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EBC POSITION ON THE PROPOSED EXIT TAX

The European Business Council over the past years of economic slowdown in Japan, triggered in 2009 by the
financial crisis and the 2011 triple catastrophe, has been a strong supporter of the efforts made by the government
of PM Abe and its predecessors to revitalise the Japanese economy. The EBC was pleased with the government's
invitation for more foreign direct investment and the readiness to deregulate and liberalize business-adverse
governmental processes. We welcomed the vision to promote Japan as a hub for talent engaging in research,
technological cooperation and the set up of global business organizations, such as in the financial markets, where
Japan is trailing behind Singapore and Hong Kong.

It is therefore to our great regret that in a well understood effort to take measures against the flight of a few
wealthy Japanese families moving abroad and away from Japanese income and inheritance taxation, the above
meaningful policies are diminished by subjecting foreign residents granted a permanent or spouse visa to the new
exit taxation rule. Under this proposed rule, any Japanese national as well as any foreign long-term resident
holding a permanent or spouse visa will be subject to a 20.4% deemed capital gains tax on financial assets of 100
mil JPY and more when departing from Japan. Regardless of personal circumstances, the exit tax will be imposed
when foreigners return to their home countries, often high tax jurisdictions themselves. In their home country, they
will be subject a second time to capital gains taxation, without relief from double taxation.

The intention of the new rule is understandingly the need of Japan to avoid having its citizens change their country
of residence with the intention of escaping Japanese taxation. While in the past this could often be achieved by
widely applying the Japanese residency concept on overseas Japanese nationals, a recent Supreme Court ruling had
rendered this taxation practice as not in line with the Japanese Income Tax Law. The exit tax legitimately aims at
either keeping wealthy people in Japan or to serve as a sanction by having them pay tax on a deemed, virtual
capital gain. It is outside the rationale of this counter-measure for it to be addressed to foreigners, irrespective of
the kind of visa they hold. Foreign individuals are often the main drivers of foreign direct investment. There is no
justifiable need to keep them for their lifetime in Japan or to sanction their eventual return to their home country.

The Abe government has committed to deregulate and liberalize business-adverse governmental processes. The
application of a complex exit tax contravenes this commitment. The vision to promote Japan as a hub for talent
engaging in research, technological cooperation and the establishment of global business organisations is
contradicted by the imposition of an exit tax applied across the board on financial assets other than cash and
deposits. High potential talents capable of earning a significant reward for their achievements will be
disincentivised to come to Japan.

The EBC is concerned as according to Ministry of Justice statistics, there are almost 30,000 Europeans in Japan
who hold visas falling in the target categories. This could easily yield far more people to whom the exit tax is
applied than the 100 persons, which includes both Japanese nationals and foreigners, reportedly predicted by the
Ministry of Finance.

The EBC therefore calls for exempting all foreign nationals from the proposed exit taxation rule.

About the EBC:

The European Business Council in Japan (EBC)/European (EU) Chamber of Commerce in Japan is the trade policy and advocacy
arm of 16 European national chambers of commerce and business associations in Japan. Established in 1972, the EBC works to
improve the business and investment environment in Japan. It currently represents more than 2,500 local European companies and
individuals, some 400 of whom participate directly in the EBC'’s 28 sector-based committees.

For more information, please contact: Bjorn Kongstad, EBC Policy Director

Tel: 81-3-3263-6222, E-mail: bkongstad@ebc-jp.com
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