





Table of Contents

PART I

PARTII

PART Il

PART IV

PART V

INTRODUCTION
1. About JTAX
2. JTAX Management
3. JTAX Services
a. Services Overview
b. Entity Establishment Services

JTAX SERVICES TO JAPAN REPRESENTATIVE OFFICES
Introduction to JTAX Japan Incorporation Services

ABOUT JAPAN REPRESENTATIVE OFFICES
1. What is a Japan Representative Office?
2. Why Establish a Representative Office in Japan?
3. Permitted Activities for a Japan Representative Office
a. Introduction
b. General Scope
c. Scope Under Japanese Domestic Law
d. Scope Under a Double Tax Treaty (“DTA”)

~l

[

13
13
14

4. Miscellaneous Issues Affecting Japan Representative Offices 16

a. Visa lssues
b. Bank Accounts

TAXATION OF JAPAN REPRESENTATIVE OFFICES
1. Taxation of Japan Representative Offices

a. General Position

b. Tax Risks

c. Annual Risk Review
2. Taxation of the Japan Representative

b. Introduction

c. Japanese Individual Tax Returns

d. Tax Planning for the Japan Representative

KEY DECISIONS BEFORE ESTABLISHING A JAPAN
REPRESENTATIVE OFFICE

1. Identify a Japan Representative

2. Identify a Foreign Head Office

3. Address / Office for the Japan Representative Office

19

20

22

23
23

JTAX | Guide to Setting Up A Japan Representative Office



PART VI STEPS AND TIMING TO ESTABLISH A JAPAN

REPRESENTATIVE OFFICE
1. Overview of Steps to Establish a Japan Representative 26
Office
2. Time to Establish 27
PART VII FILING AND REPORTING REQUIREMENTS
1. Overview of Filing and Reporting Requirements 29
2. Filings with the Japanese Tax Authorities 29
3. Filings with the Japanese Social Insurance Office 30
4. Filings with the Japanese Labor Insurance Office 31
PART VI CONTACT US
JTAX | Guide to Setting Up A Japan Representative Office | 4









JTAX | Guide to Setting Up A Japan Representative Office



JTAX ‘ R TRUCTED PR R i T

JAPAN TAX GROUP

JTAX SERVICES

a. Service Overview

JTAX recognizes the practical difficulties associated with
operating a business in Japan and our aim is to provide clients
with one-stop assistance. JTAX key services include

= Tax Consulting and Compliance

= Tax Services

= Accounting & Bookkeeping

= Bank Account Management & Expense Payment

= Payroll & HR

= Japan Work Visas

= Japan Incorporations

= Japan Nominee Directors

= Japan Registered Address & Virtual Office Solutions
= Due Diligence & Deal Integration Services

= Qutsourcing Solutions including Finance, Tax,
Accounting, and Payroll & HR

= Real Estate Advisory Services

Please Contact Us for more information about any of our
services.
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b. JTAX's Entity Establishment Services

JTAX can assist its clients in the establishment of a wide range
of entities in Japan.

Our main work in this area is helping clients establish:

* |ncorporated Entities / Subsidiaries
- Kabushiki Kaisha (“KK”].
- Godo Kaisha [“GK”).

= Japan Branches of Foreign Companies in Japan.

= Japan Representative Office of Foreign Company/
Japan Liaison Office of Foreign Companies.

The focus of this brochure is to provide clients with
information regarding setting up a Japan Representative
Office.

Please Contact Us if you would like more information about
other types of entity including Kabushiki Kaisha (“KK”), Godo
Kaisha [“GK"), Japan Branches of Foreign Companies.
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JTAX

JAPAN TAX GROUP

YOURTRUSTED PARTNER IN JAPAN

JTAX Services
To Japan Representative Offices

JTAX's key services to Japan Representative Offices include:

Initial consulting to assist clients to ensure that a Japan Representative Office
is appropriate to their needs.

Provision of Japan nominee representative for the Japan Representative
Office. This service helps ensure a smooth establishment, improves internal
control in Japan, and allows Japan Representative Office employees to
receive normal Japan payroll (including regular social insurance and labor
insurance benefits.)

Provision of a legal registered address for the Japan Representative Office.
JTAX owns the premises at which we offer this service thus ensuring long
term stability.

Assistance with Japan serviced offices and Japan virtual offices [if required).

Assistance with post establishment issues including bank account opening
and payroll filings.

Assistance obtaining Japan work visas for foreign employees.

Outsourcing services to handle ongoing key functions in Japan including
bookkeeping, payroll, etc.
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1. What Is A Japan Representative Office?

A Japan Representative Office (sometimes also referred to as a Japan Liaison
Office) is a mode of operating in Japan via an unregistered entity. Unregistered
means that no registration is required with the Japanese legal affairs authorities.
Japan Representative Offices can therefore be contrasted to registered entities
which include Kabuskiki Kaisha (“KK"), Godo Kaisha [“GK"], and Japan Branches of
Foreign Companies.

A Japan Representative Office represents a singe foreign company in Japan. That
foreign company is referred to as the Head Office.

2. Why Establish A Representative
Office In Japan?

Foreign companies that establish a Japan Representative Office recognize the
value of having an on the ground presence in Japan but do not wish to commit
resources to incorporating a stand-alone company (i.e., Kabushiki Kaisha (“KK"] or
Godo Kaisha (“GK”]] in Japan.

In some cases, a Japan Representative Office will be the first step on a journey to
setting up a fully-fledged sales subsidiary (i.e., Kabushiki Kaisha (“KK"] or Godo
Kaisha [“GK"]). In other cases, the Japan Representative Office is the end goal and
will remain in place indefinitely.

Common reasons to establish a Japan Representative Office include:

a. To work with existing Japanese distributors. Where a foreign company has
existing Japan distributor relationships, there can be substantial benefits
associated with a Japan Representative Office including:

= Japan Representative Office employees can help ensure that the
Head Office’s products are correctly positioned in the Japanese
market.

= Japan Representative Office personnel can provide potential
customers with more detailed product knowledge than may be
available to a Japan distributor (who often has responsibility for a
number of products.]

= Regular interaction with the Japan Representative Office staff will
often incentivize the distributor to drive sales.
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= Japan Representative Office personnel often help maintain the
focus of the Japan distributor on the Head Office’s products. This
can be particularly important in cases where the Japan distributor
deals with competing products.

b. A Japan Representative Office may work well when the Head Office is selling
high value services outside Japan that require limited support on the ground
in Japan.

c. A Japan Representative Offices may be good solution when the Head Office
needs to maintain relationships in Japan but it is not necessary to undertake
sales in Japan.

d. A Japan Representative Office can represent a good interim step into the
Japanese market. A Japan Representative Office involves a much smaller
commitment of resources [both financial and in terms management time)
than a Japan subsidiary (ie, Kabushiki Kaisha (“KK”) or Godo Kaisha [“GK"]).

e. Overall, Japan is a difficult market to exploit without some form of “on the
ground’ presence. Potential Japanese customers and partners will have more
confidence in your ability to deliver if you have personnel on the ground in
Japan.

3. What Are The Permitted Activities For
A Japan Representative Office?

a. Introduction

In the right circumstances, a Japan Representative Office can be an excellent
vehicle for operating in Japan. However, it is vital to have a clear understating of
the activities that can be undertaken. If the permitted activities are exceeded the
Japanese authorities may deem that the foreign Head Office has a permanent
establishment (“PE”] in Japan. This could cause income associated with Japan to
be subject to Japanese corporate tax.

b. General Scope

A Japan Representative Office is able to undertake only very limited activities in
Japan.
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Unfortunately, it is difficult to create a comprehensive list covering exactly which
activities are permitted or prohibited. However, of particular importance is that a
Japan Representative Office may not undertake sales activities. Sale activities are
defined broadly for Japanese tax purposes and cover the Japan Representative
Office undertaking any of the steps involved in finalizing a sales contract.
Importantly, the Japan Representative Office should not be involved in the
negotiation of price.

c. Scope Under Japanese Domestic Law

Technically, the scope of a Japan Representative Offices permitted activities is
defined under Japan law to include:

= Solely for purchasing assets;
= Solely for storing assets; or

= For the following auxiliary activities:
- Advertising;
- Public relations;
- Information gathering;
- Market research;
- Basic research;
- Other auxiliary or preparatory work.

It can be noted that, under Japanese domestic, the permitted activities are
Narrow.

d. Scope Under a Double Tax Treaty (“DTA)

Japan has double tax treaties (“DTA”] in place with approximately 60 countries. In
order to take advantage of a DTA it is necessary that foreign Head Office be a
resident of a country that has a DTA with Japan.

Compared to the position under Japanese domestic law, a typical DTA is
generally seen as expanding the activities that a Japan Representative Office
may undertake. For example, a U.S. company wishing to establish a
representative office in Japan would refer to Article 5 of the US-Japan DTA. The
activities permitted under that DTA would include:

= the use of facilities solely for the purpose of storage, display or delivery of
goods or merchandise belonging to the enterprise;

= the maintenance of a stock of goods or merchandise belonging to the
enterprise solely for the purpose of storage, display or delivery;

= the maintenance of a stock of goods or merchandise belonging to the
enterprise solely for the purpose of processing by another enterprise;
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= the maintenance of a fixed place of business solely for the purpose of
purchasing goods or merchandise or of collecting information, for the
enterprise;

= the maintenance of a fixed place of business solely for the purpose of
carrying on, for the enterprise, any other activity of a preparatory or
auxiliary character,;

= the maintenance of a fixed place of business solely for any combination
of activities mentioned above, provided that the overall activity of the
fixed place of business resulting from this combination is of a preparatory
or auxiliary character.

It can be observed that the permitted scope of activities remains narrow but the
DTA represents an expansion over the activities permitted under Japanese
domestic law.

4. Miscellaneous Issues Affecting Japan
Representative Offices

Two issues can sometimes be of concern when establishing a Japan
Representative Office:

a. Visa Issues

Where foreign employees will be sent to Japan, Japan work visa issues need to
be considered.

The appropriate work visa for a foreign individual joining a Japan Representative
Office is often an Intra-Company transferee visa.

Two key requirements for obtaining an Intra-Company transferee visa include
that the foreign assignee should have worked for the parent company for at
least one year and that there be a business office in Japan [i.e., the employee
cannot simply state they will work from home or use a virtual office.)

b. Bank Accounts

Since a Japan Representative Office is not a legally registered entity, it is not able
to open a bank account in Japan under its own name.
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However, it may be possible for JTAX to open in account under the name of one
of our professionals with an annotation that funds are being held for the Japan
Representative Office. For example, the account title may be “Taro Aoki on
behalf of the Japan Representative Office of XYZ Limited”.

Once established, the bank account can be used for Japan payroll purposes
(including payments to the Japanese authorities for employee social insurance
and labor insurance] and also to pay expenses related to the Japan
Representative Office.
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1. Taxation of
Japan Representative Offices

a. General Tax Position

A Japan Representative office is generally not subject to Japanese corporate
income tax.

However, a Representative Office may be subject to other Japanese taxes
including Japanese consumption tax (VAT) and Japanese fixed assets tax.

b. Tax Risks

So long as the Japan Representative Office limits its activities to those permitted
under Japanese domestic law or per an applicable Double Tax Treaty (“DTA”),
the foreign Head Office should not be subject to Japanese corporate income
tax.

However, if the Japan Representative Office exceeds its permitted scope of
activities in Japan (for example by undertaking sales activities), this may give rise
to a Permanent Establishment (“PE”]) of the foreign Head Office. If the foreign
Head Office is deemed to have a PE in Japan, it may be liable to pay corporate
income tax on any profits associated with the Japan PE.

c. Annual Risk Review

It is strongly recommended that an annual risk review be undertaken with
respect to the Japan Representative Office. Key to this review is ensuring that the
Japan Representative Office’s activities have not slowly expanded over time (for
example to include sales activities.] It is also important that Japan Representative
Office employees are reminded of the limits on their activities. This annual
review will help reduce the risk of the foreign Head Office being deemed to
have a permanent establishment (“PE”] in Japan.
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2. Taxation of The Japan Representative

a. Introduction

While a Japan Representative Office is generally not subject to corporate income
taxes, the individual acting as the Japan representative (and any other individuals
working in the Japan Representative Office] will be subject to normal Japanese
individual tax.

It is important that tax matters related to individuals associated with the Japan
Representative Office be closely monitored since any problems could lead to
scrutiny of the Japan Representative Office and the foreign Head Office.

b. Japanese Individual Tax Returns

Many Japanese employees are not required to prepare a Japanese individual tax
return. The equivalent function is carried out within the Japan payroll at year-end
via the so called year-end payroll adjustment.

Note that individuals who receive compensation outside Japan will be required
to submit a Japanese individual tax return.

c. Tax Planning for the Japan Representative

Japanese employees (as well as locally hired foreigners) will typically receive a
standard Japan payroll.

However, expat employees may receive payroll off-shore and there may be
planning opportunities associated with this approach.

In addition, consideration should be given to provision of benefits in a tax
efficient manner.
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1. Identify A Japan Representative

Establishing a Japan Representative Office involves the designation an individual
to act as the Japan Representative. That person has responsibility for matters
associated with the Japan Representative Office.

Issues associated with the individual who is appointed to be the Japan
Representative include:

a. Payroll benefits

It is usually not possible for the individual nominated as the Japan Representative
to receive normal Japanese payroll benefits. In particular Japanese statutory
labor insurance coverage is generally not available. Labor insurance consists of
unemployment insurance and workers’ accident insurance and is considered a
very important benefit for employees in Japan. To solve this problem, the foreign
Head Office may appoint an individual to act as a Nominee Japan
Representative. Japan Representative Office employees can then receive normal
payroll benefits. JTAX is able to provide individuals to act as Nominee Japan
Representative.

b. Japanese individual tax

As noted earlier, even though a Japan Representative Office is not subject to
Japanese corporate income tax, the Japan Representative is subject to normal
Japanese individual tax. Consideration should therefore be given to the
appropriate manner in which to structure the Japan Representative’s
compensation. This can be especially important if the Japan Representative will
be an expat.

c. Bank account

As note earlier, a Japan Representative Office is not able to open a bank account
in its own name (since it is not a registered entity.) The bank account related to
the Japan Representative Office will therefore be an individual account of the
Japan Representative (sometimes with an annotation that funds in the account
are held on behalf of the foreign Head Office.] Consideration needs to be given
as to whether this raises internal control issues.

JTAX is able to provide qualified individuals to act as the Japan Representative
via its Japan Nominee Director Service.
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2. ldentity A Foreign Head Office

A Japan Representative Office represents the interests of a foreign company in
Japan. That foreign company is referred to as the “Head Office” of the Japan
Representative Office.

A Japan Representative Office should have a single Head Office, i.e., it should
represent the interests of only one foreign company in Japan.

Where there are a number of choices regarding which foreign company should
act as the Head Office, the existence of a beneficial double tax treaty (‘DTA”]
should be considered, i.e., are any of the potential candidates for Head Office
that are resident in a jurisdiction which has a DTA with Japan? As described
above, a DTA may expand the activities that a Japan Representative Office can
undertake beyond those permitted under Japanese domestic law. A beneficial
DTA may reduce the chances that the foreign company will be deemed to have
a permanent establishment (“PE”] in Japan.

3. Address / Office For Japan
Representative Office

The Japan Representative Office will require an address in Japan.

There are at least four important issues that need to be considered with respect
to the Japan Representative Office’s address:

a. Legalissues

For some purposes, the Japan Representative Office will require a legal address
in Japan. This is particularly important for Japanese social insurance and labor
insurance purposes. Care should be taken in choosing this address since
changes can be both costly and time consuming.

b. Image

Image is important in Japan. The reality is that many employees now work from
home or on the road via their laptops. However, for the purpose of business
cards, websites, etc., an employees home address will not present a strong
professional image.
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c. Business address to receive phone calls, mail, etc.

A professional business address should be considered for the purpose of
receiving mail, signing for packages, and answering phone calls, etc.

d. Visa issues

Where visas for foreign employees may be required, a functioning business
office will generally be needed. Virtual offices are usually not acceptable for visa
purposes but a serviced office may be a workable solution.

JTAX is able to assist clients to meet their Japan office requirements in a cost
effective manner. The premises used for our Japan Registered Address and
Japan Virtual Office Services are located in a prime area of Tokyo and the
office is owned by JTAX (thus ensuring long term stability.)
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1. Overview of Steps To Establish

A Japan Representative Office

The following graphic provides a simplified overview of the practical steps

involved in establishing a Representative Office in Japan.

REPRESENTATIVE OFFICE TIMELIN

Confirm Scope of
Proposed Activities is

Consistent with Japan

Representative Office ~
(Including Whether

Double Tax Treaty
("DTA") is Applicable.)

Decide Basic Issues

- Identify Foreign Head Office

- Identify Indvidual to Act as
Japan Representative

- Address for Japan
Representative Office
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Enter Lease for Japan
Office

Establish Japanese I
Bank Account (for

Payment of Payroll and
Expenses).

THE ESTABLISHMENT PROCES

Establish Payroll and
Accounting Systems

Individual Tax
Compliance for Japan
Representative

Employment Contracts — Individual Tax /

for Japan Based Compensation Planning

Employees for Individual Who Will Act
as Japan Representative

_\ Japan Work Visa

Applications for non-
Japanese Employees

\ Registrations for Payroll
and Japanese Withholding

Tax Purposes

Tax Compliance for Japan
Representative Office (very
limited

Ongoing (at least annual)
Review of Japan
Representative Office
Activities to Ensure
Permanent Establishment
("PE’) Risk is Mitigated
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2. Time To Establish A Japan
Representative Office

Given its unregistered status, a Japan Representative Office can technically be
established upon the appointment of an individual to act as the Japan
Representative.

However, if the filings discussed below are required [i.e., for Japan payroll
purposes] the procedures may take up to one month to complete.
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1. Overview Of Filing And Reporting
Requirements

As discussed above, a Japan Representative Office is not registered with the
Japanese legal authorities, nor is it required to file a Japanese corporate tax
return. As a result, the filing and reporting requirements associated with a Japan
Representative Office are limited.

However, the need to provide payroll and associated statutory benefits gives
rise to a number of initial applications and periodic reporting requirements.

Some of the filings that may be required are summarized in the following tables:

2. Filings With The Japanese Tax
Authorities

The following filings may be required if the Japan Representative Office has a
regular Japanese payroll (for example if the Japanese Representative Office
hired Japanese employees.)

Name of Filing Due Date
Notice of establishment of an Office for As soon as possible but not later
Japanese Withholding Tax Purposes than one month after the initial

payment of salary.

Application for Payment of Withholding Tax on a | This application is permitted if the
Semi-Annual Basis Japan Representative Office has
less than ten employees.

Annual Withholding Tax Report [National Tax) This is an annual report due 31
January each year.

Annual Salary Report (Local Tax) This is an annual report due 31
January each year.
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3. Filings With The Japanese Social
Insurance Office

Social insurance is an important statutory benefit received by employees in
Japan. Incorrect handling of social insurance can be a major source of friction
between foreign management and Japan Representative Office employees.

Name of Filing Due Date
Application for Enroliment in Social Insurance As soon as possible but not later
than five days after an employee
is hired.
Annual Social Insurance Report 10 August of each year

Change Reports [e.g., regarding new employees | As soon as possible but not later
joining the Representative Cffice, retiring from the | than five days after a relevant
Representative Office, significant change in salary, | event occurs.

etc.)
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4. Filings With The Japanese Labor
Insurance Office

Labor insurance is another important statutory benefit received by employees in
Japan. It is important that filings are made in a timely manner.

Name of Filing Due Date
Application for Enrollment in Labor and As soon as possible (within 10
Employment Insurance days when an employee is hired]
Report on Computation cf Estimated Labor As soon as possible

Insurance Premium

Annual Labor Insurance Report May 15 of each year

Change Reports (eg, regarding new employees As soon as possible but not later
joining the Representative Office, retiring from the than ten days after a relevant
Representative Office, significant change in salary, event occurs.,

etc.)
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