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7 Learn about "International Taxation"

a International Taxation Systems

The international taxation system is a mechanism to adjust tax procedures for
corporations and individuals which engage in cross-border economic activities. The
coordination and clarification of international tax rules are important for economic
activities and governments. Therefore, designing Japan's international taxation
system reflects international discussions.

A recent major international effort is the BEPS (Base Erosion and Profit
Shifting) Project. In order to achieve a level playing field, the Project aims to
prevent multinational enterprises from engaging in BEPS. The OECD has been
taking the lead of the Project collaborating with countries including Japan. The
major nations endorsed the package of measures developed under the Project
in October 2015, and now it has been increasingly inclusive with approximately
140 jurisdictions participating.

As the background of the BEPS project, the fiscal situation deteriorated after the
economic downturn in 2008, which led governments to ask for greater burden on

ordinary citizens, who got frustrated at tax avoidance by multinational enterprises

exploiting gaps between national and international taxation rules. Currently, member

countries of the Project are revising their own tax systems and international tax treaties
consistent with the project.

Problems with BEPS

Multinational enterprises minimize their tax burden by taking

advantage of gaps between national and international tax rules

§

§

o Taxpayers increasingly feel
unfairness and lose their trust in the
tax system itself.

o The loss of tax revenue leads to
fiscal deterioration.

o The lack of fund for social security,
public investment and other
necessary expenditure.

Individuals

o Individual taxpayers who cannot
easily cross borders are forced to
bear greater tax burden.

o Corporations who are not engaging in
BEPS can put themselves at a competitive
disadvantage. This harms fair competition.
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e |f a parent company sets a price higher than the normal transaction
price to a subsidiary in a country with a lower tax rate, the parent
company gains less income than the case with the normal transaction
price. (A country with a higher tax rate loses tax revenue, and the
company's profits are transferred to a country with a lower tax rate.)

e The shifted profit is taxed in the country with the lower tax rate, allowing

the related company to reduce tax burden.




e Tax Conventions

Japan has concluded tax conventions with other jurisdictions to eliminate double
taxation and promote investment and economic exchanges with those jurisdictions.

Tax conventions provide the measures against international tax avoidance and the
avoidance of tax collection through a framework for cooperation between tax authorities
including exchange of information on taxpayers and mutual assistance in the collection
of unpaid taxes.

Japan holds 79 taxation treaties with 143 countries and regions as of June 1, 2021.

Japan’s Tax Convention Network Ministry of Finance Japan
{79 conventions, etc. applicable to 143 jurisdictions; as of June 1, 2021) (see notes 12and2)
[Russia and New Independent States (12)| ———
p
Armenia Georgia Moldova Turkmenistan the Caribbean (34)
Austria Luxemburg Azerbaijan Kazakhstan Russia Ukraine
Belgium Netherlands Belarus Kyrgyz Tajikistan Uzbekistan Brazil
Bulgaria Norway Canada
Croatia Poland Chile
Czech Republic ~ Portugal Ecuat_jor
Denmark Romania Jam_alca
Estonia Slovakia Mexico
Finland Slovenia Peru
France Spain United States
Germany Sweden Bahamas (*)
Hungary Switzerland
Iceland United Kingdom B
Ireland Cay
Italy Panama (*)
Latvia Jersey (%) (No bilateral convention with Japan)
Lithuania Liechtenstein (*) Anguilla
(No bilateral convention with Japan) Antigua and Barbuda
Albania Greenland Aruba
Andorra Malta Argentina
Bosnia and Herzegovina ~ Monaco Barbados
Montenegro Belize
North Macedonia Colombia
San Marino CostaRica
Serbia @ Tax conventions . ‘ Curacao
- @ Tax information exchange agreements Dominica
@ Convention on Mutual Administrative Assistance in Dominican Republic
I} Tax Matters (No bilateral convention)
@ Private-sector tax arrangement with Taiwan %
Egypt Zamla Guatemala
South Africa Montserrat
(No bilateral convention with Japan) || lsrael Saudi Arabia || Australia Fiji Malaysia Singapore  Vietnam Saint Christopher and Nevis
Cabo Verde ~ Namibia Kuwait Turkey Bangladesh Hong Kong New Zealand ~ Korea Magao (*) Saint Lucia
Cameroon Nigeria Oman United Arab Emirates || Brunei India Pakistan SriLanka  Samoa (*) Sint Maarten
Ghana Senegal Qatar China Indonesia Philippines Thailand ~ Taiwan (see note 3)||  Saint Vincent and the Grenadines
Kenya Seychelles (No bilateral convention with Japan) || (No bilateral convention with Japan) Turks and Caicos Islands
Mauritius Tunisia Bahrain Lebanon Cook Islands Mongolia ~ New Caledonia Vanuatu Uruguay
Morocco Uganda Marshall Islands  Nauru Niue
(MNote 1) Since the C. ion on Mutual Admini ive Assk in Tax Matters is a multilateral convention, and the tax conventions with the former Soviet Union and with the former
Czechoslovakia were succeeded by more than one jurisdiction, the numbsers of jurisdictions do not correspond to those of tax conventions, etc.
(Note 2) The of the of ions, etc. and jurisdicti is as follows:
# Tax convention (a convention principally for the elimination of double taxation and the prevention of tax evasion and avoi 66 i pp to 75 juri
+ Tax information exch g (a lon principally for the exchange of inf ion ding tax %11 { applicable to 11 jurisdictions (These jurisdict
are marked with (*) above),
- C tion on Mutual Admini: Assi: in Tax Matters; Entered into force by 111 jurisdictions (not including Japan) (These juri: ions are ined above) and i to
120 jurisdictions due to the ion of the application of the C ion (Jurisdictions to which the C jon is d are underfined above with dotted lines). 56 jurisdictions

out of 129 do not have a bilateral convention with Japan.
= Private-sector tax arrangement with Taiwan; 1 jurisdiction
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