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Taxation on donations brings about double-
taxation, and is a high-cost tax which can cause
effective tax rates to increase even on a
consolidated basis (and it is difficult to eliminate
such double taxation through mutual agreement
procedures), although EY has won numerous such
victories during the audits it has handled in the
past.

v" Consistency with transfer pricing rules
and policies
Insufficient clarification of “price adjustment for
the purpose of transfer pricing"” leads to the risk
of costly taxation of donations.

v" Consistency with the content of
agreements
Insufficient clarification of the “relationship
between the agreement and actual transactions”
leads to the risk of costly taxation of donations.

v Establishment of rules for the
processing of expenses
Processing structures not matching the laws and
circulars are thought to be responsible for a
sizable ratio of the cases in which “large
amounts of costs related to the same type of
items are denied during every audit.”

v" Creation and storage of evidence
With regards to factual findings relating to
donations, the retention of objective documents
(evidence) showing that activities from several
years prior did not constitute “a provision of
benefits" becomes extremely important during
tax audits.

v Tenacious clarification performed during
tax audits
In EY's experience, because cross-border
donations and transfer pricing requlations have
an extremely close relationship, preparing for
and responding to tax audits in consideration of
the relationship to transfer pricing policy is an
important key factor.

Recognizing and
mitigating the risk of
cross-border donation
taxation

Ernst & Young Tax Co.
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Examples of donation-taxation reported in the news
media (the tip of the iceberq)
Sold products to an overseas subsidiary
: at a cheaper-than-normal price. A .
::I:::rss:sriwug;t;?als from portion amounting to JPY1.6 billion was Int.entlonally lowered the sales
y at . I price of products to an

higher-than-market prices. determined to be falsification or overseas subsidiary, and
Treated as falsification or concealment. (July 2012) ! furthermore, provid’ed ’
concealment. (August 2016) compensation for foreign

\. J PY7'4 exchange losses. Determined
Unrecorded interest from JPY120 billion ./' to be falsification or
loans provided to an million J PY 12 concealment (February 2012)
overseas subsidiary were million
recognized as concealment J PY74 Lowered the sales price during
of income. (October 2015) million JPY22 transactions with a Chinese

illi subsidiary. This was recognized

Sale of a portion of products J PY 10.3 billion .\. as an act undertaken with the
at cheaper-than-normal billion JPYA4T7 objective of supporting the
prices was recognized as billion subsidiary. A portion
donation, the portion of J PY 10 amounting to JPY700 million
which (JPY1.2 billion) was billion J PYSOO was determined to have been
recognized as concealment million an intentional shifting of
of income. (July 2015) \ profits. (August 2010)
Support provided without compensation Assumed expenses that Payment to a parent company
to several overseas subsidiaries, an overseas subsidiary for administrative service
including expenses such as fees for sales should have assumed. The expenses was denied because
promotions and advertisements, labor expenses were determined the contents of those services
and technology, were recognized as to be donations which, was unclear. (August 2010)
donations. Further, with regards to a undertaken with the aim
portion of overseas business of financial support, could
entertainment expenses, the entity was not be recorded as
determined to have maliciously expenses. (July 2012)

concealed income through the
attribution of a portion of those expenses
to other categories. (May 2014)

(USD1=JPY112, as of 28 September 2017)
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Domain of transfer pricing taxation
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. Consistency with transfer pricing rules and policies

. Consistency with the content of agreements

. Establishment of rules for the processing of expenses
. Creation and storage of evidence

. Tenacious clarification performed during tax audits

EY's cross-border donation services process

1

Visitation schedule

After an inquiry to EY, we
will make arrangements
for EY to visit your
company (or for your
company to visit to EY)

8.

Presence during audits

During aggressive audits,
tenacious clarification

2.

Interview

During the visit, we will
conduct an interview
covering the current
circumstances of your
company, its needs, and
the contents of past tax
audits, etc.

7.
Report

3.

Discussion

Following the interview,
and in consideration of
key countermeasures, EY
will create a plan
consisting of necessary
items for your company,
and discuss the contents
with your company.

6.

Presentation of a plan

—

4.

Execution of an agreement

Following the discussion and
signing of a contract, EY will
begin providing a series of
services starting with meetings
to determine a detailed
schedule.

5

Dialog with your company

during tax audits (including
explanations as to why
transactions are not
falsification or concealment)
are also important factors.
EY will be presence during
audits as needed to clarify
your company'’s position.

EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we
deliver help build trust and confidence in the capital
markets and in economies the world over. We develop
outstanding leaders who team to deliver on our
promises to all of our stakeholders. In so doing, we play
a critical role in building a better working world for our
people, for our clients and for our communities.

EY refers to the global organization and/or one or
more of the member firms of Ernst & Young Global
Limited, each of which is a separate legal entity.

Ernst & Young Global Limited, a UK company limited by
guarantee, does not provide services to clients.

For more information about our organization, please
visit ey.com.

EY will hold reports
and Q&A sessions for
the departments at
your company which
require it, in order to
facilitate the smooth
implementation of
the plan.

emphasis on key
countermeasures.

About EY's Tax services

EY's tax professionals in Japan provide you with deep
technical knowledge, both global and local, combined
with practical, commercial and industry experience.
Our highly regarded tax professionals operate in four
major cities in Japan. Our talented people, consistent
methodologies and unwavering commitment to quality
service help you to build the strong compliance and
reporting foundations and sustainable tax strategies
that help your business succeed.

© 2017 Ernst & Young Tax Co.
All Rights Reserved.

Japan Tax SCORE 20171012. ED None.

EY will present a plan
customized to match the
needs and circumstances
of your company, with

Through dialog with your
company for the provision of
services by EY to your
company, EY will dig deep into
the details of donation-related
issues.

This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer to
your advisors for specific advice.

www.eytax.jp

Contact

Comments or inquiries regarding this
service may be directed to Brand,
Marketing and Communications.
tax.knowledge®@jp.ey.com

Recognizing and mitigating the risk of cross-border donation taxation



