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» All cross-border transactions should be dealt with under transfer pricing
legislation and not under domestic corporate tax rules relating to donations
» Consistency between transfer pricing methodology for audit assessment and
methodology used in Advanced Pricing Agreement
e Tax authorities to accept and process applications for tax rulings and tax law to
provide for right to request and obtain tax ruling

< Background >

The new rule limiting interest deduction to 50% of taxable income (after adjustments
for interest and depreciation) under the proposed Tax Reform 2012 will curb foreign
investment into Japan as it will cause double taxation of interest income in both the
foreign investor’'s home country as well as in Japan. It will also create a burdensome
need for local refinance in Japan in turbulent financial markets.
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Recommendations from both European and
Japanese industries to the EU

WP-D /#11/EJ to E Issues to be mindful of when proceeding with reform

Amongst the prevailing credit crisis in Europe the trend to tighten the regulations on
financial institutions and to decrease the fiscal debt might be useful to avoid the
foreseeable future’s possible financial crisis. However, in the perspectives of coping
with today’s crisis, it might not only be least effective, but worsen the current situation.
The European governments should cautiously make a decision when and how to
introduce tighter regulations in order to minimize potential economic slowdown.

WP-D/#12/ EJ to E Solvency margin requlation

e With respect to “Reinsurance” among three areas to be assessed, Japan
received equivalence determination from the European Insurance and
Occupational Pensions Authority (EIOPA).

* In the meantime, concerning the remaining areas, “Group supervision” and
* Group solvency”, assessment procedures expected to continue until 2015
should be conducted constructively

Some progress has been seen for this recommendation.

< Background >
The EIOPA’s advice published in October 2011 was that Japan meets the criteria for
equivalence with certain caveats.

WP-D/#13/EJ to E Tax issues in the EU

Establish a tax system which will enable companies conducting business in the EU to
enjoy fully the benefits of the Single Market. In particular,

» Introduce a common consolidated corporate tax base as soon as possible.

» Amend the Merger Directive (Directive 90/434/EEC) to cover the transfer of
real estate and other intangible assets in reorganisation and to abolish the
requirements in certain Member States to maintain the holding of shares
received in exchange of contributed assets for a specified number of years

» Exemption from penalties related to non-compliance with documentation
requirements and transfer pricing adjustments, and from interest related to
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adjustments if a company submits an EU TPD in good faith and in a timely

manner
» Simplify and harmonise the VAT system to enable centralised VAT
accounting in a cost-efficient manner.

WP-D /#14 | EJ to E Tax on Financial Transaction

The BRT insists that EU should not introduce tax on financial transactions. If EU
might introduce the tax on financial transactions, it would not only harm the potential
growth rate of GDP, investors may execute its transactions on bonds/
equities/derivatives in the non-EU countries, instead of EU member countries.

EU governments should also bear in mind that the tax on financial transaction may
cause a lot of burden in the transaction through IT system, which could give a similar
bad effect in the markets. As this could reduce the market liquidity, it is likely that
market volatility would rather become bigger.

< Background >

The European Commission announced proposals on 28 September 2011 to impose
a Financial Transaction Tax on financial instruments between financial institutions
when at least one party to the transaction is located in the EU

= Chargeability: Moment when the financial transaction occurs. Cancellation
will not be considered as a reason to not charge the tax, except in cases of
errors

» Rates: Shares and bonds taxed at 0.1 percent, derivatives taxed at 0.01
percent

» Exemptions: The European Financial Stability Facility, central counterparties
(CCPs), and central securities depositories (CSDs) are exempt, although
their counterparties would not enjoy an exemption. The ECB, European
agencies and national central banks would be out of scope completely

* Implementation: If approved by the EU institutions, the tax would be
effective from 1 January 2014
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