
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.

99 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.

99 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.

99 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.”

99 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.

99 Tenacious clarification performed during 
tax audits
In EY’s experience, because cross-border 
donations and transfer pricing regulations 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.

Examples of donation-taxation reported in the news 
media (the tip of the iceberg)
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Purchased raw materials from 
an overseas subsidiary at 
higher-than-market prices. 
Treated as falsification or 
concealment. (August 2016)

JPY120 
million

Unrecorded interest from 
loans provided to an 
overseas subsidiary were 
recognized as concealment 
of income. (October 2015)

JPY74 
million

Payment to a parent company 
for administrative service 
expenses was denied because 
the contents of those services 
was unclear. (August 2010)

JPY47 
billion

Support provided without compensation 
to several overseas subsidiaries, 
including expenses such as fees for sales 
promotions and advertisements, labor 
and technology, were recognized as 
donations. Further, with regards to a 
portion of overseas business 
entertainment expenses, the entity was 
determined to have maliciously 
concealed income through the 
attribution of a portion of those expenses 
to other categories. (May 2014)

JPY10 
billion

Assumed expenses that 
an overseas subsidiary 
should have assumed. The 
expenses were determined 
to be donations which, 
undertaken with the aim 
of financial support, could 
not be recorded as 
expenses. (July 2012)

JPY500 
million

Lowered the sales price during 
transactions with a Chinese 
subsidiary. This was recognized 
as an act undertaken with the 
objective of supporting the 
subsidiary. A portion 
amounting to JPY700 million 
was determined to have been 
an intentional shifting of 
profits. (August 2010)

JPY12 
million

Sale of a portion of products 
at cheaper-than-normal 
prices was recognized as 
donation, the portion of 
which (JPY1.2 billion) was 
recognized as concealment 
of income. (July 2015)

JPY10.3 
billion

Sold products to an overseas subsidiary 
at a cheaper-than-normal price. A 
portion amounting to JPY1.6 billion was 
determined to be falsification or 
concealment. (July 2012)

JPY7.4 
billion

Intentionally lowered the sales 
price of products to an 
overseas subsidiary, and, 
furthermore, provided 
compensation for foreign 
exchange losses. Determined 
to be falsification or 
concealment (February 2012)

JPY22 
billion

(USD1=JPY112, as of 28 September 2017)
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Domain of cross-border donations

Recognizing and mitigating the risk of cross-border donation taxation

Domain of transfer pricing taxation 
(Macro view)

Key countermeasures
1.	 Consistency with transfer pricing rules and policies
2.	 Consistency with the content of agreements
3.	 Establishment of rules for the processing of expenses
4.	 Creation and storage of evidence
5.	 Tenacious clarification performed during tax audits

Inventory assets
(price fluctuations)

Provision of services
(without compensation)

Assumption of 
expenses

Reception or 
payment of royalties

Transfer 
pricing 
audit

Domain of the taxation of donations 
(Micro view)

Ordinary 
corporate 

tax  
audits

Your 
company

Foreign 
related parties

(overseas 
subsidiaries, 
parent entity, 

etc.)

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

1. 
Visitation schedule

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.

2. 
Interview

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.

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

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.

During aggressive audits, 
tenacious clarification 
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’s cross-border donation services process

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.

EY will present a plan 
customized to match the 
needs and circumstances 
of your company, with 
emphasis on key 
countermeasures.

3. 
Discussion

4.
Execution of an agreement

5.
Dialog with your company

6.
Presentation of a plan

7. 
Report

8. 
Presence during audits


