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corporate tax rate is higher than in other nations.
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Reduction of the “Effective Corporate Tax Rate”

Effective corporate tax rate implies the actual tax burden on corporate profits including national and
local government taxes. As a location for corporations, Japan is not competitive enough as its effective

corporate tax rate (including both national and local taxes) should be lowered to the twenties.

~

Therefore, it was pointed out that the effective
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To be reduced to 31.33% in FY2016
FY2015 is the first year of corporate tax reform

W Effective corporate tax rate was reduced by 2.51% to 32.11% from the previous fiscal year’s tax rate

of 34.62% (standard tax rate). It is scheduled

to be reduced by 0.78% to 31.33% in FY2016.

Reduction of the effective corporate tax rate in FY2015 and 2016 is deemed as the start of corporate
tax reform as “front loaded tax reduction”, reduction of tax without full finance, was decided by the

Cabinet.

W Speed in corporate tax reform is required

Pro-growth corporate tax reform
Speedy improvement of locational competitiveness is required

"International Comparison of Corporate Tax Rate (National and Local Taxes) "
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for pro-growth structural reform aiming to
boost the competitiveness of Japan. It was
clearly indicated in the “Basic Policies for
the Economic and Fiscal Management and
Reform 2014” as “we aim to reduce the
percentage level of the effective corporate
tax rate down to the twenties in several
years”.

In the following 2015 version of the Basic
Policies, it was mentioned that pro-growth
corporate tax reform in progress must be
accomplished as soon as possible. An
effective corporate tax rate of 31.33% in
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FY2016 is not good enough to be
locationally competitive compared to other
Asian nations. A steady cut in tax rates
seems to be required.

USA China UK

The tax rate of Japan is of FY2016. Other countries are as of April 2015.
For Japan, standard tax rate is used. For US that of Calfornia State, for Germany

Japan France S. Korea

(Note)

Germany Singapore

average tax rate for whole Germany and for S. Korea that of Seoul.
(Source) SMAM, based on the Ministry of Finance data.
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ENIlcRelilld Steady cut of effective corporate tax rate is expected

B Aiming to reduce effective corporate tax rate to the twenties

According to the media, the government may possibly reduce the effective corporate tax rate to the
twenties in FY2017. Assuming Japan will join the Trans-Pacific Partnership (TPP) and Regional
Comprehensive Economic Partnership (RCEP, which includes China and East Asian nations) in the
future, an early catch-up with other Asian nations in terms of locational competitiveness is needed.

B Financing the tax reduction will be a challenge

The Government urges Japanese corporations to actively invest under the slogan of achieving nominal
GDP of JPY 600 trillion mentioned in “Abenomics 2.0”. To achieve the government target, the
business community is requesting a cut in the effective corporate tax rate to be realized first. Financing
the tax reduction will be a challenge as the cut of the effective corporate tax rate will significantly
reduce tax revenue.

B Disclaimer

Please read this disclaimer carefully.

@ This material is for non-Japanese institutional investors only.

® The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are
intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company,
Ltd. (hereinafter “SMAM”), or to provide information on investment strategies and opportunities. Therefore this
material is not intended to offer or solicit investments, provide investment advice or service, or to be considered as
disclosure documents under the Financial Instruments and Exchange Law of Japan.

® The expected returns or risks in this report are calculated based upon historical data and/or estimated upon
the economic outlook at present, and should be construed no warrant of future returns and risks.

® Past performance is not necessarily indicative of future results.

e The simulated data or returns in this report besides the fund historical returns do not include/reflect any
investment management fees, transaction costs, or re-balancing costs, etc.

® The investment products or strategies do not guarantee future results nor guarantee the principal of investments.
The investments may suffer losses and the results of investments, including such losses, belong to the client.

@ The recipient of this report must make its own independent decisions regarding investments.

® The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute
SMAM’s judgment as of the date of this material and are subject to change without notice.

® The awards included in this report are based on past achievements and do not guarantee future results.

® The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized
entities/individuals.

e This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can
not and does not guarantee its completeness or accuracy.

e All rights, titles and interests in this material and any content contained herein are the exclusive properties of
SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,
reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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