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Background

Japan’s National Tax Agency recently published its latest statistics on tax audits in FY 2020 (July 2019 — June 2020), as
well as FY 2020 statistics on tax appeals and litigation (April 2019 — March 2020), which indicate how these activities
have been affected by the COVID-19 pandemic.

This article summarizes the statistics and some key impacts of the pandemic, and includes Deloitte’s view on tax
controversy trends.

Tax audits amid COVID-19 pandemic

The number of field audits of corporate taxpayers in FY 2020 dropped by 22.9% from FY 2019, an apparent impact of the
COVID-19 pandemic. As COVID-19 started to spread across Japan from January 2020 and the state of emergency was
declared in April 2020, Japan’s tax authorities refrained from doing field audits in the first half of 2020. This helps explain
why the number of field audits dropped.

In addition, the total amount of income found by tax audits of corporations in FY 2020 decreased by 43.5% from FY 2019,
and the total amount of corporation tax imposed by tax audits in FY 2020 decreased by 15.4%. These decreases are
considered to be due to the drop in the number of field audits in FY 2020 largely as a result of the COVID-19 pandemic.

Despite these statistics, the amount of corporation tax imposed by tax audits per case in FY 2020 increased by 9.7% from
FY 2019. This may reflect the trend that the tax authorities now tend to focus more on cases where a taxpayer’s
misconduct is suspected and the tax amount at stake is large, by systematically selecting target cases through the use of
a database of taxpayer information. In addition, the tax authorities continue to focus on international transactions,

actively examining issues regarding Japan’s controlled foreign company tax regime and transfer pricing, which tend to be
unchanged by the COVID-19 pandemic.

] FY 2019 FY 2020 Change

99,000 cases 76,000 cases (22.9)%
1.381 trillion 780 billion (43.5)%
194 billion 164 billion (15.4)%
2.0 million 2.2 million 9.7%
74,000 cases 60,000 cases (18.9)%
602 billion 564 billion (6.4)%
96 billion 99 billion 3.2%
1.3 million 1.7 million 26.7%

(Source: National Tax Agency)

With respect to individual taxpayers, the number of field audits in FY 2020 dropped by 18.9% from FY 2019, and the total
amount of individual income found by tax audits in FY 2020 decreased by 6.4%. These decreases are considered to be
due to the COVID-19 pandemic.

However, the total amount of individual income tax imposed by tax audits in FY 2020 increased by 3.2% from FY 2019,
with that per case jumping by 26.7% from FY 2019. This may be mainly because the tax authorities tend to focus on
wealthy individuals, in particular those having international investments, frequently utilizing information obtained from
foreign counterparts under the Common Reporting Standard (CRS) regime. This trend has continued regardless of the
COVID-19 pandemic.



Tax appeals and litigation amid COVID-19 pandemic

The number of tax appeals initiated by taxpayers to the National Tax Tribunal in FY 2020 dropped by 17.6%, and the
number of tax appeals completed in FY 2020 decreased by 2.6% from FY 2019. These numbers, however, are not very
different from the previous five-year average, and so may not be due to the COVID-19 pandemic. On the other hand, the
number of successful tax appeals to the National Tax Tribunal in FY 2020 jumped by 73.6% from FY 2019, such that the
successful tax appeal ratio for taxpayers in FY 2020 increased by 78.4%.

The year over year changes with respect to tax litigation are larger. Tax litigation initiated by taxpayers in FY 2020
increased by 23.2% from FY 2019, and completed litigation in FY 2020 increased by 22.0%. Further, the number of cases
successfully litigated in FY 2020 jumped by 250.0%, such that the successful tax litigation ratio for taxpayers increased by
185.3% from FY 2019.

FY 2019 FY 2020 Change

3,104 cases 2,559 cases (17.6)%
2,923 cases 2,846 cases (2.6)%
216 cases 375 cases 736 %
74% 13.2% 78.4%
181 cases 223 cases 23.2%
177 cases 216 cases 22.0%
6 cases 21 cases 250.0 %
34% 9.7% 185.3 %

(Source: National Tax Agency)

These positive changes imply that tax appeals and litigation have not been negatively affected by the COVID-19
pandemic. Although Japan used to be a country where tax controversy was not prevalent, the fact that there are at least
375 successful tax appeal cases and 21 successful tax litigation cases gives a sense of assurance to a taxpayer facing an
erroneous assessment notice and seeking for it to be overturned through one of these processes.

The taxpayer success ratio in FY 2020 increased from FY 2019 but is still lower compared with most other countries.
However, this ratio itself is not a decisive factor for determining whether a country executes tax laws fairly, as it would be
expected to be lower if most assessment notices challenged by taxpayers are in fact issued based on accurate facts in
accordance with tax laws. Rather, what matters is whether an erroneous assessment notice is actually overturned
through tax appeals or litigation.

Deloitte’s View




To see past newsletters, please visit our website.

To automatically receive future newsletters, please email
providing your name, company, position, and email address.

Click to download our tax@hand app to view newsletters and other content on your mobile device.

Deloitte Tohmatsu Tax & Legal Inbound Client Services Team
Not all facts and circumstances are covered in this newsletter. If you have any questions regarding your specific

situation, please contact one of the tax professionals at our Deloitte office in Tokyo or visit our website

Jun Sawada, Inbound Client Services Leader

Business Tax Services

Sunie Oue, Partner

David Bickle, Partner

Indirect Tax Services

Fumiko Mizoguchi, Partner

Global Employer Services

Russell Bird, Partner

Transfer Pricing

Timothy O’Brien, Partner

Samuel Gordon, Partner

Tax Management Consulting

Sreeni Menon, Director

International Tax and M&A

Masato lwajima, Partner

Financial Service Industry

Yang Ho Kim, Partner

Kai Hielscher, Partner

Tax Controversy

Yutaka Kitamura, Partner

Legal

Kaori Oka, Partner

Immigration

Kumiko Kawai, Partner

Payroll and Social Benefits Processing

John Dorff, Partner

Family Consulting

Michael Tabart, Partner

email to

Deloitte Tohmatsu Tax Co.
Marunouchi-Nijubashi Building, 3-2-3 Marunouchi, Chiyoda-ku, Tokyo 100-8362, Japan
Tel: +81 3 6213 3800 email: Corporate Info:

Deloitte Tohmatsu Group (Deloitte Japan) is a collective term that refers to Deloitte Tohmatsu LLC, which is the Member of Deloitte Asia Pacific
Limited and of the Deloitte Network in Japan, and firms affiliated with Deloitte Tohmatsu LLC that include Deloitte Touche Tohmatsu LLC,
Deloitte Tohmatsu Consulting LLC, Deloitte Tohmatsu Financial Advisory LLC, Deloitte Tohmatsu Tax Co., DT Legal Japan, and Deloitte Tohmatsu
Corporate Solutions LLC. Deloitte Tohmatsu Group is known as one of the largest professional services groups in Japan. Through the firms in
the Group, Deloitte Tohmatsu Group provides audit & assurance, risk advisory, consulting, financial advisory, tax, legal and related services in
accordance with applicable laws and regulations. With more than 10,000 professionals in over 30 cities throughout Japan, Deloitte Tohmatsu
Group serves a number of clients including multinational enterprises and major Japanese businesses. For more information, please visit the
Group'’s website at

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their related entities
(collectively, the “Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its member firms and related entities are
legally separate and independent entities, which cannot obligate or bind each other in respect of third parties. DTTL and each DTTL member
firm and related entity is liable only for its own acts and omissions, and not those of each other. DTTL does not provide services to clients.
Please see to learn more.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific Limited and their
related entities, each of which are separate and independent legal entities, provide services from more than 100 cities across the region,
including Auckland, Bangkok, Beijing, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila, Melbourne, Osaka, Seoul, Shanghai, Singapore, Sydney,
Taipei and Tokyo.

Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk advisory, tax and related services. Our global
network of member firms and related entities in more than 150 countries and territories (collectively, the “Deloitte organization”) serves four
out of five Fortune Global 500®companies. Learn how Deloitte’s approximately 312,000 people make an impact that matters at

All of the contents of these materials are copyrighted by Deloitte Touche Tohmatsu Limited, its member firms, or their related entities
including, but not limited to, Deloitte Tohmatsu Tax Co. (collectively, the “Deloitte Network”) and may not be reprinted, duplicated, etc.,
without the prior written permission of the Deloitte Network under relevant copyright laws.

These materials describe only our general and current observations about a sample case in accordance with relevant tax laws and other
effective authorities, and none of Deloitte Network is, by means of this publication, rendering professional advice or services. Before making
any decision or taking any action that may affect your finances or your business, you should consult a qualified professional adviser. The
opinions expressed in the materials represent the personal views of individual writers and do not represent the official views of Deloitte
Network. No entity in the Deloitte Network shall be responsible for any loss whatsoever sustained by any person who relies on this publication.

Member of
Deloitte Touche Tohmatsu Limited

2021. For information, contact Deloitte Tohmatsu Group.

and register by

e MACE RN SYETEM S
VAT FEATEH

15 669126 [ IS0 27001



http://www.deloitte.com/jp/tax-legal-inbound-newsletter
mailto:japan_taxlegal_inbound@tohmatsu.co.jp
http://www2.deloitte.com/jp/en/pages/tax/articles/deloitte-tax-at-hand-mobile-app.html
http://www.deloitte.com/jp/tax-legal-inbound-services
mailto:japan_taxlegal_inbound@tohmatsu.co.jp
mailto:tax.cs@tohmatsu.co.jp
http://www.deloitte.com/jp/en/tax
http://www.deloitte.com/jp/en.

	Background
	Tax audits amid COVID-19 pandemic
	Tax appeals and litigation amid COVID-19 pandemic
	Newsletter Archives
	Subscribe to Japan Tax & Legal Inbound Newsletter and tax@hand
	Contacts
	Issued by

