity
during the relevant period

Tax-exempt business entity
during the relevant period

[1] Are the taxable sales in the relevant tax period over ¥10 million?

[2] Did you submit an “Application for Choosing Consumption Tax Payer”?

[3] Are the taxable sales in the speci�ed period over ¥10 million?

No

No

No

Yes

Yes

Yes

The speci�ed period in cases where the previous business year is less than one year is di�erent from the 
example mentioned above. See below for more details.

The specified period for a sole proprietor is from Jan 1 to June 30. Therefore if they start business on 
March 1, their eligibility is determined based on taxable sales arising (or salary paid) during March 1 to 
June 30.
(If they start business during the period from July 1 to Dec 31, there is no specified period. So, they do not 
need to make a determination.)

6 months (Specified period)

The relevant year or the relevant
business year

Previous year or previous business year
(for the whole one year)

◯Specified period for sole proprietors, and corporations who have whole one year of previous business

Speci�c examples of speci�ed period

1. For sole proprietors, and corporations with whole one year of previous business
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◯Specified period for newly incorporated corporations (whose previous business is less than one whole year)

2. When the first business year is 8 months or more [Specified period applied] 

Established on May 1 Oct 31 Dec 31

The relevant business yearThe previous business year (8 months)

6 months (Specified period)

(6 months)
Established on May 15 Oct 31 Nov 14 Dec 31

The relevant business yearThe previous business year (7.5 months)

Established on June 1 Nov 30 Dec 31

The relevant business yearThe previous business year (7 months)

5.5 months (Specified period)

6 months

The date when the six-month period after establishment expires falls on Nov. 14. However, since the 
previous business year ended at the end of a month, the last day of the specified period falls on Oct 31, 
that is the last day of the month immediately prior to the expiration of the 6-month period. The specified 
period is, therefore, from May 15 to Oct 31 of the previous business year, and the determination of 
eligibility is made based on the taxable sales (or salary paid) during such period.

Although there are more than 6 months since establishment of the corporation until the end of the 
previous business year, as the previous business year is less than 7 months, such period is not deemed as 
a specified period. The corporation, therefore, does not need to determine its tax eligibility based on the 
taxable sales of the previous business year.

A corporation with capital or contributions of ¥10 million or more as of the date of commencing the 
business year is deemed to be a taxable business entity even if it is not determined to be a taxable 
business entity due to there being no specified period.

3. When the first business year is less than 8 months

A corporation that was established in the middle of a month and whose previous business 
year (7.5 months) ends at the end of a month. [Specified period applied]

When the first year is 7 months or less. [No specified period applied]
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2) Method of calculation
　There are two methods of calculating consumption tax: standard and simplified. Under the standard 
method, consumption tax is calculated by subtracting the consumption tax paid, when purchasing 
merchandize, from the consumption tax received through customer sales, and the remaining amount 
is paid to the government. For this reason, if the consumption tax paid when making the initial 
investment on facilities exceeds the consumption tax received from customer sales, submission of a 
consumption tax return may result in a refund. Tax-exempt business entities, however, cannot submit 
consumption tax returns, and so can choose becoming taxable payer to receive a consumption tax 
refund. Please note, however, that once decided to choose becoming taxable payer, it is not possible to 
change the status for 2 years. Therefore, the matter should be given sufficient consideration before 
choosing taxable payer. (See Fig. 9)

Tax-exemptDetermination

¥5 million
 (¥6 million for

the whole year)
Taxable

¥30 million

Tax-exempt

¥12 million

Taxable

¥15 millionTaxable Sales

¥3 million ¥2 million ¥11 million ¥1 million

Speci�ed
Period

Speci�ed
Period

Nov 30 Sep 30

1st Business
Year

2nd Business
Year

3rd Business
Year

4th Business
YearJun 1 Mar 31 Mar 31 Mar 31

A corporation with capital of ¥5 million (Business year ends in March)

TaxableDetermination

¥5 million
(¥6 million for

the whole year)

Taxable

¥30 million

Taxable

¥12 million

Tax-exempt

¥15 millionTaxable Sales

¥3 million ¥2 million ¥5 million ¥7 million

Speci�ed
Period

Speci�ed
Period

Nov 30 Sep 30

1st Business
Year

2nd Business
Year

3rd Business
Year

4th Business
YearJun 1 Mar 31 Mar 31 Mar 31

A corporation with capital of ¥15 million (Business year ends in March)
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　The simplified tax system of calculation can be selected by small businesses with taxable sales from 2 
years prior totaling 50 million yen or less. Under this method, consumption tax to be paid is calculated 
by multiplying the consumption tax received through customer sales (consumption tax received) by 
the deemed purchase ratio. The deemed purchase ratio is set up in detail according to business type; 
however, businesses selecting the simplified tax system will always incur tax payment and there will 
never be a refund. For this reason, if the consumption tax on the initial investment clearly exceeds the 
consumption tax received, the simplified tax system may be disadvantageous. Please give careful 
consideration to the decision. If the simplified tax system is selected, the business is required to calculate 
consumption tax under the simplified method for at least two years. Please also take note of this point.

　Below is an example of consumption tax calculated using both the standard and simplified tax 
systems for comparison.

　Business type: Sundry wholesaler (deemed purchase ratio 90%)
　Taxable business for current term
　Annual sales: ¥30 million
　Total of annual purchase amount and expenses: ¥24 million

1. According to the standard tax system
　(A) Consumption tax received
　　¥30 million × 8% ＝ ¥2.4 million
　(B) Prepaid consumption tax
　　¥24 million × 8% ＝ ¥1.92 million
　(C) Consumption tax to be paid
　　(A)－(B) ＝ ¥480,000
2. According to the simplified tax system
　(A) Consumption tax received
　　¥30 million × 8% ＝ ¥2.4 million
　(B) Prepaid consumption tax
　　¥2.4 million × 90% (deemed purchase ratio)＝ ¥2.16 million
　(C) Consumption tax to be paid
　　(A)－(B) ＝ ¥240,000

Fig. 9 Consumption Tax 2: Calculating Consumption Tax

If selected taxable

Determination
based on the criteria

Product Costs

Taxable Payment

¥15 million

¥20 million

Tax-exempt

¥12 million

¥15 million

Tax-exempt

¥10 million

¥12 million

Tax-exempt

¥20 million

¥8 millionNet Sales

4th Business
Year

3rd Business
Year

2nd Business
Year

1st Business
Year

A corporation with capital of ¥5 million

¥400,000

¥1,600,000
¥1,200,000

Calculation of Consumption Tax

Consumption tax payment (refund)

Consumption tax received
Consumption tax prepaid

Oct 1 Mar 31 Mar 31 Mar 31

(Net sales during the speci�ed
period is ¥6 million)

(¥960,000)

¥640,000
¥1,600,000

¥160,000

¥960,000
¥800,000

¥240,000

¥1,200,000
¥960,000

Taxable
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　In the above case, it would be advantageous to select the simplified tax system. Keep in mind that 
the deemed purchase ratio differs according to business type. The calculation method also differs for 
companies operating more than one business type.

6 Notification of commencement of business

(1) For sole proprietorships

　An individual who commences their business needs to submit the following application forms.
　An explanation and the due date of submission for each application form is as follows.

Fig. 10  Application Forms for Income Tax and Withholding Tax Required for Individuals to Submit 
When Commencing Business and their Due Dates.

＊ When conducting business within the 23 wards of Tokyo, submission of this form to a municipal office is not required.
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for Approval of filing 
Blue Income Tax 
Return

When applying for blue return filing
(Various benefits are available when 
choosing blue return filing)
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Return Taxpayers
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(2) For corporations

　A corporation which commences its business needs to submit the following application forms.
　An explanation and the due date of submission for each application form is as follows.

　Application Forms are available on the National Tax Agency website.
　URL: http://www.nta.go.jp/tetsuzuki/shinsei/teishutsujiki/periodList.htm
　Application Forms with explanations in English
　URL: https://www.nta.go.jp/foreign_language/Guidelines.htm

＊ When conducting business within the 23 wards of Tokyo, submission of this form to a municipal office is not required.

Destination 
to Submit Tax Form, etc. Description Due date, etc.
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When applying for blue return filing
(Various benefits are available when 
choosing blue return filing)

Date immediately before the following 
[1] or [2], whichever comes first;
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[2] Closing date of the first business 
year
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Special Provision for 
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Date for Filing a Final 
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may arise if its articles of incorporation 
provide that the shareholder's meeting is 
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establishment, relocation or closure
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Approval Made 
in Relation to the 
Special Provision 
for Due Dates for 
Withholding Income 
Tax

When a salary payer/employer whose 
employees are always fewer than 10 
persons wishes to be entitled to special 
provisions for payment of withholding 
income tax semiannually

At any time (A salary payer who has 
submitted this application becomes 
eligible for these special provisions 
from withholding tax payments from 2 
months after the month of application 
if they do not receive any notice of 
dismissal from the relevant tax office)
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Notification of 
Corporation 
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When establishing a corporation Within 2 months after the date of 
establishment

Application/Filing for 
Extension of the Due 
Date for Filing Final 
Tax Returns

When a corporation wishes to extend the 
due date for filing its final tax return if unable 
to submit it within the predetermined due 
date. (This situation may arise if its articles of 
incorporation provide that the shareholder's 
meeting is scheduled within three months 
of the end of the business year, etc.)

Closing Date of the business year for 
which a corporation wishes to extend 
the due date for the first time
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Notification of 
Corporation 
Establishment

When establishing a corporation Within 2 months after the date of 
establishment

Copy of “Application 
for Special Provision 
for Extension of the 
Due Date for Filing a 
Final Return Form” for 
corporate tax (with 
“received” seal)

When a corporation wishes to extend the 
due date for filing its final tax return if unable 
to submit it within the predetermined due 
date. (This situation may arise if its articles of 
incorporation provide that the shareholder's 
meeting is scheduled within three months 
of the end of the business year, etc.)

Closing Date of the business year for 
which a corporation wishes to extend 
the due date for the first time

Fig. 11  Application Forms for Corporate Tax, Local Taxes and Withholding Tax Required for 
Corporations to Submit When Commencing Business and their Due Dates
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7 Benefits of the blue return filing

　Proprietors or corporations can select either the blue or white form return. Use of the blue return 
filing provides favorable tax treatment; however, it requires that accounting ledgers are kept.
　The blue return filing is advantageous for sole proprietors; however, limited management resources 
and the time required for paperwork may counter the advantage. For corporations, on the other hand, 
it is desirable to use the blue return filing in view of business relations and social responsibility. Here are 
the major advantages of selecting to file a blue return. (See Fig. 12)

(1) For sole proprietorships

⃝Special deduction for blue return filing
　A special deduction of ¥650,000 is granted from income when ledgers, such as journals, general 
ledgers, cash journals, bank books, fixed asset ledgers, etc., are kept, and balance sheets and P&L 
statements are prepared based on these ledgers and attached to the return form. (Special deduction of 
¥100,000 for simplified ledgers.)

⃝Family employees' salaries of blue return taxpayers
　The salaries of spouses and other family members, aged 15 and above, sharing livelihood with a blue 
return taxpayer and who were paid salaries for the work performed in the business of the blue return 
taxpayer, may be included in the business expenses within the appropriate range noted in the 
application and notification of change regarding family employees' salaries of blue return taxpayer 
submitted to the Tax Office.

⃝Carry-forward deduction and carry-back refund of net loss
　When there is a loss in business profit, and a net loss is incurred after settlement of profit and loss 
with other income, said loss can be carried forward for the period of three years starting from the 
subsequent year with the loss deducted from the income each year. (See Fig. 13)
　In addition, if a proprietor filed a blue return for the previous year, they may be entitled to a tax 
refund of income tax by carrying back the current year's net loss to the previous year instead of 
carrying it over.

Fig. 12 Benefits of Blue Return Filing

Sole Proprietorship Corporation

Special deduction for blue 
return filing ¥100,000 or ¥650,000 Non-applicable

Payment of salaries to family 
employees

Applicable (notification of family 
employees' salaries of blue return 
taxpayers required)

Applicable regardless of 
blue return filing

Loss carried forward 3 years 9 years

Loss carried back Applicable Applicable 
(with certain limitations)
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(2) For corporations

⃝Loss carried forward
　Loss incurred in business year can be carried forward and deducted from income for a period 
extending for 9 years starting from the subsequent business year. (See Fig. 12, Fig. 13)
　For corporate tax purposes, loss means a deficit arising when expenses (loss) exceeds sales (profit). 
Loss incurred in a certain business year can be set off against the profit (taxable income) of the next year.

8 Determination of resident and non-resident classification

　Individuals are categorized as residents or non-residents according to whether or not they possess a 
domicile in Japan, or continue to reside in Japan for more than one year. Residents are also categorized 
as permanent or non-permanent according to whether they hold Japanese citizenship, or if they have 
had an address or domicile in Japan for a total of 5 years within the past 10 years.
　These categories are unrelated to residence status. Individuals who do not hold a resident status of 
“Permanent Resident” may fall into the permanent resident category for tax purposes. (See Fig. 14)

Fig. 13 Deduction of Loss (Net Loss) Carried Forward

Income ¥5 million
¥3 million

¥2 million

Current term

－ ¥2 million

Previous term

* Corporation submitting application for blue return �ling

Loss from previous term: ¥2 million Corporate income tax for current term:
(Current income ¥5 million － 
loss from previous term ¥2 million)
× Corporate tax rate 15% ＝ ¥450,000

Fig. 14 Determination of Resident Status

In the past 10 years, is the total period 
when you have had an address or 
domicile in Japan more than 5 years?

No

Resident

Non-permanent Resident

Non-resident

Permanent
Resident

Permanent resident / Non-permanent resident

Yes

Yes

No

No

Do you have an address 
in Japan?

Do you have Japanese 
citizenship?

Resident / Non-resident

*Address…The location of individual's life determined by the core location of the individual's life
 Domicile…Not the core location of the individual's life, but the location where the individual actually resides.

Have you had a domicile in 
Japan for a consecutive 
period of one year or more?

No

Yes

Yes
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(1) Residents

　Residents are those who have address in Japan, or who have resided continuously in Japan for one 
year or more, and residents are categorized into permanent or non-permanent residency.

　1) Non-permanent residents
　 Non-permanent residents are residents who do not possess Japanese citizenship but who have 

had an address or residence in Japan for a period for a total of 5 years or less in the past 10 years. 
Therefore, individuals with Japanese citizenship are never categorized as non-permanent 
residents.

2) Permanent residents
　�Permanent residents are individuals other than non-permanent residents. Individuals falling into 

this category are those holding Japanese citizenship and individuals who have had an address or 
domicile in Japan for a period totaling more than 5 years in the past 10 years.

(2) Non-residents

　Non-residents are individuals not falling into the resident category. These are individuals who do not 
have an address or domicile in Japan, or who do not have an address and whose period of domicile in 
Japan is less than one year.]

9 Range of taxable income according to resident status

　The range of taxable income differs according to resident status (permanent resident, non-
permanent resident, non-resident). (See Fig. 15)

Fig. 15 Range of Taxable Income According to Resident Status

 Income category

Resident status

Japan source income Overseas source income

Paid in 
Japan

Paid 
overseas

Paid in 
Japan

Paid overseas

Portion remitted 
to Japan

Portion not 
remitted to Japan

Resident

Permanent 
Resident Taxable

Non-permanent 
Residents Taxable Non taxable8

Non-residents Taxable Non taxable
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(1) Permanent residents

　All income is taxable. Foreign nationals falling under permanent resident status are taxed for all 
income including Japan-source income and overseas-source income, which is income earned 
throughout the world.
　Japan-source income, stated here, is income earned in Japan, such as income gained through 
business in Japan or salary received from a company in Japan. Income received for working in Japan, 
even if paid through a parent company located overseas, is considered Japan-source income and 
taxable in Japan.
　Overseas-source income is income other than Japan-source income. One example of such income is 
income gained through real estate in an overseas location.

(2) Non-permanent residents

　Taxable income for non-permanent residents is all Japan-source income and overseas-source 
income paid in Japan or remitted from overseas.

(3) Non-residents

　Only Japan-source income is taxed. In such case, the method of taxation differs by type of income 
and whether or not the individual possesses a permanent establishment9. Income tax for nonresidents 
is determined on a case-by-case basis according to the rules and regulations set forth in tax treaties10.

8 Non-taxable transaction means a transaction on which consumption tax is not levied because it is far from the 
concept of consumption or improper to be the subject of consumption tax according to social norms. Examples 
include transfer of land, leasing houses and apartments, and medical care under the social insurance system, etc.

 Non-taxed transaction means a transaction that is out of the range of consumption tax, which is supposed to 
apply to the transfer of property with compensation performed by a proprietor in Japan and import transactions. 
Examples of non-taxed transactions are transactions arising in foreign countries, donations and gifts with no 
compensation and equity dividends, etc.

9 There are three type of permanent establishments (PEs) in Japan; i) Branch PE such as a branch, business office, 
etc., ii) Construction PE that has performed construction work exceeding one year and iii) Agency PE having the 
authority to store and deliver its own products and receive orders. Determination of PEs is made not based on 
structure but on the actual business situation.

10 Tax treaty is a treaty entered into for transactions between Japan and any foreign country to promote investment 
and economic exchanges between both countries. To be precise, it includes provisions to exclude double taxation 
and to prevent tax evasion.

Terminology
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My Number system for foreigners

column

　The My Number system, also known as the Social Security and Tax Number System, is designed to 
enable the accurate identification that personal information kept in more than one organization belongs 
to any one individual for predetermined purposes such as tax and social security. My Number is issued to 
foreigners who are registered as resident in Japan. They will also be given their notification card. Since My 
Number is necessary for tax or social insurance procedures etc., My Number holders are required to 
present it especially in the following situations.

(1) For Salaried Employees

　Salaried employees may be required to submit an “Application for (Change in) Exemption for 
Dependents of Employment Income Earner., etc. for Salaried Employees” to employers in order for them 
to prepare a statement of earnings for earned income (certifying the total salary paid by employers in a 
given year). Salaried employees need to fill in the necessary items including name, address, My Number, 
etc. of the application and submit it to their employers.

Application Form for (Change in) Exemption for Dependents of Employment Income Earner., etc. for Salaried 
Employees (provisional translation)
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column

(2) For Sole Proprietorships

　Proprietors may be required to present their My Number to business partners in order for them to 
prepare a payment record (certifying the total payment received from a relevant business partner in a 
given year). Payment records that are sent by a business partner at the end of the year are necessary 
when proprietors file a tax return. My Number as well as the name and address, etc. of a proprietor should 
be mentioned in the payment record.

(3) Others

　My Number holders are required to present their My Number to a competent pension service office 
when applying for employees' pension benefits as well as to securities companies or insurance 
companies, etc. depending on the transaction.

Payment Record Form (provisional translation)
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1 Introduction

　When a corporation is to commence business, a company is established with capital contributed by 
individuals or foreign companies for the advance into Japan. The business structures of foreign-
affiliated companies commencing business in Japan may be one of the following: 1) a representative 
office, 2) a branch office, or 3) a local subsidiary. Local subsidiary here means a foreign-capitalized 
Japanese company. A representative office is convenient in that business registration is not required; 
however, its business activities are limited to supplementary operations, such as the collection of 
information and the transmission of sales conditions, which may not be favorable for foreign-affiliated 
companies wishing to actively expand their business in Japan. Therefore, companies that are planning 
the active expansion of business in Japan generally establish a branch office or local subsidiary. The 
features of these business structures are described and compared below, and the advantages and 
disadvantages of each are explained.

2 Representative offices

(1) Outline

　Representative offices do not require business registration, which means that they do not hold 
corporate status. As a rule there is no tax associated with business conducted through a representative 
office; however business activities are restricted to the role of liaison with the headquarters. Specific 
operations representative offices are permitted to engage in are as follows:

1)  Advertising, PR, information collection, market research, and other supplementary or preparatory 
tasks

2) Purchasing resources to be used by the headquarters
3) Storing resources for the headquarters

(2) Sales activities

　Representative offices cannot engage in sales activities. The only tasks representative offices are 
allowed to perform are provision of information to clients, the announcement of sales prices and 
conditions according to the headquarters policy, and exploration of potential sales opportunities in 
Japan (For example, advertising, PR, market research, etc.).
　Should activities of the representative office extend beyond the above-noted limitations, the office 
would be considered a permanent establishment and all business activities conducted at the office 
would be subject to taxation.
　Therefore, representative offices do not have the authority to negotiate or conclude contracts with 
sales agents or customers. This does not mean that the representative office may be involved in 
business negotiations as long as contracts are concluded with the headquarters. All discussion during 
contract negotiations must be between the headquarters and the client without the involvement of 
the representative office. (See Fig. 16)

II.  Business structure for foreign-affiliated 
companies entering Japan
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　As described above, if a company plans for its office in Japan to engage in sales activities, it is not 
suitable to establish a representative office when entering into Japan.

(3) Purchasing activities

　The purchase of merchandise presents no problem related to the status of permanent 
establishments; therefore, such activity can be performed by a representative office. However, 
representative offices can only purchase merchandise intended for use at the headquarters.
　For this reason, if, for example, a representative office in Japan were to ship merchandise to its 
headquarters and said merchandise were then sold directly to customers in Japan, the representative 
office would be seen as engaging in sales activity in Japan in violation of the conditions of its 
permanent establishment status. Care is required to avoid such circumstances. (See Fig. 17)

Fig. 16 Sales Activities at a Representative Office

Overseas

Japan

All contracts and negotiations made
between headquarters and clients

Headquarters

Representative O�ce

Sales activity prohibited

Clients

Fig. 17 Purchasing Activities at a Representative Office (Case needing attention)

Overseas

Japan

[3] Sell goods purchased via [2]

Headquarters

Representative O�ce

Suppliers

Clients

[1] Purchase
goods

[2] Ship [1] to
headquarters
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(4) Remittance of operation funds

　Operation funds for the management of representative offices must be remitted from the country in 
which the parent company is headquartered. However, as it stands, it is difficult to open a bank account 
in the name of a non-resident for use as the receiving account for said remittance. In such case, a bank 
account for receipt of remittances is opened in the name of a representative office employee (resident).

(5) Representative office employee salaries

　Salaries for representative office employees may be paid either by the representative or 
headquarters. Regardless of whether the representative office or the headquarters pays the salaries, 
however, they are considered Japan-source income and subject to taxation in Japan.

(6) Other practical points to remember

　To avoid any misunderstanding that the representative office is a permanent establishment, it is 
recommended that “representative office” be printed on business cards.

3 Branch offices

(1) Outline

　Branch offices and the headquarters are considered to be the same business entity, and, therefore, 
the branch office of any company established in and under the laws of a foreign country is considered 
to be a foreign company. Under the Commercial Registration Act, branch offices are required to register 
the establishment of business. Furthermore, branch offices are considered an inward investment, and 
they are required to submit advance notification or ex-post facto report to the ministry which has 
jurisdiction over the business type. Taxation of branch office business activities in Japan is, as a rule, the 
same as Japanese companies (Domestic companies); however, there exist several issues specific to 
branch offices.

(2) Structure

　Generally, branch office business activity involves the Buy-Sell approach. Under the Buy-Sell 
approach, in the case of wholesale and retail businesses, the branch office purchases merchandise 
from the headquarters for sale directly to customers in Japan. For service businesses, the branch office 
provides service to Japanese customers under the name of the branch office and expenses incurred 
through the provision of services are accounted for as costs.
　When the Buy-Sell approach is taken, caution is required when determining transaction prices 
between the headquarters and branch offices. It is necessary to set appropriate purchase prices in line 
with the manufacturing costs in the country of production. If purchase prices are set at markedly 
different levels, the company exposes itself to a higher risk of being subject to transfer pricing 
taxation11. (See Fig. 18)
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11 Transfer pricing taxation is a system designed to prevent tax avoidance, under which any cross border transaction 
at a transaction price divergent from the arm's length price (generally accepted transaction price) made between 
multinational companies is subject to taxation with regard to the difference between the arm's length price and 
the transaction price.

Terminology

　Other than the Buy-Sell approach, there is the Service Fee approach (Cost-Plus approach). Under the 
Service Fee approach the branch office charges service fees to the headquarters. The service fee 
represents expenses incurred by a branch office for business activity in Japan. Usually a fixed 
percentage fee (normally about 5～10%) is added to this and the amount is declared as a sale for 
accounting purposes. When this method is applied, the Japanese branch office may only conduct 
supplementary activities. To be specific, the branch office is limited to activities such as market research 
(marketing), information collecting, advertising, and maintenance of sold merchandise. The branch 
office then charges a fee comprising expenses incurred and a fixed percentage for services provided in 
Japan. Under the branch office business structure, a significant amount of service fees results in internal 
profit. Considered from the perspective of accounting, this method may be less advantageous.
(See Fig. 19)

Fig. 18 Buy-Sell Approach

[4] Sell

[1] Accept order

[2] Place order[3] Purchase

Overseas

Japan

Parent Company
(Headquarters)

Local Subsidiary
(Branch O�ce) Clients

Fig. 19 Service Fee Approach

Overseas

Japan

All contracts and negotiations made
between headquarters and clients

Sales activity prohibited

Parent Company
(Headquarters)

Local Subsidiary
(Branch O�ce) Clients

Restricted to supplementary activities, such as market surveys (marketing), 
information gathering, advertising, maintenance of sold goods, etc.

Payment of service fee
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(3) Corporate image

　Japanese clients tend to view local subsidiaries more favorably than they do branch offices. Credit 
screening12, for example, which is often part of new-contract negotiations, especially with large 
companies, tends to be much stricter for branch offices, which are considered foreign companies, than 
for local subsidiaries.

(4) Hiring employees

　Local subsidiaries often have an advantage over branch offices when it comes to recruiting 
employees. Companies that have established a firm position in the Japanese market after decades of 
doing business through branch offices in Japan, however, are likely to have built up an advantage in 
hiring.

(5) Profit and loss

　When loss is incurred at a branch office, the headquarters can combine it in its accounts to reduce 
tax burden. On the other hand, branch office profits are taxed in Japan as well as combined in the 
headquarters books and taxed in the country where the headquarters is located.
　Application for foreign tax credit13, which exempts the headquarters from being taxed on profits 
already taxed in Japan, mitigates the potential for double taxation.

(6) Capital

　A branch office has no capital independent of the headquarters. Operating funds are remitted from 
the headquarters for use in business activities.

(7) Corporate residence tax per capita levy

　Corporate residence tax per capita levy is based on the capital of the headquarters and the number 
of employees at the branch office; thus the larger the capital of the headquarters, the larger the per 
capita levy. The headquarters capital is determined by the middle rate (TTM ─ telegraphic transfer 
middle rate) at the end of the term, converted to yen. Corporate residence tax per capita levy is taxed 
even if the branch office is loss position.

(8) Pro forma standard taxation14

　If capital of the headquarters at the end of the fiscal year exceeds 100 million yen when converted to 
Japanese currency, tax is assessed according to the size of the business as a part of corporate enterprise 
tax. Specifically, tax is based on capital rate (amount of capital, etc. × 0.4%) and added value (total of 
salaries accounted for by branch offices, amount of interest paid and amount of rent paid with some 
adjustments × 0.96%), which may result in significantly high tax. Since its assessment will be based on 
the size of business of the headquarters, tax will be levied even if the branch office is in loss position.

(9) Debt loan

　The number of commercial banks that extend loan for foreign corporations is limited, which makes it 
more difficult for branch offices to obtain loans than it is for local subsidiaries. In addition, there is a 
restriction for deductible expenses which are paid for loans made by the headquarters.
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(10) Collection of receivables15

12 Credit screening is the assessment by financial institutions, etc. of individuals or entities regarding their repayment 
capacity when lending loans to them. Screening criteria vary depending on the financial institution. In general, 
determination is made based on the general business situation and performance of such individuals and/or 
entities.

13 Foreign tax credit is a system introduced to prevent double taxation. Since Japan has applied the worldwide 
unitary taxation system, any and all income arising in foreign countries is taxable in Japan. On the other hand, as 
income arising in a foreign country is subject to taxation in such country, such income is double-taxed both in the 
foreign country and in Japan. In this context, the application for foreign tax credit system has been introduced to 
prevent such double taxation.

14 Pro forma standard taxation is a kind of corporate enterprise tax system. Corporations with capital of 100 million 
yen or more are subject to this tax even if they are in loss position. In particular, tax is assessed based on value 
representing the size of a company such as capital as well as salaries and/or rent paid, etc.

15 Receivables mean the amount of money for goods or services that have already been sold or provided but have 
not been paid for. In case of continuous transactions, receivables may be aggregated and collected at one time 
on a monthly basis.

Terminology

　If a business wishes not to hold excessive funds at branch offices, payment for sales through branch 
offices can be deposited directly into the headquarters bank account. In such cases, however, branch 
offices need to keep track of payments and need to maintain contact with the headquarters to track 
payments received.

(11) Transfer of expenses

　It is possible for the headquarters to handle payments due on behalf of branch offices. In such cases, 
while there is a need to cross-check the headquarters and branch office accounts, there is no need to 
settle between the headquarters and branch offices.
　Further, expenses incurred at the headquarters originating at branch offices in Japan, can be 
included as expenses in the branch office accounts. However, appropriate allocation of expenses 
incurred for all branch offices spread throughout the world, which branch offices in Japan are expected 
to share, becomes an issue. If allocated under reasonable criteria, such expenses can be included in 
branch office accounts.
　Some of the criteria for appropriate allocation are the share of income contributed by branch offices 
in Japan in relation to total income from offices worldwide, the ratio of expenses incurred by branch 
offices in Japan in relation to total expenses incurred by offices worldwide, and the percentage of 
employees at branch offices in Japan in relation to offices worldwide.

(12) Payment by Japanese customers and tax withholdings

　For real estate and consulting businesses with rental income or compensation from Japanese 
customers, 20.42% of tax withholdings and Special income tax for reconstruction may be subtracted 
from the billing amount if no procedure is taken. For example, ¥795,800 is deposited on account for a 
payment in the amount of ¥1,000,000. This is based on the Income Tax Act, which stipulates that 
20.42% of a payment must be withheld as real estate rental and consulting fees (payment for provision 
of human resources) for foreign corporations.
　Branch offices may submit an application for a “Certificate of Exemption from Tax Withholding for 
Foreign Corporations and Non-residents” to the authorized Tax Office and present the approved 
certificate to the Japanese customers. Branch offices must submit applications annually to the relevant 
Tax Office. There are other forms of income that may require withholding. These should be checked in 
advance.
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(13) Division of profit

　Profit gained at branch offices can be remitted to the headquarters as needed. This is considered a 
transfer of funds within a company, which does not fall into dividend distribution; therefore, tax need 
not be withheld at the time of remittance.

(14) Payment of salaries to non-residents

　When payment of salary is to be made to a non-resident employee for work performed in Japan, as a 
rule, 20.42% of tax withholdings and Special income tax for reconstruction must be subtracted from 
the payment. Salaries paid by the headquarters are also considered payments from the branch office, 
which requires the branch office to withhold 20.42% for income tax.
　If the taxpayer is a citizen of a country that is party to a tax treaty with Japan and qualifies as a non-
taxable payer for short-term stay, tax withholding may be unnecessary depending on the length of stay 
in Japan. Specifically, determination is made in consideration of the individual's nationality, length of 
stay, conditions of work in Japan, and the party responsible for payment of salary.
　For example, an individual employed at the headquarters of a company headquartered in China 
who is assigned to a branch office in Japan on a 5-month contract and whose salary is deposited 
directly into his/her account by the headquarters without involving the branch would fall under the 
category of non-taxable payer for short-term stay. In this case the relevant individual's tax does not 
need to be withheld in Japan.

4 Local subsidiaries

(1) Legal status

　Local subsidiaries are separate corporations from their parent companies established under 
Japanese law. As such, they are treated as domestic companies and, therefore, taxed the same as 
Japanese companies.

(2) Structure

　Local subsidiaries take either a Buy-Sell (See Fig. 18) or Service Fee approach (See Fig. 19).
　Accounting methods and taxation when the company takes a Buy-Sell approach are the same as 
with the branch office structure; however, when a parent company in an overseas location sells 
merchandizes to its Japanese subsidiary, note that an arm's length price (acceptable price for 
transactions between two independent entities) should be used as the transaction price.
　When the local subsidiary's activities are restricted to supplementing the parent company's business 
activities, such as market research (marketing), information gathering, advertising, and maintenance of 
sold merchandises, the Service Fee approach can be adopted. The Service Fee approach cannot be 
adopted when the local subsidiary is conducting sales activities (including the provision of service).

(3) Corporate image

　Japanese clients tend to see local subsidiaries more favorably than they do branch offices. For credit 
screening, subsidiaries are treated in the same way as other local companies are, and there is no 
disadvantage in being a foreign-affiliated company in terms of screening.
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(4) Hiring employees

　Subsidiaries have a greater advantage than branch offices when it comes to recruiting employees.

(5) Capital

　Under Japan's Companies Act, it is possible to establish a subsidiary with capital of 1 yen. However, 
until profit from sales can be gained, it is desirable to hold several million yen as operating funds.

(6) Profit and loss

　When loss is incurred by local subsidiaries, the loss cannot be combined in the parent company's 
accounts. On the other hand, local subsidiaries pay tax on their profits, which are not reflected in the 
parent company's accounts. This alleviates the need to apply for foreign tax credit to avoid double 
taxation.

(7) Corporate residence tax per capita levy

　This tax is based on the capital of the local subsidiary and the number of employees. Companies 
with capital of 10 million yen or less and 50 or fewer employees may hold the tax to the minimum of 
70,000 yen per year. The per capita portion of corporate residence tax is levied even when local 
subsidiaries are in loss position.

(8) Pro forma standard taxation

　This is not taxable if the capital of local subsidiary is 100 million or less. Parent company capital is 
irrelevant.

(9) Debt loan

　Local subsidiaries are treated the same as Japanese companies; therefore, it is relatively easier for 
local subsidiaries to receive loans from banks compared with branch offices. Interest on loans from a 
parent company can be accounted as expenses for local subsidiaries. Thin capitalization rule16, however, 
applies (Interest paid for portion of loan in amounts exceeding three times the capital cannot be 
deductible expenses.).

(10) Collection of receivables

　Even if a parent company wishes not to keep excessive funds in the local subsidiary, all payments for 
sales must be deposited into the subsidiary's bank account. Should a customer deposit payment 
directly into the parent company's account, it would be considered a donation to the parent company 
or dividend, and such payment could be non-deductible expenses under the local subsidiary. (It is 
deductible expenses under the accounting policy; however, it is non-deductible expenses under the 
tax policy.) If the payment is regarded as a dividend, there is further risk of it being pointed out that the 
company has neglected to withhold tax from the dividend.

16 Thin capitalization taxation is a rule introduced to prevent tax avoidance, which limits the deductibility of interest 
expenses in certain cases where, for example, a Japanese subsidiary of a foreign company, which is in need of 
funds, takes out a loan from the parent company overseas instead of receiving investment from it.

Terminology
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(11) Allocation of expenses

　It is possible for the parent company to handle payment due to local subsidiaries; however, such 
payment must be settled at a later date. If settlement is neglected, there will be a risk that such 
payment will be considered as donated profit and seen as taxable income by the tax authorities. The 
same is true for local subsidiaries that make payments on behalf of the parent company which they fail 
to settle at a later date; namely, the amount will be considered as a donation and cannot be included 
as expenses.
　Furthermore, as a rule, subsidiaries and related companies are not allowed to report common 
expenses. Only when it can be proven that such expenses were incurred in the process of gaining 
profit specifically for the local subsidiary, such expense can be allocated to local subsidiary. In other 
words, greater caution is required for allocation of expense to local subsidiaries than to branch offices. 
For this reason, normally contracts for the allocation of expenses are entered, and local subsidiaries 
should request the provision of service in advance based on the terms of such contracts. Because the 
subsidiary and parent company are different corporations, expenses should be allocated to the entity 
that has actually incurred them.

(12) Payment by Japanese customers and tax withholdings

　The entire invoiced amount of real estate rental and consultation fees will be deposited into the 
account. Unlike the branch office structure, tax need not be withheld from the payment, making the 
procedure simple.

(13) Division of profit

　When profit earned by local subsidiaries is remitted to a parent company, such deposit is seen as a 
dividend and, as a rule, 20.42% of the dividend is withheld as tax (tax withholdings and special income 
tax for reconstruction). In the case of corporations in countries that have a tax treaty with Japan, 
however, submission of an “Application Form for Income Tax Convention” to the relevant tax office 
before the payment of the dividend would reduce the amount of withholding tax. For example, if 
parent company (a US corporation) wholly owns the local subsidiary, withholding tax involving 
dividend against the US corporation will be exempted according to Japan-U.S. Tax Treaty. When 
withholding tax is exempted, an “Attachment Form for Limitation of Benefits” must be submitted along 
with the “Application Form for Income Tax Convention”. Dividend payment is remitted upon approval at 
the shareholder's meeting.

(14) Payment of salary to non-residents

　As a rule, 20.42% of tax withholdings and special income tax for reconstruction must be subtracted 
from salaries paid to non-resident employees working in Japan. However, if the salary is paid to the 
employee by the parent company, unlike branch offices, local subsidiaries need not withhold 20.42% 
tax.
　If the taxpayer is a citizen of a country that is a party to a Japanese tax treaty and qualifies as a non-
taxable payer for short-term stay, tax withholding may be unnecessary depending on the length of stay 
in Japan. Specifically, determination is made in consideration of the individual's nationality, length of 
stay, conditions of work in Japan, and the party responsible for payment of salary.
　For example, an individual employed at the parent company of a company headquartered in China 
who is assigned to a subsidiary in Japan on a 5-month contract and whose salary is deposited directly 
into his/her account by the parent company without involving the subsidiary would fall under the 
category of non-taxable payer for short-term stay. In this case the relevant individual's tax does not 
need to be withheld in Japan.
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5 Summary

　Points described in II. 2～4 are listed below:
*In the case of a company with capital of less than 500 million yen and a local subsidiary with capital of 10 million yen.

Fig. 20 

Branch office Local subsidiary

Legal status Foreign corporation Japanese corporation

Structure Buy-Sell Approach
(Service Fee Approach)

Buy-Sell Approach and Service Fee 
Approach

Corporate image More difficult to be accepted than 
a local subsidiary

Easier to be accepted than a 
branch office

Hiring employees More difficult than a local 
subsidiary Easier than a branch office

Capital Capital of the headquarters From 1 yen

Profit gained at branch 
office or subsidiary

Taxed in Japan, and to be 
combined with the headquarters 
accounts
Avoid double taxation with
foreign tax credit

Taxed only in Japan
Foreign tax credit not necessary

Loss incurred at branch 
office or subsidiary

Able to combine with the 
headquarters accounts

Unable to combine with parent 
company accounts

Corporate residence tax 
per capita levy

Affected by the headquarters 
capital According to capital

Pro forma standard 
taxation

Subject to taxation if the 
headquarters' capital is 100 million 
yen or higher

Not subject to taxation if capital is 
under 100 million yen

Debt loans More difficult to obtain loans than 
a local subsidiary

Easier to obtain loan
than a branch office

Recovery of receivables Possible to remit directly to the 
headquarters bank account

Need to deposit into the local 
subsidiary bank account

Allocation of expenses Easier compared to a local 
subsidiary

More difficult compared to a 
branch office

Payments by Japanese 
customers and tax 
withholding

Tax may be withheld Tax not withheld

Division of profits Possible to remit to the 
headquarters as needed

Remit as dividend (in some cases 
tax withholding is required)

Payment of salary to non-
residents

20.42% tax withholding may be 
required by a branch office

No need to withhold tax by a local 
subsidiary
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6 Conclusion

　Foreign-capital companies may advance into Japan in the form of representative offices, branch 
offices or local subsidiaries, all of which having advantages and disadvantages. Companies should 
determine which form to adopt after giving careful consideration to the kind and content of business 
activities the company wishes to conduct, fund procurement and remittance method, range of 
business negotiations, etc. It is most common for foreign-capital companies to begin with 
representative offices then establish a local subsidiary when the potential for business becomes clearer. 
The handling of business with non-residents differs depending on the country of the client and the 
party shouldering the final expense, so the tax treaty of the relevant country needs to be checked for 
each transaction.
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If he receives a salary from the new company (salary income);
　�His salary is taxed in Japan. The new company withholds income tax from his monthly salary 

based on a salary calculation and pays withholding tax twice a year.
　The new company will make a year-end tax adjustment at the end of the year.
�The new company will file a tax return for corporate tax, local taxes (corporate residence tax, 
corporate enterprise tax), and consumption tax, if applicable.

The new company will pay a salary to its employees.
　�The new company withholds income tax from the employee's monthly salary 

based on a salary calculation and pays withholding tax twice a year.
　The new company will make a year-end tax adjustment at the end of the year.

▪ �Mr. A has Thai nationality and has been living in Japan for 4 years.
▪ �He is currently working at a Japanese company.
▪ �He plans to establish a company importing and selling Thai products in Japan with 

his friend who is living in Thailand.
▪ �He expects to receive financial contributions from his father who is also living in 

Thailand.
▪ �If the business of the new company goes well, he is going to hire 

some employees in Japan.

What type of tax will Mr. A have to pay?

Mr. A's resident status: Non-permanent resident

While he is working at a Japanese company

After establishing a new company

After hiring employees

He receives a salary from the Japanese company.
　His salary is taxed in Japan.
　　The Japanese company makes a year-end tax adjustment.

　The following are explanatory scenarios that can help you understand tax flow in Japan.

Mr. A

friend

father

Explanatory Scenarios

Case 1
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▪ �Mr. B is dispatched from a spice processing and sales company located in India to Japan 
to begin some market research.

▪ �While he works as an employee at the representative office of the spice company, his 
salary is paid by the head office in India.

▪ �After one year, the Indian spice company will establish a local subsidiary in Japan to 
conduct full-fledged sales activities in Japan. From that point, the salary of Mr. B will be 
paid by the local subsidiary.

 When his residence status is “Temporary Visitor” or even when he has another status but actually only 
stays for a short time, it is difficult for Mr. B to open a bank account either in the name of the 
representative office or in the name of Mr. B himself (due to regulations of the Foreign Exchange and 
Foreign Trade Act). In that case it may be difficult for the representative office to actually pay a salary 
to Mr. B.
Therefore, his salary is paid by the head office in India.
His salary for his work in Japan is taxed in Japan (according to the laws of Japan).
　He needs to file an income tax return in Japan.

 If, however, he only stays and works in Japan for 183 days or less per year, his salary will not be taxed 
in Japan (according to the Income Tax Convention between Japan and India).

Mr. B

What types of taxes will Mr. B have to pay?

Mr. B's resident status: Non-resident

Headquarters

Representative O�ce

Mr. B

Overseas

Japan

Case 2

While he is working at the representative office
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Mr. B's resident status: Non-permanent resident

Headquarters

Local Subsidiary

Overseas

Japan

Mr. B

If he receives a salary from the local subsidiary (salary income);
　His salary is taxed in Japan.

The local subsidiary withholds income tax from his monthly salary based on a salary calculation 
and pays withholding tax twice a year.
The local subsidiary will make a year-end tax adjustment at the end of the year.

The local subsidiary will file a tax return for corporate tax, local taxes (corporate residence tax, 
corporate enterprise tax), and consumption tax, if applicable.

After establishing a local subsidiary
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　I manage a company in my home country. Now I have a plan to sell products imported 
from my company to the Japanese market. If I establish a new company in Japan to sell 
the products, what structure do you recommend?

Q1.

　If you import products from your own country and sell them to Japanese customers, 
this means that you are engaged in sales activities in Japan. In such a case, it is 
recommended to establish a local subsidiary. It is usual to establish either a stock company 
(Kabushiki-Kaisha) or a limited liability company (Godo-Kaisha).

A

　You may pay labor costs and expenses for procurement or export procedures of the 
products as a Service Fee to your friend living in your home country. If you intend to pay 
these fees on an ongoing basis, it would be better to enter into a service agreement with 
your friend, which mentions the necessary terms and conditions such as workplace, scope 
of work, payment terms and amount, and pay the Service Fee based on the agreement.

A

　There is no difference in tax status with regard to transactions arising in the course of 
ordinary business activities, even if either your parents in your home country as an 
individual or their company as a corporation make an investment in your newly 
established company in Japan.

A

　You plan to open a sales office of a company that is managed by your family in your 
home country. This means you will establish a Japanese branch of a foreign company. In 
that case, you need to follow procedures including registration as a branch office of a 
foreign company.

A

　Now I live in Japan. I plan to import products from my home country. My friend living 
there will help me in procuring the products and handling the export procedures. How 
should I deal with his salary and expenses? Or in what way should I remit these amounts 
overseas to him?

Q2.

　I am now studying at a university in Japan as a foreign student. After graduating from 
the university, I am going to start a business in Japan. My parents, who still live in my 
home country and run a company there, will fund me. Is there any difference if they make 
their investment as an individual or as a corporation?

Q3.

　Currently I work at a Japanese company in Japan. I own a company in my home country 
and now my family is managing it. When I open its branch office in Japan and serve as its 
representative, what procedures do I need to take?

Q4.

Q & A
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III. Reference

Fig. 21 List of Contacts for Inquiries

Institutes/Organizations URL Outline

1. Taxes

National Tax Agency

http://www.nta.go.jp/
Laws and procedures for 
national taxes, etc.

http://www.nta.go.jp/tetsuzuki/shinsei/
teishutsujiki/periodList.htm

https://www.nta.go.jp/foreign_language/
Guidelines.htm　(English Website)

Forms for national taxes

National Tax Agency 
Regional Offices

https://www.nta.go.jp/shiraberu/sodan/
sodanshitsu/9200.htm

Tax information desk

Bureau of Taxation at each 
Prefectural Government

http://www.tax.metro.tokyo.jp/index.html

Laws and procedures for 
local taxes, etc. (The Tokyo 
Metropolitan Government 
Bureau of Taxation)

2. Consultation for Investment in Japan

Manufactured Imports 
and Investment Promotion 
Organization (MIPRO)

http://www.mipro.or.jp/
http://www.mipro.or.jp/english/　(English 
Website)

Consultation for 
investments into Japan

Japan External Trade 
Organization (JETRO)

http://www.jetro.go.jp/indexj.html
https://www.jetro.go.jp/en/　(English 
Website)

Consultation for 
investments into Japan
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Fig. 22 Japanese-English Vocabulary List

Japanese English

源泉徴収 withholding

源泉所得税 withholding income tax

年末調整 year-end adjustment

仮受消費税（預った消費税） consumption tax received

仮払消費税（払った消費税） prepaid consumption tax

簡易課税方式 simplified tax system

申告納税方式 self-assessment taxation

賦課課税方式 official assessment taxation

定款 articles of incorporation

株主総会 shareholders' meeting

累進課税 progressive taxation

所得割 per income levy

均等割 per capita levy

外形標準課税 pro forma standard taxation

みなし仕入れ率 deemed purchase ratio

青色申告 blue return

青色専従者給与 family employees of blue return taxpayer

確定申告書 final tax return

繰越欠損金 loss carried forward

欠損金の繰戻し loss carried back

特別控除 special tax deduction

国内源泉所得 Japan sourse income

国外源泉所得 overseas sourse income

恒久的施設 permanent establishment

駐在員事務所 representative office

支店 branch office

移転価格税制 transfer pricing taxation

外国税額控除 foreign tax credit

短期滞在者免税 non-taxable payer for short-term stay

独立企業間価格 arm's length price

過少資本税制 thin capitalization rule
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67 treaties and others; 107 countries and regions (as of January 1, 2017)

Ireland
U.K.
Italy
Austria
Netherlands
Switzerland
Sweden
Spain
Slovakia

Czech Republic
Denmark
Germany
Norway
Hungary
Finland
France
Bulgaria
Belgium

Portugal
Poland
Luxembourg
Romania
Guernsey (*)
Jersey (*)
Isle of Man (*)
Liechtenstein (*)

Iceland
Albania
Andorra
Estonia

Cyprus
Greece
Croatia
San Marino

Slovenia
Malta
Latvia
Lithuania

Europe (38)

Chile
Brazil
Mexico

Bahamas (*)
Bermuda (*)

Cayman Islands (*)
British Virgin Islands (*)

Argentina
Uruguay
Costa Rica
Colombia

Saint Christopher and Nevis
Saint Vincent and the Grenadines 
Barbados
Belize

Central and South America (15)

Azerbaijan
Armenia
Ukraine
Uzbekistan
Kazakhstan
Kirghiz

Georgia
Tajikistan
Turkmenistan
Belarus
Moldova
Russia

Russia and Newly
Independent States (12)

India
Indonesia
Korea
Singapore
Sri Lanka
Thailand

China
Pakistan
Bangladesh
Philippines
Brunei
Vietnam

Hong Kong
Malaysia
Macao (*)
Taiwan (Note 3)

Asia (16)
U.S. Canada

North America (2)
United Arab Emirates
Israel
Oman
Qatar
Kuwait
Saudi Arabia
Turkey

Middle East (7)

Egypt
Zambia

South Africa

Uganda
Ghana
Cameroon

Seychelles
Senegal
Tunisia

Nigeria
Mauritius

Africa (11)

Australia
New Zealand

Fiji
Samoa (*)

Nauru Niue

Oceania (6)　

(Convention on Mutual Administrative Assistance in 
Tax Matters only)

(Convention on Mutual Administrative 
Assistance in Tax Matters only)

(Convention on Mutual Administrative 
Assistance in Tax Matters only)

(Convention on Mutual Administrative Assistance in 
Tax Matters only)

(Note 1)   The number of treaties does not match the number of countries and regions because the Convention on Mutual Administrative Assistance in Tax 
Matters is a multilateral treaty and treaties with the former Soviet Union and the former Czechoslovakia have been transmitted to a multiple number 
of countries.

(Note 2)   The breakdown of the number of treaties and countries and regions is as follows:
・ Treaties mainly for the purpose of avoiding double taxation and responding to tax evasion, tax avoidance, etc. (i.e. Tax Conventions): 55 treaties, 66 

countries and regions
・ Treaties mainly for the purpose of exchanging tax information (i.e. Tax Information Exchange Agreements): 10 treaties, 10 countries and regions 

(marked with (*) in the chart above)
・ The Convention on Mutual Administrative Assistance in Tax Matters: a total of 75 contracting countries excluding Japan (whose names are 

underlined in the chart above), of which 30 countries do not have a bilateral treaty with Japan
・ Japan-Taiwan private-sector tax agreement: 1 treaty, 1 region

(Note 3)   As for Taiwan, a private-sector agreement between the Japan-Taiwan Exchange Association (Japanese side) and the Association of East Asian 
Relations (Taiwan side) coupled with legislation to put the agreement into action in Japan has built a framework equivalent to a tax convention.

See "Japan's Tax Treaty Network" Ministry of Finance website
http://www.mof.go.jp/english/tax_policy/tax_conventions/international_182.htm

Appendix: Japan's Tax Treaty Network



Inquiries for Trading and Starting Businesses
TEL. 03-3989-5151 FAX. 03-3590-7585

Open weekdays 10:30 AM - 4:30 PM
http://www.mipro.or.jp/

In compiling this Guidebook, MIPRO paid full attention and endeavored to provide 
accurate information based on the latest data. However, when you actually undergo 
the relevant procedures, you are recommended to confirm the necessary 
documents and matters at a competent public agency or consult with a certified 
tax accountant or other expert.
Please note that MIPRO will not be responsible for any damages directly or indirectly 
caused through the use of the information or matters contained herein.

*Unauthorized reproduction of this publication is prohibited.
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